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Abstract

Based on the panel data analysis of Taiwan’s family business groups from 1988 to 2002, this research
attempts to investigate the relationships among overlapping investment, use of particularistic ties,
group performance, and succession in family business group. The results show that the family business
group’s overlapping investment between the owner-managers and family members occupying the
decisive positions of group affiliates significantly influence its leader change. This study highlights the
importance of alternative control choices within the family business. Furthermore, it also provides a
good comparing start-point for researches interested in understanding the succession issue of Chinese

family business in Great China.
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1.Introduction

Business group is a conglomerate of enterprises
interlocked through overlapping investments by a
small number of core owner-managers (Numazaki,
1986; Granovetter, 1995; Yiu, Bruton, & Lu, 2005;
Chang, 2006). This enterprise system is a cluster of
enterprises owned and controlled by a group of
persons tied by a network of various relationships,
such as kinship, marriage, friends and other social
bonds (Hamilton, 1997; Kao, 1996; Luo & Chung,
2005; Numazaki, 1986; Redding, 1990; Wong, 1985).
Scholars have researched this organizational from in
developed, developing, and newly industrialized
economies (Granovetter, 1995; Shiba & Shimotani,
1997). In a family-owned business, family members
are involved in the ownership, control, and
management of the business group. In contrast to other
business groups, there is no separation of the roles.
Previous studies presented that Taiwanese listed
companies and Taiwanese business groups are
typically governed by family control (e.g., Luo &
Chung, 2005; Yeh, 2003). Even after a company goes
public, family ownership or control tends to play a
dominant role in the decision-making process (Liu &
Yeh, 2000).
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In Taiwan, among various kinds of relationship,
family-owned business groups, constituted by kinship
and marriage, are the typical type. Researches
highlighted the family business is a basic constitution
for Chinese business (Amyot, 1973; Hamilton, 1997;
Kao, 1996; Kiong, 1996; Luo & Chung, 2005;
Redding, 1990; Whitley, 1992; Wong, 1985).
Researcher even described the Chinese type of
capitalism in Taiwan, “guanxi capitalism” (Hamilton,
1997), emphasizing the importance of personal
connections among business and family.

In discussing the issues confronting family
business, succession process, i.e., the business is
transferred from one generation to the next, is the most
critical one (e.g., Gersick et al., 1997; Lee, Lim, &
Lim, 2003). Regarding how family business transits
successfully over time, most researches focused on the
family dynamic or the psychological problems in the
family business. For example, the interdependencies
among family members (Beckhard & Dyer, 1983), the
psychological and emotional problems experienced by
the owner-parent and the person’s children, such as the
stress, fear of abandonment, mutual role adjustment et
al. (e.g., Handler, 1990; Kepner, 1983; Kets de Vires,
1993), the development and structure of a formal
succession plan (e.g., Kets de Vires, 1993; Sharma,
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Chrisman, & Chua, 2003; Ward, 1987) and the
demographic characteristic of the family-business
owners (e.g., Bates, 1990; Cooper & Artz, 1995) seem
as the key determinants in family business succession.
Almost all the related literatures about this issue
concern the internal relationship and conditions of the
focal family business; little is regarding the influence
from the family ownership and control.

Claessens et al. (2000) found that control is
enhanced  through  pyramid  structures  and
cross-holdings among firms in all the East Asian
countries studied, so that even where control by
founding families is not direct, the families have
retained control through indirect shareholding
networks. The overlapping investment established by
the core owner-managers is the foundation of
interlocking ties among the affiliates within the group.
Although the family values associated with the family
ties distinguishes the family business from others
when discussing Taiwanese business groups (Hamilton,
1997; Luo & Chung, 2005; Redding, 1990; Whitley,
1992), differences exist between business groups
established on the basis of different types of guanxi in
the control and decision-making preferences, including
those relating to diversification (e.g., Chung, 2006;
Fox & Hamilton, 1994) or the succession in this case.

In addition to ownership and control
considerations, the group performance also merits
investigation  because  previous studies have
highlighted that the poor performance is the possible
trigger for succession (e.g., Coughlan & Schmidt,
1985; Weishach, 1988; Murphy & Zimmerman, 1993).
Specifically, does the poor performance mitigate the
family controlling power in family business succession?
If the answer is yes, it means that although the
entrenchment of the family is the key concern in
family business, this family business still need to face
the poor performance, and to deal with the possible
challenges from the non-family shareholders. However,
if the answer is no, it means that the good performance
is not the only goal for family business. The family
members will accept the poor performance to keep the
family control over the business group (Gémez-Mejia
et al., 2001; Gomez-Mejia et al., 2007).

The goal of this paper is to examine whether the
succession is affected by overlapping investment and
by the family control power, and whether poor
performances interact with overlapping investment and
family control power to influence the replacement of
the leader in family business group. Investigating the
possible relationships among those factors is not only
meaningful in its own right, it also provides a good
comparing start-point for researches interested in
understanding the succession issue of Chinese family
business in Great China.
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2.Literature Review
2.1.0verlapping investment and CEO
succession in family business group

The major control and management mechanism inside
the business group is hinged upon a group of closely
related core players, the so-called inner circle (Useem,
1984). The members of the inner circle in Taiwan’s
business groups coordinate group business by
overlapping investment in various group firms. The
overlapping investment between owner-managers
indicates the degree of interlocking shareholders
among the various affiliates in a business group. By
Numazaki’s (1986) definition, a business group is a
conglomerate of enterprises interlocked through
overlapping investments by a small number of core
owner-managers. Therefore, to understand the
operation of business group, examining the
overlapping investment among core players is a crucial
task.

In family business group, although the core
owner-managers who are bonded by particularistic
relationship (such as family and prior social ties) are
the majority shareholders (Granovetter, 1995), there
still exist other minority shareholders in the board of
directors within each affiliate. With the opening-up of
capital markets and economic liberalization in Taiwan
(Tien, 1989) and with the expansion and
diversification of group, the family business group
might bring in external investors, which would induce
a more dispersed and open structure of group
shareholdings. As a result, family ownership would be
diluted and the size of the inner circle would be
enlarged. Chung’s (2004) research showed that the
institutional changes in Taiwan between 1987 and
1993 induced more institutional investors and
inter-group  cross-shareholding, and this started
blurring the group boundaries.

In order to achieve dominant control, the original
inner circle members would occupy overlapped
shareholder positions in various affiliates. Furthermore,
they would entice different external investors to join
the group so that these external shareholders would not
cross-sharehold the affiliates. In other words, the
higher degree of overlapping investment over the core
owners-managers in the family business group is a
kind of alternative method for the family to control
over the business group. Interlocking shareholdings
among members of the inner circle contribute to a
cohesive business group; from this perspective,
overlapping investment provides a mechanism for the
members that help to preserve their control power.
When the degree of overlapping investment within a
business group is high, there exist a greater number of
common shareholders among the various affiliates, of
which other non-owner-managers can hardly challenge
the status of the original controllers. Thus we
hypothesize under the situation that the overlapping
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investment within a family business group represents a
higher degree, the possibility of the succession is
lower.

H1: The higher degree of overlapping investment
between owner-managers, the lower possibility
that the family business group have the
succession.

2.2 . Family control and CEO succession in
family business group

In the management structure of Taiwan’s business
groups, particularistic ties between the core individuals
in decision-making are prominent and are related with
a degree of centrality in decision-making (Hamilton,
1997; Luo & Chung, 2005). Luo & Chung (2005)
categorized particularistic ties into four types of
relationships within the inner circle, which are family
relationships, prior social relationships, strangers with
common identity, and strangers. Usually, family ties
fall under the dominant category in Taiwan’s business
groups. The shared attributes in particularistic ties
between individuals provide trustworthy relationships
and facilitate communication and transaction
(Hamilton, 1997; Tsui & Farh, 1997; Xin & Pearce,
1996).

One distinctive feature of family businesses is
that they emphasize personal authority and a basis of
trust in decision-making (Miller & Le Breton-Miller,
2005; Weidenbaum, 1996; Whitley, 1992). In Chinese
societies, social relationships are structured in
concentric circles, with family members in the
innermost circle and strangers in the outermost circle
(Fei, 1992; Tsui and Farh, 1997). For Taiwanese
business groups, family members distrust people
outside their family and kinship group (Fukuyama,
1995); thus, they intend to occupy leadership positions
in various group firms to keep the ultimate control.
That is, Chinese family business groups ensure that
coordination and control is appropriate by placing
family members in key managerial positions
(Hamilton, 1997; Luo & Chung, 2005).

However, with the expansion of business group,
the family faces the problem of maintaining a
controlling stake in the business group. Changing
institutional and market conditions led to family
members never fully occupied the inner circle. The
higher degree of family members occupied in the
managerial positions indicates that the family members
can obtain higher control power over the group. If
there are more family members occupy the key
managerial positions within the family business groups,
the family can keep and entrench the control over the
group, and then there is no emerging requirement to let
the succession happened. Therefore, we propose that
the higher the percentage of family members as
presidents of affiliates within the business group, the
lower the possibility of the succession happened.
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H2: The higher proportion of family members as the
presidents, the lower possibility that the family
business group have the succession.

2.3.The moderating effect of previous
performance in family business group

One of the reasons that scholars have long been
interested in top executives succession is they seek to
answer the question of whether the performance of
CEO does matter? If the top management possesses
merely symbolic value, CEO turnover would not relate
to the firm performance. But if the top management
has instrumental value, the past performance of
corporation should be the important factor of changing
firm leader. CEOs are typically blamed for poor
performance, removed for unsatisfactory performance,
and replaced by top managers who are expected to
improve performance (Boeker, 1992).

Indeed, executive turnover has been found to be
more likely as corporate performance falls by several
empirical studies (Coughlan & Schmidt, 1985;
Weisbach, 1988; Murphy & Zimmerman, 1993). To
replace a CEO with poor performance seems to be a
common rule for all economy systems. Kaplan (1994)
finds that, given the large differences in the corporate
governance systems, the probabilities of CEO turnover
in Germany, Japan and the United States are similar;
the increase in the likelihood of turnover due to poor
returns and income losses is almost the same in the
three countries. As, Kesner & Sebora (1994: 356) in
their review of this literature conclude: ‘In instances
where succession frequency was treated as the
dependent variable, the findings were consistent —
succession rates were higher in low performing firms’.

Although the general finding that poor prior
performance is associated with succession continues to
be robust, the relationship between CEO succession
and organizational performance is complicated. To
advance our knowledge, the field has begun to
emphasize performance as a moderator (Giambatista,
Rowe, & Riaz, 2005). The arguments presented above
show that the higher degree of overlapping investment
between owner-managers and the higher proportion of
family members as presidents of group firms are
expected to have a lower chance on CEO succession.
However, if group performance is poor, other members
in the inner circle may contest the incumbent leader’s
power. Poor group performance feeds power struggles
and political fighting at the top of business group
(Eisenhardt & Bourgeois, 1988) that increases the
possibility of CEO succession. Following this line of
reasoning, we assert that the effects of overlapping
investment and family members as the presidents of
group affiliates on the likelihood of CEO succession
will be moderated by prior group performance.

H3a: The negative relationship between overlapping
investment and succession will be weaker at
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lower levels of prior group performance.

H3b: The negative relationship between family
members as the presidents and succession will be
weaker at lower levels of prior group
performance.

3.Research Method
3.1.Sample Selection

The current research collected a panel database in
order to analyze the possible determinants of CEO
succession in Taiwan’s family business groups from
1988 to 2002. Using the 14-years data—on Taiwan’s
100 largest business groups over the period from 1988
to 2002—collected and published by the China Credit
Information Service (China Credit Information Service,
1990, 1992, 1994, 1996, 1998, 2000, 2001, 2002, 2003,
2004), the current research tests the above mentioned
hypotheses in the context of Taiwan. Taiwan is one of
the 15 largest economies in the world (IMF, 2007).
Furthermore, in the Asia pacific markets, Taiwan is
one representative model in the newly industrialized
economies (NIEs, South Korea, Taiwan, Hong Kong
and Singapore) (Lasserre and Schiitte, 2006; Leung,
2006). The focus here is on the top-100 business
groups since they play such a critical economic role in
the Taiwan economy; accounting for above 70% the
island’s GNP during the time period examined (China
Credit Information Service, 2004). The business group
in Taiwan dictionary is published per two years before
2000. Therefore, there are 10 data-points during the
examined 14 years. Employing a longitudinal sample
can result in business groups moving in or dropping
out of the top-100 specification for business groups. To
ensure that the impact of the enterprise is not a
temporary fluke we require that the family business
group be part of the top-100 business groups for at
least 8-years during the 14-years time-periods to be
examined. The result was a sample of 35 family
business groups. Furthermore, this study examines
these family business groups over the period of 1988
to 2002. It is determined to examine this time period
since there are succession events happened among
family business groups after 1990.

3.2.Variables

Dependent Variable (Y): The CEO Succession in
Family Business Group. The dependent variable is
measured the CEO succession events in a family
business group over the 14 years. The succession affair
is defined as the change of CEO position in the core
company of business group. In addition, the successor
of the CEO position in the core company of business
group can be either the family member or the
non-family professional manager. Therefore, this
variable can be coded from 0, 1 and 2 numerical to
identify that the successor in the CEO position is a
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family person or not. If the CEO successor is a family
member, it is coded “1”; if he (or her) is a non-family
professional manager, it is coded “2”. Furthermore, if
there is no CEO succession affair in a specific year, it
is coded “0”. The identification of the successor is
family one or not is by identifying that the CEO in the
core company has the family tie with the founder or
not, such as the son in the next generation or the
younger brother in the same generation.

Independent Variable 1 (X1) (Overlapping
Investment): The Degree of Overlapping
Investment between Owner-Managers in Family
Business Group. The overlapping investment between
owner-managers indicates the degree of interlocking
shareholders among the various affiliates in a business
group. By definition, a business group is a
conglomerate of enterprises (or affiliates) interlocked
through overlapping investments by a small number of
core owner-managers (Numazaki, 1986). The
overlapping investment established by the core
owner-managers is the foundation of interlocking ties
among the affiliates within the group. However, as
there is a “borrowing name” phenomenon across firms
in Taiwan, the core owner-managers within a business
group will possibly borrow each other’s name to
represent the board members. The use of “degree of
interlocking shareholders between each affiliate” tries
to capture the concept of overlapping investment for
each business group.

For each affiliate in a business group, the names
of the key shareholders are listed, and hence it is
possible to identify the existence of common key
shareholders between different affiliates. In this study,
this variable was measured by computing for each
affiliate the number of its key shareholders who were
also key shareholders in other affiliates. This number
was then accumulated for all of the affiliates in the
business group and then weighted by the total number
of affiliates in the business group. For example, if
there were 30 affiliates in a business group (including
the core company), this variable was computed by
accumulating the number of common key shareholders
for each of the 30 affiliates, and then divided this
numerical value by 30 (the total number of affiliates).
The aim of the weighting process is to take account of
the fact that the total number of common shareholders
in a business group is a function of the number of
affiliates within that business group. The numerical
value, if not scaled by the number of group affiliates,
will be larger when there are more affiliates within a
group. Therefore, the number of affiliates must be
weighted to enable a meaningful comparison to be
made between business groups that vary in their
number of affiliates.

Independent Variable 2 (X2) (PFO): The
Family Business Groups’ Use of Family Ties in
Affiliates. The identification of the family business
groups’ use of particularistic ties in affiliates is based
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on determining whether the CEOs of their total
affiliates have family ties. If the CEO is a family
member, he or she is coded as the one having
particularistic ties with the members of the inner circle.
We identify the affiliate’s CEO’s family tie by using
multiple sources of secondary databases. For example,
if the affiliate’s CEO is described as “having kinship
relationships with the founding family members in the
group,” this affiliate’s CEO is identified as possessing
particularistic ties; in that, family tie in this study. In
family business groups, the business groups’ use of
family ties in its affiliates is measured by the
percentage of the CEO’s having family ties divided by
the total number of affiliates. This index can represent
the relative importance of family ties in managing the
affiliates for specific family business groups.

Interaction Variables. This research utilizes two
kinds of interaction term to identify the possible
interactive influence of two independent variables with
the business group’s prior performance on the CEO
succession events. The business group’s prior
performance is measured as average firm ROA over
the last two years prior to the year of the succession
(See Khanna and Rivkin, 2001).

Control Variables. This research controls the
possible influences—such as business group is
belonging to manufacturing or not, business group’s
size, age, the revenue percentage of core company, and
its year effect—on the relationships among the
overlapping investment, the use of family ties, and the
CEO succession issue in Taiwan’s family business
groups.

C1l: The Year Effects. The use of “period
effects” or “year effects” is a possible method to
diminish the contemporaneous correlation that may
occur in the panel data; that is, when the residuals of
units observed in each time period are correlated (e.qg.,
See Khanna and Rivkin, 2001). In this current study,
the year effect is a dummy-coded variable to indicate
the five years, i.e., y1988, y1990, y1992, y1994, y1996,
y1998, y1999, y2000, y2001, and y2002 in the time
frame.

C2: Industrial Type of Business Group’s Core
Company. The core area of the business group plays a
key role in determining its resource characteristics and
has a significant effect on its strategic decision (e.g.,
Markides and Williamson, 1994). This variable is
dummy-coded to indicate whether the core area of the
family business group belongs to the manufacturing
sector or not.

C3 & C4: Business Group Size and Age. This
study controls business group’s size and age that can
potential impact succession decision (e.g., Lee, Lim,
and Lim, 2003). The group’s size in the timeframe is
defined as the total assets of the group taken over the
years 1988 to 2002, respectively, and is employed by
the natural logarithm transformation. Meanwhile, the
group’s age is computed by subtracting the date of the

group’s founding from the years 1988 to 2002,
respectively.

C5: Core Company’s Revenue Percentage in
Business Group. As discussed above, the business
group’s core area plays a key role in determining its
resource characteristics, and then its relatedness
between its strategic assets, or its resource utilization.
Therefore, the revenue percentage of the business
group’s core company will influence its resource
allocation, and its decision in succession issue. This
influential effect must be controlled when considering
the determinants of the CEO succession in the core
company.

3.3.Data Analysis and Data Structure

In this study, there are 35 family business groups that
are on the top-100 business group list at least 8 years
in Taiwan over the period. Since the current research
utilizes panel data over a 14-year period, and the
dependent variable is a count variable, the research test
the proposed hypothesis using Poisson GEE
population-averaged regression model implemented
using STATA software. The use of panel data can
overcome the limitations of the cross-sectional data,
particularly the broadened time frame (Beck and Katz,
1995). Furthermore, the use of panel data over 10
years is required for observing the succession issue in
family enterprise.

As shown in Table 1, among the 35 family
business groups, there are 25 manufacturing ones.
Those family business groups engaged in the financial
service sector are the largest among the sample in this
research. And the family business groups engaged in
the food sector have the highest number of affiliates
during the time period. In dealing with the succession
events, during the time period, the average CEO
succession events over the 35 business groups is more
than one. Furthermore, in addressing the issue of using
family ties in affiliates, the table indicates that the
average percentage of the affiliate’s CEOs possessed
family ties is “0.30”. Additionally, the average degree
of overlapping investment between the
owner-managers is “5.98” over the time period.

INSERT TABLE 1 ABOUT HERE

4.Results

The results of Table 2 indicate that a family business
group’s CEO succession is significantly related with
its use of family ties in affiliates. However, the CEO
succession event is not significantly related with the
degree of overlapping investment of the family
business group. In addressing the correlation
relationship with the control variables, the CEO
succession is positively related with the group’s size
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and the one year effect, i.e., year 1998. In addition, this
variable is negatively related with the business group’s
core company’s revenue percentage.

INSERT TABLE 2 ABOUT HERE

Three Poisson GEE population-averaged models
(M1 to M3) were used to investigate the causal effects
of the control variables and the independent variables.
The Wald Chi? values were found to be significant for
all models. Therefore, both the model-of-fitness and
the model settings were reasonably well satisfied in all
cases. Regarding the effect of the group’s degree of
overlapping investment on its CEO succession, Table 3
shows that the family business group’s degree of
overlapping investment appears to have significantly
negative influence on the group’s CEO succession
probability. Specifically, the higher the degree of
family business group’s overlapping investment
between owner-managers, the lower the possibility
that the family business group has the CEO succession,
as proposed by hypothesis 1 (H1) argument. Our result
indicates that in family business enterprises of Taiwan,
when there are a greater number of common
shareholders in the business group, the control power
of original inner circle members is stronger, so that
decreases the likelihood of succession.

Furthermore, in addressing the causal relationship
by business group’s use of family ties in affiliates,
Table 3 reveals that the higher proportion of family
members as the CEO positions within the family
business group, the lower possibility that the family
business group has the CEO succession happened, as
proposed by hypothesis 2 (H2). Family business
enterprises are characterized by utilizing family ties in
business operation to keep the family control over the
enterprises. In addition, family business enterprises are
also prominent by their distinctive family goal and
family resources. The negative influence by family
business group’s use of family ties on the succession
indicates that when there are more family members
occupy the key managerial positions within the family
business groups, the family can keep and entrench the
control over the group, and then decreases the
likelihood of the succession.

Hypothesis 3 predicts that overlapping investment
and family ties will interact with prior performance of
the business group to positively affect the possibility
of succession. With the inclusion of the interaction in
model 3 of Table 3, the coefficients for the interaction
are positive. However, the two interaction terms do not
have significant influence on the family business
group’s CEO succession. The results do not support
the proposed arguments in hypothesis 3 (H3a and H3b).
The non-significant influence of the interaction term
indicates that the group’s prior performance does not
mediate the relationship among the overlapping
investment, the use of family ties in affiliates, and the
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CEO succession in family business group. The prior
performance is an index to identify the group’s
external performance in the market. In addition, the
overlapping investment and the use of family ties in
affiliates indicate the internal control power within the
family business groups. The non-significance of the
interaction effect indicates that, in the context of
Taiwan, the succession decision in family business
group is a possible reaction to its internal control status,
and not a reaction to its external performance.

Regarding the control variables, the core
company’s revenue percentage in family business
group is significantly influential on the business
group’s CEO succession possibility. The negative
influence of the core company’s revenue percentage in
family business group indicates the relative importance
of revenue contribution from the core company may
lower the possibility of CEO succession in the core
company.

INSERT TABLE 3 ABOUT HERE

5.Conclusion and Discussion

The definition of family business contains three major
constructs: family, ownership, and control. Ward (1987)
defines the family business as “a business that will be
passed on for the family’s next generation to manage
and control.” The interaction of family involvement
and the business operation may bring the intra-group
dynamics between the organizational social capital and
family capital, and then arise the discussion about the
possible implications of family value (Arregle, Hitt,
Sirmon, & Very, 2007; Miller & Miller, 2005). Our
research has examined the possible determinants in
predicting the enterprises’ succession happened.
According to the empirical results, the higher degree
of overlapping investment between owner-managers
and the group’s use of family ties, the lower the
possibility that the succession happened in the family
business group. However, the group’s previous
performance do not have significant influence upon
the succession happened in the Taiwan’s context. This
study highlights the importance of alternative control
choices within the family business by investigating the
relationships among  performance, overlapping
investment, use of particularistic ties and succession. It
is also provide a good start point to discuss the
succession issue under the Chinese institutional
context. Although the previous studies indicates the
importance of succession issue in family business (e.g.,
Gersick et al., 1997; Lee, Lim, & Lim, 2003), how the
family businesses deal with the succession issue still
lacks of empirical evidence. Furthermore, how can the
family businesses transit from family to professional
managed enterprises, from generation to generation, is
still a puzzle. In the future, it needs more discussion to
argue that there has any difference in the strategy and
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performance implication by comparing between
Taiwan and other East Asia region’s family businesses.

Taiwan is a distinctive economy entity within the
Great China societies. Current research in Taiwan’s

family business has found the importance of
alternative family control mechanisms in the
embedded institutional environments. Furthermore,

they also indicate the possible future challenges for
family businesses running business in this area. With
the globalization, business environment is now much
more competitive and highly dynamic. How the family
operation can add value to the enterprises is a very
challenging mission. More systemic researches in
Taiwan’s family business is not only meaningful in its
own right, it also provides a good comparing
start-point for researchers interested in understanding
the family value issue in Great China and Asia.

Reference

1.  Amyot, J. 1973. The Manila Chinese: Familism in the
Philippine Environment. Quezon City, Ateneo De
Manila University.

2. Arregle, J-L., Hitt, M. A, Sirmon, D. G, & Very, P.
2007. The development of organizational social capital:
Attributes of Family Firms. Journal of Management
Studies, 44: 73-94.

3. Bates, T. 1990. Entrepreneurial human capital inputs
and small business longevity. Review of Economics
and Statistics, 72: 551-559.

4. Beck, N. & Katz, J. N. 1995. What to do (and not to do)
with time-series cross-section data. Annual Review of
Political Science, 4: 271-293.

5. Beckhard, R. & Dyer, W. G 1983. Managing
continuity in  the  family-owned  business.
Organizational Dynamics, 12: 5-12.

6. Boeker, W. 1992. Power and managerial dismissal:
Scapegoating at the top. Administrative Science
Quarterly, 37: 400-421.

7. Chang, S. J. (Ed.) 2006. Business Groups in East Asia:
Financial Crisis, Restructuring, and New Growth.
New York: Oxford University Press.

8. China Credit Information Service. 1988. 1990/1991
Business Groups in Taiwan. Taipei, China Credit
Information Service.

9. China Credit Information Service. 1990. 1992/1993

Business Groups in Taiwan. Taipei, China Credit

Information Service.

China Credit Information Service. 1992. 1994/1995

Business Groups in Taiwan. Taipei, China Credit

Information Service.

China Credit Information Service. 1994. 1996/1997

Business Groups in Taiwan. Taipei, China Credit

Information Service.

China Credit Information Service. 1996. 1998/1999

Business Groups in Taiwan. Taipei, China Credit

Information Service.

10.

11.

12.

VIRTUS

13.

14.

15.

16.

17.

18.

19.

20.

22.

23.

24,

25.

26.

27.

28.

29.

NTERPRESS

China Credit Information Service. 1998. 2000 Business
Groups in Taiwan. Taipei, China Credit Information
Service.

China Credit Information Service. 1999. 2001 Business
Groups in Taiwan. Taipei, China Credit Information
Service.

China Credit Information Service. 2000. 2002 Business
Groups in Taiwan. Taipei, China Credit Information
Service.

China Credit Information Service. 2001. 2003 Business
Groups in Taiwan. Taipei, China Credit Information
Service.

China Credit Information Service. 2002. 2004 Business
Groups in Taiwan. Taipei, China Credit Information
Service.

Chung, C. N. 2004. Institutional transition and cultural
inheritance: Network ownership and corporate control
of business groups in Taiwan, 1970s-1990s.
International Sociology, 19: 25-50.

Chung, H. M. 2006. Managerial ties, control and
deregulation: An investigation of business groups
entering the deregulated banking industry in Taiwan.
Asia Pacific Journal of Management, 23: 505-520.
Claessens, S., Djankov, S., & Lang, L.H.P. 2000. The
separation of ownership and control in East Asian
corporations. Journal of Financial Economics, 58:
81-112.

. Cooper, A. C. & Artz, K. W. 1995. Determinants of

satisfaction for entrepreneurs. Journal of Business
Venturing, 10: 439-457.

Coughlan, A. T. & Schmidt, R. M. 1985. Executive
compensation, management turnover and firm
performance. Journal of Accounting and Economics, 7:
43-66.

Eisenhardt, K. M. & Bourgeois, L. J. 1988. Politics of
strategic ~ decision  making in  high-velocity
environments: Toward a midrange theory. Academy of
Management Journal, 31: 737-770.

Fei, X. 1992. From the Soil, the Foundations of
Chinese Society: A Translation of Fei Xiaotong's
Xiangtu Zhongguo. Berkeley: University of California
Press.

Fox, M. & Hamilton, R. T. 1994. Ownership and
diversification: Agency theory or stewardship theory.
Journal of Management Studies, 31: 69-81.

Fukuyama, F. 1995. Trust: The Social Virtues and the
Creation of Prosperity. New York: Free Press.

Gersick, K. E., Davis, J. A, Hampton, M. M., &
Lansberg, I. 1997. Generation to Generation: Life
Cycles of the Family Business. Boston: Harvard
Business School Press.

Giambatista, R. C., Rowe, W. G., & Riaz, S. 2005.
Nothing succeeds like succession: A critical review of
leader succession literature since 1994. The Leadership
Quarterly, 16: 963-991.

Gomez-Mejia, L. R., Haynes, K. T., Nuifiez-Nickel, M.,
Jacobson, K. J. L., & Moyano-Fuentes, J. 2007.
Socioemotional wealth and business risks in

® 433



Corporate Ownership e Control / Volume 5, Issue 4, Summer 2008 (Continued - 1)

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44,

family-controlled firms: Evidence from Spanish olive
oil mills. Administrative Science Quarterly, 52:
106-137.

Gomez-Mejia, L. R., Nuniez-Nickel, M. and Gutierrez,
I. 2001. The role of family ties in agency contacts.
Academy of Management Journal, 44; 81-95.
Granovetter, M. 1995. Coase revisited: Business
groups in a modern economy. Industrial and
Corporate Change, 4: 93-140.

Hamilton, G. G. 1997. Organization and market
processes in Taiwan’s capitalist economy. In Orru, M.,
Biggart, N. W. and Hamilton, G. G (Eds.), The
Economic Organization of East Asian Capitalism.
Thousand Oaks, CA: Sage.

Handler, W. 1990. Succession in family firms: A
mutual role adjustment between entrepreneur and
next-generation family members. Entrepreneurship
Theory and Practice, 15: 37-51.

Kao, C. S. 1996. ‘“Personal trust” in the large
businesses in Taiwan: A traditional foundation for
contemporary economic activities. In Hamilton, Gary
G. (Ed.), 1996, Asian Business Networks: 61-70. New
York: Walter de Gruyter.

Kaplan, S. N. 1994. Top executive, turnover and firm
performance in Germany, Journal of Law, Economics
and Organization, 10: 142-159.

Kepner, E. 1983. The family and the firm: A
coevolutionary perspective. Organizational Dynamics,
12: 57-70.

Kesner, I. F. & Sebora, T. C. 1994. Executive
succession: Past, present & future. Journal of
Management, 20: 327-372.

Kets de Vries, M. F. R. 1993. The dynamics of family
controlled firms: The good and the bad news.
Organizational Dynamics, 21: 59-68.

Khanna, T. and Rivkin, J. W. 2001. Estimating the
performance effects of business groups in emerging
markets. Strategic Management Journal, 22: 45-74.
Kiong, T. C. 1996. Centripetal authority, differentiated
networks: The social organization of Chinese firms in
Singapore. In Hamilton, Gary G. (Ed.), 1996, Asian
Business Networks: 133-156. New York: Walter de
Gruyter.

Lasserre, P. and Schiitte, H. 2006. Strategies for Asia
Pacific: Meeting New Changles. London: MacMillan
Press Ltd.

Lee, K. S., Lim, G H., & Lim, W. S. 2003. Family
business succession: Appropriation risk and choice of
successor. Academy of Management Review, 28:
657-666.

Leung, K. 2006. The rise of East Asia: Implications for
research on cultural variations and globalization.
Journal of International Management, 12: 235-241.
Liu, Y. S. & Yeh, K. S. 2000. The transformation of
family firms in Taiwan under initial public offerings. In
Tzeng, R. & Uzzi, B. (Eds.), Embeddedness and
Corporate Change in a Global Economy: 105-129.
New York: Peter Lang Publishing.

VIRTUS

45,

46.

47.

48.

50.

51.

52.

53.

54,

55.

56.

57.

58.

59.

62.

NTERPRESS

Luo, X. & Chung, C. N. 2005. Keeping it all in the
family: The role of particularistic relationships in

business group performance during institutional
transition. Administrative Science Quarterly, 50:
404-439.

Markides, C. C. and Williamson, P. J. (1994). ‘Related
diversification, core competences and corporate
performance’. Strategic Management Journal, 15:
149-165.

Miller, D. & Le Breton-Miller, I. 2005. Managing for
the Long Run: Lessons in Competitive Advantage from
Great Family Businesses. Boston: Harvard Business
School Press.

Murphy, K. J. & Zimmerman, J. 1993. Financial
performance surrounding CEO turnover. Journal of
Accounting and Economics, 16: 273-315.

Numazaki, 1. 1986. Networks of Taiwanese big
business: A preliminary analysis. Modern China, 12:
487-534.

Redding, S. G. 1990. The Spirit of Chinese Capitalism.
New York: De Gruyter.

Sharma, P., Chrisman, J. J., & Chua, J. H. 2003.
Succession planning as planned behavior: Some
empirical results. Family Business Review, 16: 1-15.
Shiba, T. & Shimotani, M. eds. 1997. Beyond the Firm:
Business Groups in International and Historical
Perspective. Oxford: Oxford University Press.

Tien, H. M. 1989. The Great Transition: Political and
Social Change in the Republic of China. Stanford, CA:
Hoover Institution Press, Stanford University.

Tsui, A. S. & Farh, J. L. 1997. Where guanxi matters:
Relational demography and guanxi in the Chinese
context. Work and Occupations, 24: 56-79.

Useem, M. 1984. The Inner Circle. Oxford: Oxford
University Press.

Ward, J. 1987. Keeping the Family Business Healthy:
How to Plan for Continuing Growth, Profitability, and
Family Leadership. San Francisco: Jossey-Bass.
Weidenbaum, M. 1996. The Chinese family business

enterprise. California Management Review, 38:
141-156.
Weisbach, M. S. 1988. Outside directors and CEO
turnover. Journal of Financial Economics, 20:
431-460.

Whitley, R. D. 1992. Business Systems in East Asia:
Markets, Firms and Societies. London: Sage.

. Wong, S. L. 1985. The Chinese family firm: A model.

British Journal of Sociology, 36(1): 58-72.

. Xin, K. R., & Pearce, J. L. 1996. Guanxi: Connections

as substitutes for formal institutional support. Academy
of Management Journal, 39: 1641-1658.

Yeh. Y. H. 2003. Corporate ownership and control:
New evidence from Taiwan. Corporate Ownership and
Control, 1: 90-106.

. Yiu, D., Bruton, G. D., & Lu, Y. 2005. Understanding

business group performance in an emerging economy:
Acquiring resources and capabilities in order to prosper.
Journal of Management Studies, 42: 183-206.

’ 434



Appendices

Table 1. Summary of Business Group Data Analyzed by Industrial Sector*

Distributio | Average Size Number of | Average % | Average |Succession
n of Founding | (Average | Affiliates of Degree of | Events
Business Years Assets) Affiliate’s | Overlappin
Group (NT. CEO g
Million) Possessed | Investment
by Family
Ties
Manufacturing 25 39.01 130846.97 34.13 0.30 6.54 0.27
Non-metal Mineral 2 46.88 69426.97 26.22 0.31 4.80 0.00
Textile, Apparel and Leather 6 34.23 154437.53 30.58 0.31 5.28 1.83
Food 2 32.50 145679.74 53.10 0.39 10.63 0.00
Chemical and Plastic 3 39.67 280803.73 36.13 0.40 6.13 1.67
Transportation 3 42.83 109238.10 37.32 0.18 6.37 2.33
Electronic and Household Appliances 3 50.67 95860.91 41.63 0.24 9.04 2.00
Paper Manufacturing 2 41.50 40599.62 22.25 0.26 7.75 0.50
Steel and Metals Equipment 1 11.63 49106.32 11.38 0.30 3.43 4.00
Electronic Wire and Mechanics Equipment 3 39.00 108773.96 36.67 0.30 5.78 1.67
Service 9 31.25 317690.74 30.72 0.29 4.59 0.45
Financial Service 4 33.00 639733.07 34.60 0.26 411 2.50
Logistics Service 1 31.00 34454.36 14.20 0.20 4.09 0.00
Transportation Service 2 31.19 122727.79 22.28 0.23 2.68 2.50
Constructing Investment 2 25.04 54081.12 29.05 0.44 5.11 0.00
Others 1 37 229902.9 51.9 0.40 9.84 1.00
Summary 35 36.79 184230.9 33.15 0.30 5.98 1.63

Note: *All data calculated at year-end 1988 to 2002. We calculate the data by averaging the within-group data over
14-years, and then calculate the average data within a specific industrial sector. Industrial sector definitions of
business groups based upon nature of core company business. If the core company of the business group is
both engaged in manufacturing and service sectors, this business group will be classified to other category.

Table 2. Spearman Rank Correlation Table

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
1. CEO Succession
2. Overlapping Investment -0.05
3. Use of Family Ties in Affiliates -0.13* 0.04
4. Previous Performance -0.07 -0.06  0.04
5. Year 1988 -0.14 -0.10 0.10
6. Year 1990 -0.08 -0.12* 0.07 0.29** -0.11*
7. Year 1992 -0.08 -0.10 -0.03 011 -0.11* -0.11*
8. Year 1994 -0.04 -0.07 -006 0.12* -0.11* -0.11* -0.11*
9. Year 1996 001 -0.06 -0.05 0.19** -0.11* -0.11* -0.11* -0.11*
10. Year 1998 0.14** -0.06 -0.06 -0.01 -0.11* -0.11* -0.11* -0.11* -0.11*
11. Year 1999 0.11 0.11 0.03 -0.17** -0.11* -0.11* -0.11* -0.11* -0.11* -0.11*
12. Year 2000 0.01 0.12*  0.02 -0.06 -0.11* -0.11* -0.11* -0.11* -0.11* -0.11* -0.11*
13. Year 2001 0.06 0.16** 0.03 -0.15* -0.11* -0.11* -0.11* -0.11* -0.11* -0.11* -0.11* -0.11*
14. Year 2002 002 011* -0.04 -0.31** -0.11* -0.11* -0.11* -0.11* -0.11* -0.11* -0.11* -0.11* -0.11*
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15. Manufacturing or not -0.03 0.22** 0.05 0.17* 0.03 0.01 001 0.01 001 -0.02 -002 -002 -0.02
16. Business Group’s Age 0.03 0.37** 0.03 -0.04 -0.23** -0.20** -0.15** -0.08 -0.01 0.05 0.09 0.13* 0.16** 0.21** 0.41**
17. Business Group’s Size 0.19*%* 0.23 ** -0.17** -0.26** -0.31** -0.27** -0.26** -0.07 0.05 0.11 0.18** 0.20** 0.20** 0.16** -0.25** 0.19**
18. Core Company’s
-0.19** -0.18** 0.08 0.16** 0.19** 0.17** 0.16** 0.05 0.03 -0.01 -0.10 -0.14* -0.15** -0.19** -0.12** -0.15** -0.41**

Revenue Percentage

Note: **:P <0.01 ; *:P <0.05 (2-tailed)

Table 3. The Causal Effect of CEO Succession in Family Business Groups

Model 1 Model 2 Model 3
Constant -8.75 (42.95) -0.45 (1.86) 2.12(1.98)
Independent V.
The Degree of Overlapping Investment between -0.11 (0.04)** -0.11 (0.04)**
Owner-Managers (Overlapping Investment)
The Use of Family ties in Affiliates (PFO) -1.93 (0.76)* -2.01 (0.79)*
Interaction Term
Interaction between Overlapping Investment and 0.01 (0.02)
Prior Performance
Interaction between PFO and Prior Performance 0.39 (0.29)
Control V.
Year 1990 8.80 (42.92) 1.011 (1.03) -0.87 (0.68)
Year 1992 8.68 (42.92) 0.85 (1.03) -1.09 (0.68)
Year 1994 9.41 (42.93) 1.52 (0.98) -0.41 (0.49)
Year 1996 9.61 (42.93) 1.74 (0.98)+ -0.15 (0.47)
Year 1998 10.33 (42.93) 2.50 (0.95)** 0.57 (0.39)
Year 1999 10.04 (42.93) 2.45 (0.97)* 0.57 (0.40)
Year 2000 9.55 (42.93) 1.92 (0.99)+ 0.02 (0.44)
Year 2001 9.76 (42.93) 2.20 (0.98)* 0.30 (0.42)
Year 2002 9.58 (42.93) 1.92 (0.99)+ 1.97 (0.86)
Manufacturing or not -0.14 (0.27) 0.18 (0.27) 0.16 (0.27)
Size -0.05 (0.08) -0.02 (0.08) -0.07 (0.31)
Age -0.14 (0.27) -0.21 (0.28) -0.14 (0.31)
Revenue Percentage of Core Company -1.39 (0.59)* -1.39 (0.54)** -1.46 (0.57)**
Number of Observations 336 335 299
Number of Groups 35 35 35
Wald Chi?2 23.25* 41.21** 34.48**
Note: Standard deviation data given in parentheses; **, P=0.01;*, P<0.05; +, P=0.10
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