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ABSTRACT 
This Paper examines the impact of family ownership on the firm’s financial performance in 
Pakistan. The secondary data is taken for the period of 2007 to 2011 considering a total sample 
of four business firms. These are consisting of two manufacturing as well as two financial firms 
listed on Karachi Stock Exchange of Pakistan. Different studies are unable to discuss the 
relationship between family ownership and performance of the companies. Financial 
performance of the company is taken as dependent variable. Return on asset and return on equity 
are used to measure dependent variable. Family ownership is used as independent variable. 
Correlation and linear regression model is used to check the relationship. Results showed that 
there is positive and significant relationship between the family ownership and financial 
performance of the firms. Good governance not only increases the profits of the firms but also 
improves overall performance of the firms.  
 
INTRODUCTION: 
For family businesses people invest in the world to have their own business. Family business can 
be in form of these categorizes, through directors of the board, Chief Executive Officers and 
managers of the firms from families. Performance of the family owned businesses depend upon 
many factors such as economic conditions of the country, political conditions of the country etc. 
There are different definitions of family business. Content, objective and family influence are the 
general aspects of the family business definitions. Most definitions particularly emphasize on 
ownership, family involvement, and family control. There are two basic ways for the 
measurement of firm financial performance. These assessments are depending upon accounting 
and market. Accounting based measurement uses past data, and this method is a more backward 
as compared to market based measure. Nevertheless, Nicholson and Kiel (2004) discussed that 
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return on asset is commonly used to evaluate the performance of the firms. Maury (2006) 
suggested that management of the families can increase the firm valuation by using financial 
ratios of family business. Contrary, Smith and Amoako-Adu (1999) identified that firms can 
increase the profits and sustainability in the industry through directions and management of 
outsiders. According to Brown and Caylor (2009) no former CEO serving on the board is as 
beneficial for the firms as it is expected to improve the financial and operating conditions of the 
firms. In the modern literature, researchers have utilized ROA, ROS and Total Debt/Total 
Assets, as the financial ratios in the measurement of family firm performance. The short 
definitions of ROA, ROS and Total Debt / Total Assets are at below. Return on Sales (ROS) is a 
profitability ratio (Net Income / Net Sales). The return on sales is used to know the reward for 
the firm on its sale of each dollar. It will help the firms to manage its different types of cost like 
variable cost, fix cost, operating cost etc. When firms want to know that the percentage of the 
assets are generated through debts than firms use debt ratios. It is also used to evaluate the 
financial risk of the firms . The lower this ratio generally the better offs the company. In our 
study performance variables are two. Profitability of the firms can be evaluated through return on 
assets. The ROA formula shows the efficiency of the firms in using the assets in a given time 
period. ROE is also a profitability ratio and asses the return of the real owners of the firms also 
known as common shareholders of the firms. Usually better reward of common shareholders 
show  the better owner financial position. 
LITERATURE REVIEW:   
The relationship between family owned businesses and the performance of the fims is very 
important. Pindado et.al (2008) finds that the worth of the firms can be increased through 
efficient management of family owned business. If the entire control fo the business is only in 
one hand it can decrease the significance of the business. Maury (2006) discussed that developed 
countries promote family owned business because they can manage their business effectively and 
generate profits for their people. However some legal forces are also their to safeguard the rights 
of other people as well. When family members are managing and controlling all the operations of 
a family owned business only then these types of businesses can be effective. Anderson et.al 
(2003) investigated the non linear relation between the family owned business and business 
controlling other than family members and when the family associate are controlling all business 
activities or having command of the firm, performance is superior than outsiders management of 
business. 
Pakistan is a developing country and it is seen that the family owned businesses are performing 
better than the non family members management of the firm. Various firms are assessed from 
2004 to 2009 for this purpose. Return on asset and return on equity are used to measure firm 
performance. Din et.al (2011) they reported positive relation between family ownership and 
efficiency of the firms for the period of six years (2004 to 2009) listed at Karachi Stock 
Exchange-100 index in Pakistan. They used ROA, ROE to evaluate the efficiency of the firms. 
Our contribution to the literature is that we will examine the impact of family ownership on firm 
performance in the manufacturing as well as financial companies listed on Karachi Stock 
Exchange 100 index. 
Many researchers have assessed the linkage between family owned businesses and the efficiency 
of the firm by using different techniques. Some researchers found positive association between 
family owned businesses and the efficiency of the firm, some found negative relation whereas 
some found mixed results. Control of family members in family owned businesses encourage 
people to increase the performance of the firms taking their personal interest in the business. If 
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management of the firm is having shares of the firms, the efficiency of the firms will be higher 
because there action will directly affect the goals. Having shares of the firms management can 
demolish the firm as well because of there actions. On the basis of the above literature following 
hypothesis can be formed.  
H1: There is a positive and significant relationship between family ownership and efficiency of 
the firm 
 
METHODOLOGY: 
Many researchers evaluated the association between family owned business and efficiency of the 
firm through Logit approach while others by using the simultaneous regression analysis. 
Efficiency of the firm is determined through return on assets and return on equity. Some 
explanatory variables like size, sales growth and firm age are used in our study while there is 
inclusion of some control variables.  
 
Variables                               Explanatory Variables  
Family Ownership  FO  %age of total ownership held 

by the family members in the 
business.  

Return on Asset  ROA  It shows how much return is 
available from the assets of 
firm. 

Return on Equity ROE It shows how much earnings of 
the firms are available for the 
commom shareholders. 

 
Control variables:  
Control variables affect the efficiency of the firm to stay away from any unfairness in the 
consequences. 
• Firm debt 
 This variable was calculated as the ratio of total liability to total assets.  
• Firm size 
 This variable was calculated as the natural logarithm of the total value of assets. This figure was 
included because previous studies found that organization size is related to organization 
performance for various reasons, including diversification, economies of scale, access to less 
expensive sources of funds, and so forth, suggesting size to be included as a control variable. 
• Country(y): 
Country is taken as Dummy variables, because culture of specific countries has significant effect 
on changing the study’s results. 
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OWNERSHIP STRUCTURE FINANCIAL PERFORMANCE 
 
 
  
 
 Non-Family owned Firms 
Family owned firms  ROA ROE 
 
Figure given above tells about the association between family owned business and efficiency of the 
firm . Ownership structure of the firm indicates either family owned business or outsider’s owned 
business. Financial performance is measured by ROA and ROE. 
 
DATA AND SAMPLE SELECTION: 
In order to determine the association between family owned business and efficiency of the firm, our 
focal point is the firms of Pakistan. The manufacturing firms and financial companies are taken. 
First we have selected 10 companies from Karachi Stock Exchange 100 Index 2010, but annual 
reports and financial data of some companies was not available for the last 5 years. So, 4 
companies were included in our study, out of which 2 were from financial sector ownership 
structure of one firm is family owned and 2nd  is  non family owned financial institution and two 
companies from manufacturing sector belonging to both family owned and non family owned 
companies. Annual reports are used to get the data of the firms and to assess the performance of 
the firms. 
Sample Distribution by Industry: 
Sectors No. of Companies 

selected 
Manufacturing  2 
   
Financial  2 
  
Total 4 
Statistical description of performance measures: 
Performance Data for Non Family Business 
LUCKY CEMENT  
Year Net Income Total Assets Income 

available for 
common 
stockholders 

Total 
Equity 

Return on 
Equity 
(ROE) 

Return on 
assets 
(ROA) 
 

2007 2,667,670 34,239,074 2,677,670 18,655,423 0.14 0.78 
2008 4,596,549 38,392,362 4,596,549 23,251,972 0.19 0.13 
2009 3,137,457 38,310,244 1,843,957 25,095,929 0.07 0.08 
2010 3,970,400 41,209,855 2,676,900 27,772,829 0.10 0.10 
2011 6,782,476 40,631,241 5,488,916 33,261,745 0.17 0.17 
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ALMEZAN MUTUAL FUND 
Year Net Income Total 

Assets 
Income 
available for 
common 
stockholders 

Total 
Equity 

Return on 
equity 

Return on 
Assets 

2007 5,467,570 2267507 977863 2218992 0.440.26 0.24 
2008 -11538 1915695 487925 1906416 0.26 -0.006 
2009 -575182 1185098 224797 1174174 -0.19 -0.49 
2010 356114 1829193 6223 1403921 -0.004 0.19 
2011 359733 1733655 167831 17017315 -0.01 0.21 
 
Performance Data for Family Business Firms 
Ghani Glass Limited 
Year Net income Total assets Income 

available for 
common 
stockholders 

Total equity Return on 
equity 

Return on 
assets 
 

2007 402379454 1943407294 338402768 22536999628 0.133 0.21 
2008 538990387 2336499737 379048673 2916048301 0.13 0.23 
2009 712761212 2187797836 544822412 3460870713 0.16 0.33 
2010 94719560 2791451430 682691990 4143562703 0.16 0.34 
2011 970569377 3155360930 728107734 4871670437 0.15 0.31 
 
Bank Islamic Pakistan Ltd 
Year Net income Total assets Income 

available for 
common 
stockholders 

Total 
equity 

Return on 
equity 

Return on 
assets 

2007 -370223 14447473 -370223 3154623 -0.12 -0.03 
2008 -52930 19088600 -52930 5181372 -0.001 -0.002 
2009 -478939 34286771 -478939 4702433 -0.010 -0.01 
2010 46550 45035703 46550 4703004 0.01 -0.001 
2011 409556 58821314 409556 5143560 0.79 0.006 
 
LIMITATIONS: 
This study included financial sector along with the manufacturing sector. But due to time 
constraint only listed companies were included in our study and this research was based on the 
secondary data. The further projections include explanatory study on the financial sector as well 
as manufacturing sector in unlisted companies. Moreover, responsibility of family participation 
in merger of the financial institutions need to discuss. 
CONCLUSION: 
The analysis demonstrates the encouraging association between family owned business and 
efficiency of the firm in the developing  markets like Pakistan. If family members are controlling 
all the operations of the firm, they will take decisions to favor owners of the firm instead of 
providing favor to all shareholders. Family owned businesses which are small and newly 



, 20148Arabian Journal of Business and Management Review (Nigerian Chapter) Vol. 2, No.  

56 
 

established there performance is very much depending on the decisions of the family members 
who are managing all activities of the firm. It is proved through different studies that 
management should be separate from the ownership to increase the efficiency of the firms.  
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