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Abstract

This paper investigates how family and non-family firms affect the relation between a firm’s
investment decisions and free cash flows. Based on a sample of publicly-traded firms in
Taiwan from 1998 to 2008, this paper demonstrates that, compared to non-family firms,
family firms show smaller over-investment amount when they have positive free cash flows.
However, in the case of negative free cash flows, partial results show that family firms
under-invest more, compared to non-family firms. Different from those in prior literature,
findings in our study show that, when family firms have positive free cash flows and higher
levels of deviation of control rights from cash flow rights, family firms’ over-investment
amount is smaller than non-family firms’. Our results imply that the deviation of control
rights from cash flow rights may be an indication of a family firm’s funding choice, which in
turn affects investment decisions.
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=T

G R EEMEFEETRIE S — » Fl4 2010 FEBEANEEEAR T HAH A0k - &
HREHEFEROBE T AEENEARE » BOEEEREEAEZT=J)K  MIEH
5 ETENEAHRENIE SN | RESHEENREEE ST R HESAHE
Kz E - BESREEH - EAFNETEE TR AR TRERERNNKEETSE
(Fazzari, Hubbard, and Petersen, 1988; Whited, 1992; Almeida and Campello, 2007; ¥ H1HEE
FEZ - 2000 5 FEEIREAEFH - 2000) » [ME QAN E @SN - (&3 A AJpEE
TR AN TR ETEE) (Jensen, 1986; Harford, 1999; Shin and Kim, 2002; Richardson,
2006) ° AHFFEEEERET R N A E B R E IR R BATR - SRR IR R S
e B RTANE -

R FEB IS R T A BERY (R (B8 —AY) REIMHIRE - HAE Ik
RE/DEE R AR (35 8EAY) (LM (Claessens, Djankov, and Lang, 2000; Yeh and
Lee, 2001) ° fTEFNEE SN B ZIEN T - TR Rkt op 38472 (Schulze, Lubatkin,
and Dino, 2003; Agrawal and Nagarajan, 1990) » S#RANFEAYE K28 —FEH B ASE R .2 =
B A (Gugler, 2003; Lin, Ma, and Xuan, 2011) * [T FEEAVNEIEE S - IFGE
FAREE R EAMNARERTE - I - RS EIGZH & - FREEIN AT ReE Rt
G ERATE (Socioemotional Wealth)y ZfEFE - BAFHEINES - MEHRTE R ERTIEE
R -

EHNEE BN - RR GRS A EE - HERRERRES - 5
G 2 BN B 20 7 BE0EAS WL Jensen (1986) HYH B BRI S » K
TSR RIE @ P T AR B I & R e A B .« 5940 - it B R S8R S 2
RIREFERICER ETH - HARRE Z8BED - DMENR 2% it FEER N ZE
FOBERE -

PRI » B EEERANEE & BTSN AR ET R - e R
RE R T <o i SRR T A28« 158 M AUACERRTRERY F i - PR RE (R B B <2 T e
G E R ETT Refa TR SR Al - Bz T RS A FEE B - 12
BT - WEIESFC @ RF - PRI REEE SR SRR R RS E AR (Gugler
and Yurtoglu, 2003; Yeh and Woidtke, 2005) » {H[AfAEE L& (Pindado, Requejo, and
Torre, 2011) ; WERE AN BN - Rl B AT R - NHEEIMNE - SEr A

1 BRI - ATEBEERTER (2010) ©

2 Wiseman and Gomez-Mejia (1998) TE5RZ IR SRR 22 152 5 2R DA &7 (5 B & e BLvE - K
e FEVE P TR SR AT REFE S A R RIS & - A & B SRk B = E R T ~ SR
2R DLUR S AL AT T Y s R 238 1 ~ SR ERRAE RS -
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ERTE - RN ESTSNAEE S - RIEEENESARIRZ LOEER . H
& HEGIREEE & SRR E 2 BN ERAS R (Masulis, Pham,
and Zein, 2011) ° JEH Z2 102 P8 S2 B 1Y 1= B4R I I PR & B s & s SR NS & &
5.2 8E - HEENESREFE A SCEEIE (Masulis et al., 2011) » i S R FELEFEHIRE
fREEFR SR SR - BN gRANHESLEMAE BERESHE TN EZIEE -

3R] P 2 B A B T AL - RIRIES A = 2 = (MRS R 5E -
2009 ; La Porta, Lopez-de-Silanes, and Shleifer, 1999; Yeh and Lee, 2001 ) HFEZEE
T S S R R I E A - 5358 (2007) HeE 0 AE 2003 EFF - B/ UG E R
FEAFFER G - RIREEIEER (2011) 8 - FREFERGEEEEREIRE - %X
s BRI RN - EHEHARE - KEREFEA o 3 BN GR B SRR R =S AS
NFi e IR IRF R BB EE SR A T E S N - 2GRS - sa(bE A ERgzE
il (Yeh and Lee, 2001) °

IRIELL 5 TR - AL 1998 4E 28 2008 518 B Ml Gl IFTE 5 » ARz
ENEEERNT ESLE (AERBSRE) BRI ERE (AIEN B
&) - REEEMSRER - HERRIER RS - FIREEEH RN EME RN -
HmpasigmyN B R SME N BN - FREFEEE N2 BPREREE -
IREIAHB IR IR AR » KRIRBEZENIRET AL E SR E N EHE I N E
TR « ORI+ E— D EHFEE R E - PRI AT S SR REEEOR - SRR
e BUREBE REVRAE FOE R BT Ry o I » PEHIREELEL i ERE IR N - SRR
A B L s &Rk [#F R E N B B E -

AWFFe 2 FEEBAT » B9t ASE(#H Richardson (2006) ZHFFE @ SRIERR %
AR FE R 275 B N B BRRE I FH PR < R R BRI E Y22 - Richardson (2006)
(ER RN S EER i AE - ReTHHRB B 8ER&E 8 - SE T
H S 2 B % G A/ IEAHRE - ASCRIEDIGE Bl A Gl RA - st
EFHHI R R ZEE A S BIIER R - LR AILZ R - EE AR R R
PN ETREESEFEES N EEN N NS - R - AR T8
AR ZE SR —TRAEEDR < AU IR HIRE R S S R S =250
THEAHERTE - B R R IR BN REERRE RO - REENIE SRR BURES
AR EENAZE (40 Eklund, Palmberg, and Wiberg, 2011; Bjuggren and Palmberg, 2010;
Pindado et al., 2011) © ZR[f] » ASCZ EFEATRA ZFF R QI EEES - SO FHAN
BB T B, - S5 RBERORET - SRR (B AR I B R B R 5 FR 3R < Ui
PTG | FEREEIEET R - MREERNEE - KRB ZER H BB S ST £ %
ENBIT R ERE © ik » BIN SR ZAE R E AR TS A58 R/ A ERET Rl PR ¥
WEZE (MEIRETEFEA - 2000 ; FREE R - 2005) - H A H-E K
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k& 15 B & R AR R E PR PR e E P B BRI T - A SRR SR R A T E T I S
RZARE -

AWTFEFRAEIRTS Sh - 58 BUA A BRSO e H AT e 2 et - SR AN AR E
Efi73 BIRRAHER RO FE T IR B E R A R - SR LA AIET TRRINAIG, - SR ed imbt e 283
FHBRAWT SRR A EL AR A T2 3 -

& ~ XEOREE AR 3=
— > WERE BB PUR

A EFFEELRL T W (AR R - R N A A e i S Y IE A B AR - R EE A B
FREL E IR S TR ERER © Myers and Majluf (1984) 2 B &EIE(H ipfg - 2ER&EHE
LB RIFNEF FELANENE 185 - ARRINBRE - AMRRIE DU ERE S Rk
RERNE (BE) - HEGmAENR TEHZEE « EWHERE AL E&E N2 BFEEEHRD
Y - W AR R A RIREE S {h RS 77 (A8 - FTDAE & RS 2 5 HE - L
2 EB RS - B RIBRMENECE - AFFEEDINT ESRERETR K
HYFREIHZNE RSB E - MAEENITHEE - HENMES TR - AFAT6E
ELEENEA N 2% &S (Fazzari et al., 1988; Whited, 1992; Almeida and Campello,
2007; PorhEEE A2 > 2000 5 FERIRELEF A 0 2000 5 FREETHEEE 0 2005) -
i LERF AT R B B E (N P G PEEA— 2 -

Jensen (1986) Z H HHF i ffaf 1ok ° » EiSELH M BN F R B EAHRAR -
T A RE & R B HH R < 0 Bl I & O BB Ry BRI B ST 25 1T R 28 U A& i
W o RAEEEMTFUREREE AR AR S M ER - FETEANRARERET
By (Harford, 1999; Shin and Kim, 2002; Richardson, 2006) ° {5]4[l Richardson (2006) PA&F
PR AL - M EE I (BIHOERAMEST & & E % & S R S R
I E ) BE BB E (RIIERAMER &5E & 2 A% & S S H s e F B S &
FIRERE ) LR - B REE - AFHHR SRR E 2 IEHER - M
HFEEZANEHBARSRERENAH -

o LRIt - @R ERE A E LGN EE ST I E  IEAFRNEES
AR AMERAR R E S H - Z » BHAFEBRZFEGREE - AT REHUE IR A
Al EIRE -

3 Jensen (1986) JE & H HHHL B i B Ry I8 FIFCE AT 1 B (B R IERYE T S0 2 FIAR I <5 -
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T HHBIB IR BB BRI « FR R IE SR (58 Z L

AXEBERNRIGEEEANTE S (HHBESRE) 25 BEERRFER - B
FEF ARG A FTAIE] o DU 73 BIE N EE B A e B P B0 <858 25 R e 1 Tl 70
HIETEmZ

EEMFEIEH - THERIRNIER R » SRR A S A2 il e PR B /) 5 B T ) A B R
R Ry B o A TR R i B A B SR &2 21Ty (Claessens et al., 2000; Yeh and
Lee, 2001) * o fEHLIHE T » ERIEEZEZNEE B RF - $22 5 B 510 8 oo H R A
PEHIRER AR TE - N FEEAYNEFEE < (Schulze et al., 2003; Agrawal and Nagarajan,
1990) » BN 4N EFREE B IR A & 75 8 9% {7 2t 58 77 (Fernandez and Nieto, 2006;
Sirmon and Hitt, 2003) » [f] /&% B EE IS YN E < (DeAngelo and DeAngelo, 1985)° ©
HIREE - WA RSB EHE NE NN AR R E - R ERARG N7 - M2
RIEAEFERI R E TR (Gugler, 2003) » EHLERNEFIE - B EEAVIFEHKRE
Wiseman and Gomez-Mejia (1998) HYJiil & [ B = EIEE - INE UL B R EERE -
MR R - RIEEZENE OB & & 0 e R PR /A 5] Z B @ (Chrisman and Patel,
2012) ~ ZEUEHFAIPEH] (Chrisman and Patel, 2012) X8 N2 G & R #2€ (Gomez-
Mejia, Hoskisson, Makri, Sirmon, and Campbell, 2012) - At » FEEZFE B Hil &5
BRWE  ENEHEESNEZBN N - e EEINERES - MEE R ES
& (Chrisman and Patel, 2012; Zellweger, Kellermanns, Chrisman, and Chua, 2012) ° £
A A Bt i (B R = L - ASCHHEH - BENEE SN 2R - HERIRIER R
¥ FIREFEREN R B R E -

HREINIBESBLNRS » FIREFERS IR REFEE RS R E LM SR
TR AN ? ASCHEAUTN 20N < BEMZEFRH - IR R RE 22 pe 1 S Bl HL RS H
NHIF] 782 —EX (Anderson, Duru, and Reeb, 2012; Block, 2012) » ZZ Az EL /N S F
I EENEAS - AR EEEARERA - RMAEBRKFEREAFFEEREE - ek
(RAREEEA - PEAHE/\F].ZfE{E (Anderson and Reeb, 2003) ° James (1999) kX Le Breton-
Miller and Miller (2006) HFERUR » FBEEZFE R ERFRRIIE AT ; PR -

4 HRAESCEERLE BB S ESIR A &N E S EAER - S NS S0 EH RS
i R fE RS -

5 PN iGREZER TiBERFRE BRI - S UiEEHT 25 (Morck and Yeung, 2003) » S R{EAHEE
V& #f (Fama and Jensen, 1985) °

6 FEARTFICAEARIN S » 5205 Bl JF 52 1R 1 25 1 S 15 5 50 1B 18 5 Bl [ R RE 25 FE 45 1Ry 63.46% Fi
49.43% - (REFREEZEWE AR ARE G RERES -

7 EISRTRE B AENERER . AR R RS AR SR IER RS R R
8.76% Kl 4.72% > p <0.05) - JRENHEHERERR AL -
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N G ERI A TR ESE - WEEIEWE RS E R bE - A R 5 s 2R
=R & (Kang, 1999) © H & {F 1Y % & #5 %X (Eklund et al., 2011; Bjuggren and
Palmberg, 2010) - At - EWNEE L - FHERIEZERZE - RIEAEFETREE S
THEHME R E TS - EEEE R EKYEE - BERERE L HRE DIV ZERE S LU 7=
FE3EMEF (Michaely and Roberts, 2012; Pindado, Requejo, and Torre, 2012) » Tffj 8 855 &
BEZEE - B0 RS BRMEH - ENHESTREF  RIEEERBTESR
JRER] - BN ATRERS 2 R E e DA BAG BR » (E i N R B R &
it RMEMARREZEGRES » DB NREZFE - (7 a il QB g Bl ik & F B =
Zamah o ASCTEM - AEESESEE - FIRAFEER N EEERE -
MRIE Bt 2 5w - AR ES — (R (RER A0 T -

BA— TR ETLETLN  FALEARAFRTALDERETFREAZIFRTRERE

EERNFATLBLIF  FARLOEMRAFERRALLEBERAIFHESIRE -

ESCERIEHY » SRR A ZE R 22 i st BR & 3% 1t < TP B S RS B0 A R e 55 TR SR R
#E (Claessens et al., 2000; Fan and Wong, 2002) - & B fZE I #EEL IR 5 i EE (R EE - (A6
o RS IR AR SE TR IR AT REAFAE AN R FE IR B 2R < A (RS AZ .

AU REREIE S 2 - EhE REE S e B rRe g B A R E T Ry - 0
HEE TR - PR S B RN N T R R SRRy T HERy IR - (RATER(E
A& (Du and Dai, 2005) » MEERE A TERE XA F & A HEH I R K DB R 217k
ZORB SRS - HEBCE LA AN AEE SRARS - HEHERS (Lin et al,,
2011) - 17 HABEZF KRR B AT RE & B S 2RI AT E AT (Du and Dai, 2005) » #
B SN FAE Ry T A ERE T KIMEBE - Sl E N R E PR EBRE - MNEEE
FeIE - PR (R R e A S RIEA A U A (Gugler and Yurtoglu, 2003; Yeh
and Woidtke, 2005) * M2 &S LEIEH B FEERNEEETE (Pindado et al.,
2012; Wei and Zhang, 2008) » DUEFAFERI I BRERSK O - Rt - bR Rt S 0m &
RER A B B & EH N EE i B HUEL (Pindado et al., 2011) @ B & FERBEFZ B SS I0m 0
B (Wei and Zhang, 2008) ° KIAHELR IR SR (28 » SR 38 2 F4 il ke BBl /) B et B ]
H{CHE T 228K (Claessens et al., 2000; Yeh and Lee, 2001) » & E LGS E {REEE 5
TSR » KIREFENEE SR BRI R B E -

B Pt R A 2 A - ST AT FE AN ERE £ %5 (Internal Capital Market) B
S A TR LI RE (B IR U 2 2 B2 (Almeida, Park, Subrahmanyam, and Wolfenzon,
2011; Almeida and Wolfenzon, 2006; Masulis et al., 2011)* o "5 5 226 1% 51 26 DL

8 HHRASWIFEERATERT 70% HIFZEHAE R BB S iR AN R R SR 2 N E] - BORWT et A It
HEmAEILRAR —
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AT I T R AR AR R PRI E &Y - RN EEAN A SR
& (Almeida and Wolfenzon, 2006; Masulis et al., 2011) » {HHIE B2 HiHE = (R BER 4
T EME (Masulis et al., 2011) » Al - iR (R 2R 2 B E 2 TR G2 B m] B A P 40
IRA]REE RIS RE BB M AL - AR - IR E B EFBFAE IR KR 3 - (eI
RIS EEEE T - S EANE - M EENESTHIA T FREEET
ERETFREESE T EIAE (Masulis et al., 2011) - KEIIEF R - REEE HATE
JBEEZ FERREHEENIE IS - DUORBRIINEEE SR RE - A
B ERIRE (Empire-building) 217/ (Masulis et al., 2011) = Kt - fHERIEZ
3 FIRABZERNEVEHIRE B B (REEER S EAE - fENERE ST - RIemEEE N
HA A RIS HREMTRNE S BAFERENRIFE - MENSE BRI - &ifF
ZERINE SIS ERG BN DN ER A ] - RN EhEpoE R & -
RIELDL EETER - FERESIE S REEEL SR ERIE N T - FREEERE SR E
B BRI BRI M PTREA RO B I - B SCRR N RGR — AT
BR=—Z—  FHEAERRASHRBBERZERS  BEAERRLE kb %A
HRLEASTHIZ T RARZIZERK - (KREFHERSE)
BR=Z = FHEMNHEERLASHERERZZESE - AEAFERREE  Thd XA
HRLEAEBHZARRZIVERD - (AFFLTHRL)

2 MRLE

N 1%2"(

AWFEZ AR A 5 &7 # it & FHE (Taiwan Economic Journal; TEJ)
A TEJ {(E£20E 1996 & (&) DUR & el T i Bl 28 B At i AHBR B8 - 0 BRI ZEA5 5T
ETHRSEAIEY - A AT S B ER - BRSO 7R AR R 1998 £ 2008 & « AHff
FHEbR SRl ZE B ERNEEEE D REZEN LiEA MR E S - WIF
FRAILET 1,247 ZNF] 0 13,258 A FIHEER - AR T YIRRHEETEARARE © (1) HIFR
MG E R B AHR R E R A2 (5,760 ) 5 2) MERIEEESRIZ AT (6 %) ;
Q) AR EFEER Bk EEE (1725) - &EBEILIG 1,094 5240 F] 7,320 EEEE -
FHREZ A5 ~ REr T (E B A R I E R E R -

9 Claessens, Djankov, Fan, and Lang (1999) W ZCEREESEIIM S - FHEKRIESEREIAE] - SEEIA ] 3EH]
TR (s BIE TR <2 U A B B - AT /N A AR SR - 38 B0 s (s i A 3R B8 R B B 2 AN B AU
80% ° 4 EMIERIESEE AT - BEHT T RER 2R T - ASCEE S e R 2 B RS A ST
LRIFAEE -
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= BB E

AR R R M B R e B B BRI » E o ASGEAEE
ek 2 E 7% B A & (400 Hubbard, 1998; Richardson, 2006; Biddle and Hilary, 2006;
McNichols and Stubben, 2008; Biddle, Hilary, and Verdi, 2009; Chen, Hope, Li, and Wang,
2011) - DARETHHMERIGH R A RTHIIIRE 4 - S EREE SEEENRE S
B2 2R ERACRYE - A2 HE Richardson (2006) FITEWE » A EIRE S H S
AR & & & S BT & G T L S W AR W TR &S -

G RARE AR - A FEER AT R AR o 55— {1 5 & TH IR A 3 SRR
Kaplan and Zingales (1997) sz Hubbard (1998) %% » LA Tobin’s Q (Tobin, 1969) {&&T7EHA
WERE > AT -

INV" =a+ B0, +2 Year +3 Industry + &, (—)

INV™ Ry 2 i RONFEISR ¢ i E B - B i ROF]SH « FHE (UNV)
MEFPEERE B - HUIIWIMEEVFRE - HihREE g E 2 REH
TEEMH KRG &8 MRS (INV) BUE B RIMFRE RSO - JARSHE
W=z 2 Gt RS M B R Kkl Z RS A R ZEE (Richardson,
2006) © Q. Fy5H i FINFIF -1 FZEEEE (Tobin’s Q) » JRAN -1 FIEME st i {HEL &
B ERTHBPRDE -1 FFIREEIREE - AR E SN A B 2HLEMR © Year
F Industry 53 751 R 5 FE AT E SR A ] 78 BOR: -

& {E L ETHRE AR 2 Richardson (2006) » AT R

INV™" =a+ B0, + pB,Cash,  + BSize, + BINV,  + B Leverage,
+ BgAge;,, + B,StockReturn,, | + ZYear + Z[ndustry +é&,, (=)

INVI" R O IS (—) 278 - Cash, Ry i ANV 1 BN LA
& o M DME A E E S Leverage, R | ZZ N EH -1 FIRFEIHEERRLUS -1
RIS  Age W Size, | B85 i SUNTIES -1 AR IEC AL TT AR BERAE T EE IO AR L
T StockReturn, Ry { ST -1 EHESTIEBEIE « HAHEKHE (Cash) » BT
TEIF (Leverage) ~ /X FIRR (Size) M FIRRILFE (Age) f2 2T &N RIS E B HIRE
73 WSR2 K AR N m] R S B e R R AR - T A B AR AR A 2 R R LA
s E SRS - FTERE (INVLY) (R DU A FIRERRAVR E 232 1
I Fr e BESR fB HAt B B R i B Y - AR B BORT SR Ry 1IE - BT HA R S A=
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DAty & Tobin’s Q LML FIHIRME - TR BTN RIE -

AT BILMERL (—) RABER () fEFHRA LR E —F R HIRE S - I
TR BRI R AV (XINY,) > BIE R E SRR ERER (—) B i ()
FTffiet Z TR B R - IRl R R I 8 R Ik AER R & & -
HhE - HIERBRENRE - WERESE BV IFTRE VTR EZE R - AR
Richardson (2006) HUMERCRIGERA - S — T EFR R R MEH A FRERRE H
IR BRI E - BT FTRAE D TRIR AT

XINV,,=a+ BPos _FCF, + 3,Neg _FCF, + 3, Pos _FCF,, x Family,,
+ 8, Neg _ FCF, x Family,, + . Family, ,+ % Year
+2CG,, +u, (=)

XINV B3R IEE - Pos FCF B IEHHARESMESE @ BIEHHAEESRE (FCF)
KHAZE » ] Pos FCF A FCF » {H#5 FCF /A2 » ]| Pos FCF %% > Neg FCF
FEH B ERESH - B FCF/NAZ » Al Neg FCF EX FCF » B3 FCF KiRZ
HIl NegFCF 3% %% - A3CHR#E Richardson (2006)!" » 15§ FCF 7E 5 i HAERT H &
EEENE T HETFEI R E T E I e E - BV IS8 B T R
A EE A A S o N B S  RETERT R E R E S ANy RATHIER
R & - mEH A E R F IR E R R 2 HiE A E AR DS TR (R
Al (—) B8R () ) {HETZ 2 o ARSCTEEH Pos_ FCF 1 Neg FCF {RE3T 8 Ry 1E -
IRBEIE A AR B 20 B R SR E - ] gEEA R ERE © E A RRZ H i
R HEgeEmRgE N2 - BRARR) CG 28 —RYVIN A FRAHZE - &
FEE SRR 2 #E5TH] (Dual) ~ EAFRELER (Hinst) ~ #8EAF LR (Mag) »
KRIERFFRE LR (Hstak) DU FERGFIC LR (Hbrd) (ASHAMBELSRS22E - 2009) © 41
HERIAASH A Dual By 1 2B 05 I AR B IESR (Hinst) Bk NIRRT B FR DL
FFEAE BRI B - RREE AT LR (Mag) &2 B R HE AT JES 57 R BB DA AP JES A
TETEAMNEE KB FFRL ELER (Hstak) Rl yEmilE 2 Fe | EEEFFIR LR (Hbrd)
FEFTE T S B B 5 A BT I B DU SR AR T A E S M B

10 ASSCERF Richardson (2006) HYH FHIR &M & 715 - 122K 5 Richardson (2006) B ESEFIR
U EAVERME B H RS E - ERES S TR s 2 L A S SR R A AR R AR -

11 3k Richardson (2006) HYEFE - RRE S B BRI BBl B R B i S A0 = EEAHR - R TIRELE
fE[FIE - ASWFJE 22 08 Richardson (2006) B{E L » JRF 55 W {8 428 B n b FE I # & 5 8 2 = H
UNVrry » BT SAT - RS F S EE S SRAT R AT o

12 AWHes MREZKE TE] B E B SmEl & - MHTERAER - B — 2 B RIARNE -
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Family ‘EF REFEVEERE - BIRGEEZER R 1 IEFBREHEFT R0 - BRE
R ESRR  AX2Z2RMEIBERTTF (2009) ZMEE R - F— R HEEZE
(Familyl) Z & BRTFERAEREDMEAARE - S0EEEZESlZ (R) B ()
INE] > MEEANFEHEZEFRE RS SR EEEREGTHEER 50% ZIEARN
A o BB AR EEZE (Family2) ZERENGHE —ERREEZEE B RA S E
AR BRI 10% #

RIBER— - AFFETHIIREL (=) g, (REEEE A - T g, FRREBAIEERIE -
B2 e 1 2 H #E IS RU R BERE RHE 8] I FH 3R < Ui S I 5 [ A e G Rl - (HAal e
W B B S i SRS [ Z R E AN 2 IR -

R TR = ARRBEDRREEEEER - FTEEARS BRI
JER G - FRIR R S SRR R/ NEER » SR =% - B
il FE B3R < U S ME I e A = LT s e IR Bl - A (SAH AR AR R A o EL Rt s
G R AR B 2R YE La Porta et al. (1999) A& 1% » DUR AR IH] & P A UL
HIREJRE H IR iR (L T © - ASCHI S REER D g, F g, FREBCE B R 1E (&)
A — 2 — (R =2 =) - ARSI SR SRR R ST - KR
R E BB EN S B2 YRR ELLIFR R RE (T&E) -

R T BRI (E 522 AW SE AR L S D - P R AR (L P - B
PRAGIESZH UNV) B 1% 2 E - REEE ()~ B (Cash) B BRI
(StockReturn) 1532 1% ZWlm{E » RIS (Age) 7552 1% < Ml E o R H i (E %
R U EMET AN 1 - R 1 B4 F9 (RMAEE) S - fTEERAZEFER
FEEZH (INV) (SIS E 2 LR 0.043 (0.027) © £ 1 REUVREBESCEILE (XINY)
ZIEHRE - HPMMEREE  EREBERIEIEALFEREN BRI -

7% 2 R @ LR SR B IR R R b 3 UMMM ET » FHER 2 AIA > 1E Family ] FELE
HEEFR D IERBEEEVREZH Ny SR (FCF) SERF R B
(p<0.01) » BREEEN—EFFZ -

7 3 VIR FHRRAR AT - 3% 3 BURFTE fR s B I & o FE R 1 e B
BT o & (INV) EHELEE (Q) » 3% (Cash) ~ BT ZZEIN (StockReturn) 235
BB TEAHRA - BRI E (Age) ~ MATSTENT (Leverage) 2IRBEZE EMHRA  ILAN - HIR
SR B B VIF (BR/INFA 2 0 SEE S RN AR ey R 2 -

13 PRI SR B i RE OB R 7 TET AU -
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% 1 BRI B 2 MG (n = 6,916)

B T8 EAEE =/ME # B = RK{E
UL PLibs v

INV 0.043 0.055 -0.096 0.007 0.027 0.062 0.336
IN Ve 0.015 0.050 -0.218 -0.011 0.004 0.031 0.305
Q 1.206 0.962 0.177 0.772 0.944 1.252 11.059
Leverage 0.361 0.170 0.002 0.234 0.359 0.470 1.820
Cash 0.114 0.108 0.000 0.035 0.077 0.159 0.576
Size 16.325 1.278 11.553 14.428 15.183 16.018 20.247
Age 3.105 0.505 1.792 2.773 3.178 3.497 4111
StockReturn 0.221 0.613 -0.971 -0.177 0.101 0.461 3.315
Dual 0.303 0.460 0.000 0.000 0.000 1.000 1.000
Hinst 0.347 0.217 0.000 0.168 0.314 0.500 0.980
Mag 0.016 0.027 0.000 0.001 0.005 0.019 0.336
Hstak 0.167 0.114 0.000 0.088 0.152 0.225 0.750
Hbrd 0.235 0.134 0.001 0.135 0.206 0.306 0.842
Deviation 0.049 0.088 0.000 0.000 0.011 0.054 0.740
A% 0.015 0.021 -0.029 0.002 0.015 0.025 0.231
IN Vv 0.015 0.031 -0.133 -0.004 0.010 0.027 0.326
XINV* 0.000 0.045 -0.239 -0.022 -0.004 0.014 0.274
XINV* 0.000 0.040 -0.323 -0.018 -0.002 0.013 0.271
FCF* 0.035 0.117 -1.871 -0.013 0.031 0.085 0.620
FCF* 0.035 0.117 -1.876 -0.012 0.032 0.086 0.637

INV : f83%& o INV: iR EETEZH - Q: MRS - Leverage : B 751818 - Cash : THEIKEE o
Size : ATIFEIE o Age : ATIHERL I FEENE SRAHEY o StockReturn : BIHBREEREN - Dual | EERFHE
IR #ITH] © Hinst * JAAFFRRLEER - Mag © #SIBAFFAGLEER - Hstak : KRXERIFAGLEER - Hbrd @ EEIF
B&LEER o Deviation : ¥EHIHERIB SR EH ZRBEFIZE  INV~w | JEHIIRE S%E - XINV @ BRREZE -
FCF: BHIERME o+ LEBUERBEER (—) FTEE R o ++ | LhBHERBIER! (Z) FEE LKA -
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I* 2 MRS B ML MRE - RIEERBEIFRHEER LR

BE 158 IERPRZ EJ L3 EREBTE
INV FE8 0.053 0.036 13.01*
{8 0.036 0.021 15.32*
XINV* FiHE 0.003 -0.002 4.07*
= Shive i -0.004 -0.005 2.81*
XINV+ FHE 0.001 0.000 1.08
S iVE < -0.003 -0.002 -0.38
FCF FEHE 0.046 0.026 6.93*
SV ivE 2 0.044 0.025 9.16*
FCF SFHE 0.044 0.028 5.73*
Sl 0.045 0.028 8.15*
Dual FiHE 0.345 0.273 6.42*
A8 0.000 0.000 6.40*
Hinst FHE 0.303 0.377 -14.06*
askiva:- | 0.262 0.357 -13.64*
Mag FHE 0.026 0.008 27.74*
S hiVE 2 0.014 0.002 35.09*
Hstak FEHE 0.162 0.170 -2.98*
Sl 0.149 0.154 -1.43
Hbrd FHE 0.221 0.246 -7.60*
= Shive i 0.195 0.214 -5.70*
Deviation FHE 0.050 0.049 0.76
ahive:- | 0.020 0.006 12.52*
EHZ{E (N) 2,873 4,043

“EESER B ttest RMMATERABBIERNTHHESHEREEE (HE) @ MHAUHAIEL
Wilcoxon Rank-Sum test {2 (z{H) ° "*, RRE 1% BERRTEKE - KigZE R ZRAME
1REASRETFE (2009) HIE—FEESE (Family1) °
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EAGDHE

%26 B% 14

INV XINV* FCF* XINV* FCF* Q Leverage Cash
XINV* 0.772*
FCF* 0.196* 0.182*
XINV* 0.659* 0.877* 0.145*
FCF* 0.122* 0.093* 0.982* 0.146*
Q 0.110* 0.000 -0.065* 0.000 -0.054*
Leverage -0.130*  -0.090* -0.162* 0.000 -0.127* 0.078*
Cash 0.258* 0.139* 0.213* 0.000 0.160* 0.103* -0.317*
Size -0.028*  -0.072* 0.030* 0.000 0.057* -0.061* 0.080* -0.128*
Age -0.325*  -0.089* -0.078* 0.000 -0.044*  -0.237*  -0.138* -0.281*
StockReturn 0.153* 0.041* 0.033* 0.000 0.017 0.118*  -0.056* 0.102*
Dual 0.025* 0.015 -0.035 0.015 -0.035* 0.066* 0.001 0.016
Hinst -0.003 -0.035* 0.068*  -0.005 0.080* 0.001 -0.027* 0.032*
Mag 0.098* 0.064* 0.070* 0.029* 0.055* 0.024* 0.006 0.145*
Hstak -0.108* -0.032* -0.024* -0.021* -0.020 0.024* 0.045* -0.031*
Hbrd -0.013 -0.017 0.012 -0.032* 0.008 -0.069*  -0.023* 0.037*
Deviation 0.043* 0.001 0.052* 0.001 0.056* -0.003 0.005 0.012
Size Age StockReturn Dual Hinst Mag Hstak Hbrd
XINV*
FCF*
XINV*
FCF*
Q
Leverage
Cash
Size
Age 0.217*
StockReturn ~ 0.025*  -0.079*
Dual -0.130*  -0.072* 0.009
Hinst 0.383* 0.014 0.080* -0.142*
Mag -0.160*  -0.214* 0.033* 0.001 -0.182*
Hstak -0.112* 0.068* -0.019 0.017 0.222*  -0.057*
Hbrd -0.139*  -0.024* -0.013 -0.079* 0.366* -0.028* -0.124*
Deviation 0.126* -0.102* -0.002 -0.142* 0.351* 0.230* -0.023 0.332*

T* ) FRUGE 5% B 1% BIEEGEKEE - FRESEURFMERESE 1 85 -
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B2~ EEGROM
B APPSR (—) B () (GEHESCRIRE 28 - £ 4 VIR
(BRI SRR AT SR« AR (—) BAfRAL () ZRETHHEARS R #r - Bl
WESTR—E - EEE (0) B & EHEEIEMRN » MR T AFRE (Size) 4b 0 A7
B R S AT S TR -

* 4 HERURELZBRHHHER (0 =6,916)
FEREEE : INV,"

Sl TEHBTE —
A (—) HE (D)
#HiE ? -0.015*** 0.042***
(-3.61) (3.54)
Q + 0.021*** 0.009***
(9.67) (3.74)
Cash + 0.051***
(7.39)
Size + -0.002***
(-2.75)
INV"Y + 0.312***
(8.75)
Leverage — -0.019***
(-4.67)
Age — -0.005***
(-3.60)
StockReturn + 0.005***
(3.73)
FREEXR = b=
EEETEWR = =
FHEETE R2 0.19 0.38
F{& 46.06 64.26

Ea54 Petersen (2009) g Tt E R HERIAY 2= RIZEHEERENRER - FLEASCNI T EEER AT
F¥EA Petersen (2009) PRV BRERE @ #UEMA t (E2LLBFRIIZELEZE (Clustered Standard Error)
BEZ o T RINE 1% NERRTEKE - FIEEBIRFMET R 1 R -

MR — {51 Z BRI E B8 - A SCE B ENF RSN - SRR %
5 Hi IR i B2 B AR o 3% 5 BE/N pooled regression Sz Fama-MacBeth iHEF 53 71% .2
GHR v MBS - IEEHHRESIRERE (Pos FCF) HHEAHHIR ST ERE (Neg

\]]]]‘N[

B

14 Hrf Fama and MacBeth (1973) 3EE7 {7 F DA IEYE 722 (8 H FOAH B 14 88 B Y R E -
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FCF) BREERIE - BRI H B i f B SR e E 2 IEHRE - & LG R A 2 F
HEMEHBRERE @ AIAFEERERENVRSE - K2 - AFIfRZ BB ER
FERAFFRENEAIH-E

%k 5 BERRESAEMRENRKERI ZERSIER (n = 6,916)
A (—) HEZENRRE  HE (D) AEIENERE

By

FREATF5RE Pooled Fama-MacBeth Pooled Fama-MacBeth
#itE ? 0.003 -0.004** 0.003 -0.001
(0.32) (-2.55) (0.80) (-0.87)
Pos_FCF + 0.131*** 0.127*** 0.075*** 0.083***
(10.00) (8.80) (8.30) (6.59)
Neg FCF + 0.018** 0.026™* 0.031*** 0.068
(2.32) (2.58) (3.42) (1.74)
Dual + 0.002 0.001 0.002 0.001
(1.11) (0.72) (1.55) (0.42)
Hinst — -0.009* -0.012** 0.000 -0.002
(-1.84) (-2.43) (0.05) (-0.47)
Mag ? 0.070*** 0.070** 0.033 0.025
(2.63) (2.75) (1.57) (1.19)
Hstak ? -0.010 0.003 -0.010 -0.002
(-1.27) (0.30) (-1.53) (-0.28)
Hbrd — -0.005 0.005 -0.012** -0.003
(-0.69) (0.77) (-2.12) (-0.50)
FEEHR = S = S
JAEE R 0.053 0.062 0.028 0.053
F & 8.02 28.91 4.45 61.72
EERTCESL 11 11
B,—B,>0 42.23 45.14 10.92 0.11

Py o~ T R T ) DBRIRIRIE 10% ~ 5% K 1% FIEEESTEKEE - 7 Pooled (Fama-MacBeth) 48"
FEAA t (B LIB¥RI (Fama-MacBeth) {28 Z#82 o WSS RLEMRER (—) HER (2)
BU5EE - Pos_FCF : EEHIRERE(E - Neg FCF: BERRMASMEHE - HAAEEIREM TR 1
ME

7 6 YIRF R ~ ERCRIGE I H AR iR R AR o 3R 6 B > IR
H HE S B HIACIEIE (Pos_FCF xFamily) ¥ RE % BB 3 {(E{REGE 10% ZHEZE K
#E > WORER > B RS R R B AR BN IR F R A3 SR (S B B e A e BT
— B FIRAEZER E BRI FTS [FEE R E AR B E - SRR —
TRIAART - 540 B H AT EAIRGRIE (Neg FCF xFamily) SITRIIFERF - 2511
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#o HAEEEY (—) WEESCRIRER A B M{EF ) Hhs R AAE R
JER RS - EAFERZ BB SRR - SURE AR AR ] Re T A A BT &%
AitE  BREFHREEREN ENBBEE - 20 2.2 BTk - tha]sEEE AR F R
SR R TR B HL B (R N AN A

K6 BEHRERBMUBEWERE AR HER - REERMEIFREERZLLER (n =

6,916)

A (—) FHECENERE

A (Z) St ECZENERE

B g FERRTTSE Family1 Family2 Family1 Family?2
#EE ? -0.000 -0.001 0.001 0.000
(-0.10) (-0.68) (0.41) (0.20)
Pos_FCF + 0.150*** 0.158*** 0.086*** 0.092***
(8.59) (9.69) (7.45) (8.73)
Neg FCF + 0.003 0.003 0.025*** 0.025***
(0.32) (0.35) (2.70) (2.67)
Pos_FCF X Family — -0.047* -0.068*** -0.024 -0.040**
(-1.69) (-2.73) (-1.28) (-2.45)
Neg FCF X Family + 0.031** 0.031** 0.009 0.010
(2.48) (2.46) (0.86) (0.99)
Partition ? 0.003 0.005*** 0.003* 0.004**
(1.51) (2.87) (1.67) (2.37)
Dual + 0.001 0.001 0.002 0.002
(0.77) (0.76) (1.21) (1.18)
Hinst — -0.008* -0.009* 0.000 0.000
(-1.73) (-1.78) (0.01) (0.02)
Mag ? 0.050* 0.054** 0.027 0.026
(1.86) (2.01) (1.42) (1.39)
Hstak ? -0.006 -0.007 -0.007 -0.008
(-0.78) (-0.84) (-1.12) (-1.18)
Hbrd — -0.002 -0.003 -0.011* -0.011**
(-0.30) (-0.37) (-1.91) (-1.98)
FEER = = = =
PR R 0.050 0.051 0.024 0.025
F {8 13.52 14.06 7.64 7.89
HZ{E (N)
K2 4,043 3,759 4,043 3,759
JERKERZE 2,873 3,157 2,873 3,157
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Prg o~ Ty B T RIRTRIE 10% ~ 5% K2 1% RIEERAREKEE < 1FlA BB LB EEEE L -
WS HERRERER (—) SEE () MEE - Family ' RIFEENEREE - HHAKRED
HAA 1 [EIAO - ASUIRAMIELESE © Family1 ZEZREEREIEHELUEARSE BB BEATE
Flz (KR) £ (1) A7~ BEEAFHEZESE ABNBEENFRFEEEERE KX 50% ZHE
NF) o Family2 2 EHBAEZHFEE BRELEZEREN A RIGEHE ZBIHFRHESN 10% E - &
BRI EURFIMERREAR 1 RER S5 A -

7 7 SR SR A 5 B IR G R 1 S A 2 1 R i R < i B RE 3 ) AR < it B B R 5K
REERRZTZE - AR T A iEREEE TS - IEH AR TIEAZRE (Pos_
FCFxFamily) 23REE RS > BN E BT EmB N - IREIEEIRIERRESE > K
[l R R =Ry - KB B SR Bl R AT AR R R E B VB B E - &
FEL R ERACIRIE (Neg_ FCF xFamily) JiH - RAEIREEH RS B R IE - Bl
FER R R RITE DL T > WRREFERZ A E S - HRE N ErRRE IRk

RiE— P RN E T SamE - A ESFIESEER T AEEANTES
MBS FALE > Masulis et al. (2011) $5H - (87 ST SRR TP A5 R
HAEE TS EALSERE RS - AR 7 Zis fmBfi B KR B R 7 o R I
FERG TSR BT e ARG - W EHTER TR 7 R AT - EEEAER ORI 3
FERREERTED T - IEH AR SRERIGRAE S TS 2REERE - £
EREERIEN T - BEERESRENZSREAGIEFEMEEREEE R IE - A5
DEEENRIEE A g RS EREE S RIRLE - AT EHRER 1 FIERALE
i EEE e ARIRE A - 5 DLE (B BRALFAIREEE SAFRR 2 - /
73 RIEtEHE AL - BT EITER 7 BRI o EHEERGR (CORYIR) BAfRET IS
iR RO BB ERRBEAVE T - (5 REE SR IFE M IEH RS
BAVAREZHEE A - A ERFEHER T - AEREESRFERDHE
H R < i B R AR B T 1E » AR DL R EARSMAIGE - A SCHERR SR 7 AU REAS
REAANE & B AER - VB SRR SCR R =2 = -
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ik 2% 5 23R 8 BEURPREE 8 HYZE ML » MERCRIGER AL FEHITH 2.50 2
61.72 » HIFE 1% ZBAE/KHE - MUAHI R HREAS R BRI E S LR REEEA
W EHRERRIE -

h ~ ZINAIE

ASCEST TYVEEINAG - DU A 78 2 22 5 = MR R B E T F .G
a o FEEFFRIEIRE] - ASERRBAM ARSI TG #INIE I BFEAGR - Bt - BERE
EHRY Rt & IR N AR - AR TR PR I RRE BOE BRI - S5 — P B ST at i R e
ASARBEEZR SR - FRESCELBIEST (2009) FIBTFERER - DIHE KRR - w5t
FERERZR - AR - NEIEROLFE - BRI =R R e SN E Ry R i & 2 R
PR SOE TR AT » AR O R S SR B P R - 5 S DATHE PR R
BEE i AL () SRR T - B - A SORIE Bl & B 5 5 ek %
& o MgHIFERA (RS - EEERGR (RYIR) B8R - B R NAEMERER - Ao EE
IR A IRFF A

HR - B T A 2z B R IHERA R E R E TR - AXSE5IH=
A G TSR A - B R RIS - TR 6 BisR 7 2R AT - B —71E
FEETHEIBAL(RER A Biddle et al. (2009) FYFEE THHMERY - B &Rt HBaTHE
W R T B - 25 S A TR IS HI 221 Biddle and Hilary (2006) HI{E% » DA
BT W B R R B e SR TR B B e T S 5 T TH AT I & et = S - S =i E sl
HIJ{f5& Chen et al. (2011) #J{E#: - BITF Biddle et al. (2009) FIF &AL EE&Z IR R
SR R e B HLEE U R R AS TR - EESAE S (CORIIIR ) BEUR A 1 B A g Bl
TR E IR R I S - BRI A SO B R B BE M -

Wtk PG REELIR SR SR SR E R e o B BRI ES R - By
VG LR AT RENE » ASCLAU TNV = JEAEE - ST SR 7 RV EESSE - — > AT
BRAL IR G R A0 3 T F SR BEAZE P AN » B4 BVURH - DU =0 A B i AR AH 5 s 15 e
fHEEfREER » —  IRIERA LA 7 PRI R BER SR 8RBT - 77 B (R B
B REEAE © = » BRI E (REERH T DARAH 2 R A BB s Al - P iRt ~
T (Bt ) P 7 B3GR R s A IR e 0 HR 67 B 55 — L B A SR - AR ol A -
SLE AR (ORI ) R

BE ~ fE5m
ASCPRET RS B B S R B SR ICE R 8 - WE—D 01
A1 B R <7 P A R S L BRI M Z 28 » RSl 1998 A28 2008 8 Ly
fEAF R B R - KA EREA RN - SUREREEE SRR T SR A #H
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MRURERRE - EH BRI ERIER - HBERIERRESE - ZEEEBEIEHEE
RERR - WEHBAESNERER > FIREERKEDS LB AIERRE - ARER
BT R B N TR BT S R — B AR, PR e B P < (i R
RF » SRR A S A P22 ke B RE R AE 11171 AT 5 B < e o 71 5 [ SR s A T R 5
HEEBREERER - FREEIRE D S HER B E - Bl R fiE i S a i
(i B B EE AT -

AWPFEEZIRGE - WHEER TR < 28 E > WIS S - R SRE
IS o R R e IR B AR i B (R 2 i & - W R BT JHEL R 2 AT - A
EFE AT REMRIRA SURIE L - WEHABRSMANG » MDAl ERRE 2R - Ik - ASHE
TR ERER R - MEBTRRSMING - DUBREE NS & S BRG B 1 - ERERE R L
HEDAEREFT NS E 255 - Pl Re ks BIMIE NERE B RUR - AR bl 2o i
REREZ(ERE - ik - ALEERNBINFRERFE SOV EERRERE
BRI ZBENE - RAHT T vl — P PRET Hth (b Sy E 28 (PIANE ML
) o JRA] AT BCE RE SRR AT AT RER ] (PN B ARG E ) R -
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The Association between Free Cash Flows and Investment Decisions
of Family Firms in Taiwan

Chan-Jane Lin, Professor, Department of Accounting, National Taiwan University
Chao-Jung Pan, Ph.D. Candidate, Department of Accounting, National Taiwan University

Tawei Wang, Assistant Professor, School of Accountancy, Shidler College of Business, University of
Hawaii at Manoa

Summary

This study investigates whether free cash flows are associated with investment
inefficiency, defined as investing in negative net present value (NPV) projects (denoted as
over-investment) or giving up projects with positive NPV (denoted as under-investment). In
addition, this paper explores how the deviation of control rights from cash flow rights affects
the hypothesized association between free cash flows and investment decisions.

In particular, building on the agency theory and the socioemotional wealth theory, this
study highlights and hypothesizes the differences of investment decisions for family and
non-family firms. When family firms are subject to a shortfall of cash flows from operating
activities, they are less willing to raise external funds for investment projects given their
concerns over diluted family ownership (Schulze et al., 2003; Agrawal and Nagarajan, 1990)
or higher costs of capital (Gugler, 2003; Lin et al., 2011). Such decision is also made in order
to maintain their socioemotional wealth, including the needs for belonging, affection,
intimacy, and the ability to exercise authority. Differently, with excess cash, family firms are
less likely to over-invest because of (1) less severe Type I agency problems and (2) the
continuation of family dynasty through family businesses. It seems that family firms have
asymmetric investment behaviors with excess cash or cash shortages.

However, the deviation of control rights from cash flow rights may change such
asymmetric investment behaviors as family firms whose control rights exceed their cash
flow rights tend not to pay out excess cash as dividends (Gugler and Yurtoglu, 2003; Yeh and
Woidtke, 2005) but to over-invest (Pindado et al., 2011). On the contrary, when family firms
experience cash shortage, they (i.e., firms whose control rights exceed their cash flow rights)
may take advantage of the internal capital market and make more proper investment
decisions. Thus, family firms with the divergence of control and cash flow rights are less
likely to under-invest with cash shortages and to over-invest with excess cash.

We sample publicly traded companies in Taiwan between 1998 and 2008. We estimate

the expected investment by using the model as in Kaplan and Zingales (1997) and Hubbard
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(1998). The deviation from the expected investment is then estimated to proxy for
investment inefficiency, which is the positive or negative residuals from the expected
investment model and is denoted as the level of over-investment or under-investment.

Then, we regress investment inefficiency on free cash flows for family and non-family
firms. Following the approach in Lin and Chang (2009), if a firm has half of its board
controlled by the ultimate owner via individual or affiliated firms, or if the ultimate owner
controls half of the board and owns more than 10 percent of the firm’s shares, that firm is
denoted as a “family firm.”

Finally, we partition sample firms based on the level of deviation of control from
ownership by family firm sub-sample and non-family firm sub-sample into three groups.
Deviation of control from ownership is captured as in La Porta et al. (1999), which is the
difference between voting rights and cash flow rights possessed by the largest ultimate
shareholder of the firm. We then perform the analyses again with higher deviation group and
lower deviation group. In order to further validate our results, we consider the potential
endogeneity issue, different expected investment models as in Richardson (2006), Biddle et
al. (2009), Biddle and Hilary (2006), and Chen et al. (2011), and different sub-samples based
on the level of deviation of control rights from cash flow rights.

This paper demonstrates that, compared to non-family firms, family firms have less
over-investment when they have positive free cash flows. This finding is consistent with our
expectation that managers’ interests are more closely aligned with shareholders’ interests in
family firms than that in non-family firms. However, in the case of negative free cash flows,
our results only partially show that family firms under-invest more, which may result from
family firms’ financing decisions and information asymmetries between the family firms and
debt holders.

Different from those in prior literature, findings in our study show that, when family
firms have positive free cash flows and higher levels of deviation of control rights from cash
flow rights, family firms’ over-investment amount is smaller than non-family firms’. On the
contrary, when family firms have negative free cash flows and lower levels of deviation of
control rights from cash flow rights, family firms’ under-investment amount is larger than
that of non-family firms’. These findings imply that the deviation of control rights from cash
flow rights may indicate a family firm’s funding choice, which in turn affects investment
decisions.

To test this argument, we re-perform our analyses by investigating whether the

existence of an internal capital market, captured by the pyramidal structure or the layers of
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business group, would affect family firms’ investment decisions. Our findings demonstrate
that, for firms in the higher deviation group, we observe a negative association between
positive free cash flows and investment inefficiency only for firms with the pyramidal
structure (possibility of having internal capital markets). In addition, for firms in the lower
deviation group, we observe a positive association between negative free cash flows and
investment inefficiency only when firms do not have the pyramidal structure. The findings
support the argument of internal capital market mentioned earlier.

This study is not without limitations. First, based on measures of the extant research
(e.g., Richardson, 2006; Lin and Chang, 2009; La Porta et al., 1999), our variables of
interests, such as the expected investment levels, free cash flows, family firms, and the
deviation of control rights from cash flow rights may have potential measurement errors. We
have considered different measures; still, such measurement error cannot be fully eliminated.
Next, it is not always feasible to accurately capture the existence of internal capital market
and its effect when testing our arguments, as we often have no access to business groups’
financial data and are often unable to observe internal capital markets. Finally, other firm
characteristics (e.g., life cycle) or potential mechanisms (e.g., financial reporting quality) that
may affect investment efficiency are not considered in this paper. These additional factors
can be incorporated in future studies.

This study contributes to prior literature in the following ways. First, it extends
Richardson (2006) to investigate whether characteristics of family firms, compared to non-
family firms, affect the relation between firms’ investment decisions and free cash flows.
Second, our results suggest that with higher deviation of control rights from cash flow rights,
family firms’ investment decisions are mainly driven by the consideration of internal capital
market instead of agency conflicts. Third, different from prior literature, this paper focuses
on the agency theory and the socioemotional wealth theory to frame the relation between
investment decisions and free cash flows, whereas most studies in Taiwan investigated how
financing constraints would affect investment decisions with the viewpoint of capital market

imperfection.
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