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Abstract

This study aimed at analyzing the role of the Family- Concentrated Ownership in joint stock companies and its
influence on the Economic Added Value EVA. By analyzing Pearson's correlations, it is found that there is a
positive correlation between family-centered ownership in the joint stock companies on EAV. Such correlation
emphasizes the strong role of family-centered ownership in enhancing EAV, being a very significant indicator to
performance. Results of the multiple regressions have revealed that the family-centered ownership provides a
good explanation for the difference that resulted from the Market Added Value where the coefficient
determination reached 46%. Consequently, these results have revealed the theoretical relationship between the
family-centered ownership and the company's' value.The study has recommended that researchers need to pay
much more attention to this issue. It has also recommended that the Jordanian industrial joint stock companies
should switch into employing EAV as one of the main criteria in evaluating the comprehensive performance of
the company. It also recommended that new research should be conducted on the other patterns of ownerships
such as: governmental ownership, foreign ownership, the managerial ownership. Also, these studies should
explore the impact of these ownerships on EAV.
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Introduction
Industrial companies in Jordan take multiple forms, such as the family ownership, which is viewed by the
researchers as having a great influence on the economic added value, EAV.

The success of the company in instilling strong foundation in the market by maximizing the economic
value of the company is influenced, one way or another, by the nature of the board of directors' structure. The
dominance of the family on the vast majority of the board of directors' votes probably plays a great role in the
quality of the decisions adopted, especially the ones that touch on the performance of the company and its
position in the market.

This study takes the industrial companies included in Amman stock exchange as its population of the
study due to the impact of family-centered ownership on EAV and the scope of influence of the family-centered
industrial company to remain competitive in the market with similar percent of the family ownership in the board
of directors.

The Problem of the Study

There had been much more controversy among financial experts regarding the scope of family-centered
ownership of shares on EAV for companies. On the one hand, it was found that some of the theoretical and
practical studies pointed to the role performed by family ownership, especially in functioning as an internal
control over the management performance, the thing that made it function properly and exert no effort to
improve the value of the performance and therefore improve EAV. On the other hand, some views emphasized
the fact that joint-stock company managements who are controlled by family-centered ownership, who invest
from the same family, and who may generally take part in management matters e.g., being financially
authoritative by taking over financial and investment matters that aim at achieving personal benefits for the
family members. This, in effect, will negatively reflect on the potential of joint stock companies to achieve a
positive EAV. That said, this study aims to identify the nature and scope of the impact of having the family-
centered ownership in terms of the stocks centered at the expense of the EAV of the company. This should be
done in response to the following question:

Is there an influence for the family-centered ownership over the EAV?
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Hypothesis of the study
There are no statistical differences at (o +.05) for the family-centered ownership over the EAV of the company.

The Significance of the Study

The significance of the current study arises from the fact that it provides much more evidence about the level of
influence of having a family-centered ownership of shares in joint stock companies on the EVA of the company
in the developing countries, such as Jordan. Much of the data available about such a relationship is in fact that
related to the experiences of the industrial countries that are totally different from the developing countries. This
evidently makes this study much more realistic for the developing countries; it will eventually contribute to a
better understanding for companies- finance decisions in the developing countries, a goal this study aims to
achieve.

Goals of the Study
This study aims to provide more contributions about the controversy taking place about the level of having a
family-centered ownership on the EAV for joint stock Jordanian companies.

Definition of the Key Terms
For the purpose of the current study, the following concepts and terms have been considered:
Dependant Variables: are those variables that researchers try to explain, identify their reasons, and predict their
scale of prediction. A dependent variable is also known as a "response variable" (Dodge, 2003).
Economic Value Added (EVA) points to the added value for the fortune of shareholders in the market due to
investing their money in the company. This value is calculated by deducting capital employment CE from the net
operating profit after tax NOPAT (ACMA, 2000).
JACMA, 2009 (This value is calculated as below
EAV=NOPAT -(WACCX CE).............. (1)
Where,
EVA: Economic Value Added
NOPAT: Net Operating profit after Tax
WACC: Weighted Average Cost of Capital
CE: Capital Employment

Independent Variable

Family-centered ownership: for the purpose of the current study, family-centered ownership was defined on the
basis of the percent of ownership that belongs to one family who possesses % 10 and more of the companies
shares (Yousif, 2012).

The population and the Sample of the study

The population of the study included all the public joint stock companies that meet the definition of family-
centered ownership and that are listed in Amman stock exchange in the industrial sector until the date of
31/12/2013. The population of the study consisted of (93) companies classified according to the statistics
published by the Amman Stock Exchange (2013). The industrial sector in Jordan was selected because of two
main reasons: the importance of the industrial sector in the Jordanian economy and the nature of appropriate
corporate data to conduct the study. A comprehensive survey of the population of the study was conducted
during the study period of 2000-2013 to determine the size of the sample through applying a set of the following
conditions which were applicable on (15) Industrial companies forming 9.3% of the population study. These
conditions include:

1. The company must have been functioning non-stop and should not have stopped trading its shares throughout
the period from 2000 to 2013 to ensure the continuity and consistency of its data.

2. The company should not have undergone a merger or restructuring during the study period.

Introduction

- Theoretical Framework and Previous studies

The Significance of Economic Value Added Concept EVA

EVA is the second indicator promoted by Stern Stewart in addition to the market value added MVA in the 1990s
of the previous century as indicators to evaluate the internal and external performance for the capital projects in
addition to measuring the profit values of the companies. Therefore, it is considered the most powerful
measurement in identifying the real economic profit (Worthing & Tracey, 1999). EVA was defined as the net
operating profit after tax with deducting the capital employment CE. CE is normally sponsored by the campaign
of shareholders and bond holders (Dierk &Patel, 1997). It also reflects the proper way in which company
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managers run their companies economic resources, evaluate projects, and build up motivation systems of
management. Stock joint companies aim to reach to the highest value of EVA regardless of the products and
goods they produce, being a general indicator to measure the company's internal performance.

Further, EVA is considered essential and major standard that sum up the managerial performance for business
companies and that using this standard may achieve the following positive features (Al Zobaidy, 2008).

1. This standard shows the continuous and real progress of the shareholders.

2. It is used as a real index for the financial and managerial performance.

3. It guarantees the basis for the employees' motivation system in the company.

4. The employment of this standard in business companies achieves a guarantee to invest in greater-return
projects, even greater than the cost of investment.

5. This standard is considered a significant tool in making investment decisions.

6. EVA plays a great role in combating the chaos represented by the many measurements that are used to reflect
and represent the goals of the company, through the employment of this standard as a financial comprehensive
measurement for the objectives, means, and performance of the company.

The Theoretical nature of the relationship between the focus of family ownership and the value of the
company

Many writers and analysts, in the field of financial management, have paid great attention to the issue of the
relationship between the centrality of family ownership and the value of the company. Many of these people
believe there is a positive relationship between the centrality of ownership and value of family. They justify this
by claiming that increasing the shares of family property represents a regulatory tool on managements'
performance, thus forcing them to work much more seriously in an attempt to improve the performance, increase
the value of the company and thereby increase managers' private wealth. But on the other hand, some believe
that there is an inverse relationship between the concentration of family ownership and the value of the company.
For them, this is attributed to the family domination on the seats and the votes of the Board of Directors, which
may play a role in the quality of the decisions that affect the performance of the company and its position in the
market in a way that achieves its goals.

Those interested in financing funding in exploring the relationship between the structure of the
ownership and the value of the company through the centered ownership or ownership of major shareholders.
Shleifer & Vishny (2006) have stressed the existence of a positive relationship between the family-centered
ownership and the value of the company on the grounds that the centrality of ownership in the hands of a small
group of owners makes them more able to control management and thus improve the company's performance.

Furthermore, the presence of the ownership of major shareholders is considered a regulatory
mechanism because the owners of a large number of stocks have had an incentive to collect information and
control management to limit its authority, improve its performance and increase the value of the company.

Also, the ownership of major shareholders can prevent managers from investing in non- profitable
projects and practice their influences on the management regarding issues of distribution of economic profits
(Lehmann & Weigand, 2000).

Others have come to realize the existence of an adverse relationship between the centered ownership
and the value of the company (Filatotchev, et al., 2010) taking into consideration the presence of the ownership
of major shareholders who use their influence to exploit the company's wealth and who further can benefit at the
expense of a number of minority investors through the use of inside information for their own good and through
directing the expenses according to their desires, which will negatively reflect on the company's performance
and therefore leads to a decrease of its value (Shlifer & Vishny, 2006).

Previous studies
Gharayba et al. (2007) studied the impact of the family ownership in the public shareholding companies in
Amman market on the risks of irregular shares and their financial returns. The sample of the study included 33
companies from various economic sectors whose ownership belongs to 12 families on whom the concept of
family ownership applies, owning a large share of capital for the period from 01.12.1992 up to 01.31.1995. The
study concluded that there is a strong and positive relationship between the financial returns of the company's
shares that are controlled by a group of the same family. It was noticeable that this relation registered a
remarkable increase in the sectors of banking and industry. The study also revealed that the irregular risk for the
financial returns of family-centered companies' shares are very high relative to the overall risk of these shares
regardless of the sector to which these companies belong to, similar to the other cases of the remaining financial
returns.

James et al. study focused on studying the impact of the ownership structure on the agency costs
represented by the low prices of the company's shares. The study concluded that the agency problems of shares
are way higher when they are run by managers from the outside of the company rather than the inside of it. Also,
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the problem of agency is adversely connected with the manager's own ownership and that the problem of agency
decreases under the supervision of banks.

Deyoung et al. (2001) focused on the studying of the impact of ownership structures and its impact on
profit. Results of the studies conducted on a sample of small American banks supported the fact that the there is
much influence for the management's control on the company in the cases when the shares of a management in
ownership is less or more than the normal limit where we could have a decrease in the financial returns.

Khaled Alkhateeb's study (2008) entitled "the impact of the governmentalizing disciplines on family-
dominated companies" addressed the significance of governmentalizing regarding to family companies. In his
study, he concluded that governmentalizing family companies through establishing family councils and
separating the ownership of these companies from management, building up effective strategies, restructuring
these companies and consulting professional employees are necessary requirements for the survival of family
companies with its current power.

Al Dhofeery Munif (2008) studied the impact of family ownership on the risks of shares and their
financial returns in the banks and insurance companies: Kuwait as an example. In it, he studied the impact of the
percent of family ownership in the banks and insurance companies and concluded that the financial returns and
the risks are influenced by the domination and control of the family on the management. However, there was no
similar impact on the family-dominated insurance companies.

King and Santor (2008) testified the impact of the managerial ownership on the performance of the
company and the structure of its capital for 613 Canadian companies for a period that expanded from 1998 to
2005. Results have shown that family-centered companies that issue only one pattern of shares have got a market
performance, that resembles other companies' performance, and a better accountancy performance based on the
measurement of Return on Assets ROA. However, they have a higher financial leverage based on calculating the
debts rate to the total assets. In contrast, family companies that issue two kinds of shares are %17 evaluated less
than other kinds of family-based companied.

In his study, Katz (2009) explored the impact of the company's ownership structure in the accounting
earnings quality and the company's long-term performance through concentrating on a special sample of
American companies whose data were obtainable before and after shares offers. Also, the study differentiated
between the companies that are sponsored whose management and ownership is run by investment institutions,
houses and other companies that don’t enjoy this same feature. Results have revealed that the companies that are
equipped by a sponsor normally gain a more quality, but with little profit and then their financial report are
usually more conservative before and after distributing the shares.

What distinguishes the current study?

The current study is characterized by the following:

1. Its focus on measuring the impact of family ownership of the centrality on the company's equity value
(Economic Value Added EVA) taking into consideration that as the family ownership is one of the regulatory
tools on company's management performance whose effect was rarely investigated especially in the Arabic
milieu.

2. Its focus on measuring the impact of family-based ownership of the shares on the economic added value of the
company, due to the fat that the latter functions as an indicator of modern internal performance indicators, a
feature that has not been previously addressed as a dependent variable that can be influenced by family-centered
ownership of the shares. Most of the previous studies have focused on the use of accounting performance
indicators and traditional financial performance, including: the book value of the company and the company's
profitability.

3. Most of the previous studies relevant to the present study were conducted in the stock exchanges of the
Western countries or the industrialized countries whose environment are extremely different from the stock
exchanges for the Arab States, especially the Amman Stock Exchange, being an emerging market that need
much more research to explore the most appropriate indicators to measure the performance of the companies
listed.

Analyzing research hypothesis test results
Descriptive statistics for the variables of research and test the normal distribution
Table (1) below shows the descriptive statistics for the research variables (the arithmetic mean, the highest value,
the lowest value, and the standard deviation) in addition to the normal distribution test. The table below shows
that the arithmetic mean for each of the family-based ownership and EVA is (42.13%), (121.24) JDs respectively
with a standard deviation of $ (23.67%), (1685214) dinars respectively.

The table also shows the normal distribution of the research variables tested, as Jarque-Bera test results
indicate that the value probability variables is greater than 5% of the study which is marked as statistically
significant.
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Table One
Descriptive statistics for the variables of research and test the normal distribution of the data

CO% EVA

J.D

the arithmetic mean 42.13% 121,24
Highest Value 86% 1.56E+09
Lowest Value 2% -14733985
Standard Deviation 23.67% 1,685,214
Jarque-Bera 22.99 845417.8
Probability 0.082 0.093

CO: Centered Ownership
EVA: Economic Value Added

Analysis of Correlation Coefficients between Research Variables:

Table (2) displays Pearson correlation matrix between the researched variables. Results have indicated that the
degree of correlation is generally weak between the independent variable and the dependent variable.

The relationship between the family-centered ownership and economic added value was direct, where the
correlation coefficient registered (46%), a result considered as statistically significant. This relationship
therefore indicates that family-based ownership direct the actions of management to achieve a positive
contribution to the economic added value for the company. This may contribute to maximize shareholder’s
wealth through the influence in raising the market price of the company's shares.

Table No. 2

Pearson’s Correlation Matrix between Research Variables

Variable CO EVA
CO 1

EVA 46 1

Analyzing research hypothesis test results
Table 3 below displays research hypothesis test results. It is clear that the value of Durbin-Waston has pointed
out to the lack of correlation between self-involved errors in the regression equation, whose value was $ 1.87,
which is within acceptable limits for this test. Consequently, the F-test results indicated to reject the hypothesis
and accept its alternative, which states that there is a statistically significant effect of centered family ownership
on the economic value added, EVA because the calculated value of F is equal to (13.21), a significant level of
significance at 1%. And the impact of the independent variables has explanatory power accounted for 46% of the
change that has happened in the economic value added.

From the table above, it is noted that centered family ownership is associated with the economic value
added in a direct relationship, which is statistically significant at 5%, where the value of the calculated T (2.45)
and the value of P (0.03).

Table No (3)

Results of the impact of Centered family ownership of the shares on EVA

Variables B T-Test .

BMO 3187368 245 )P- Value(Probability

(R 46% (Test) DW( 1.87
F- Test Calculated Value )F(Probability 13.21 0.0000

Results and Recommendations

The results

In light of the foregoing analysis, the study has concluded the following:

- The Jordanian industrial companies are weakly oriented towards the use of standard economic value added,
being one of the overall performances of companies to assess long-term standards.

- The presence of a statistically significant positive relationship between the family-based ownership and the
economic added value of the company in accordance with a number of studies conducted in the Arab and foreign
environments. Those studies conveyed the notion that family-centered ownership are considered internal quality
control tools capable to collect information on the work of the company, identify activities related to investment
and financing policies for the company, therefore pushing company's managers to exert no efforts in improving
their performance to improve the value of EVA for the company.

Recommendations

In light of the current findings, the researchers recommend the following:
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- Giving family based ownership of shares priority and attention by researchers regarding financial matters,
being one of the regulatory tools to contribute to performance of corporate managements.

- Jordanian industrial companies need to move towards using the standard of economic value added EVA as one
of the overall performance comprehensive standards of the company to assess the long-term performance, as
well as the use of accounting performance indicators and the traditional financial performance. These
performances provide a more objective assessment for the performance and reflect a good management of the
company's financial resources in the long term.

- Conduct studies to test the impact of other types of ownership, including: government ownership, foreign
ownership, management ownership on the economic value added, EVA.

References

Arabic references

- Aldvera, Munif. (2008), The Impact of Family Ownership on Stock Returns and Risks in Banks and Insurance
Companies (Kuwait: An Example).

- Al-Khatib, Khaled (2008), The impact of Corporate Governance on the Family Business, Business
Management Organizations Conference, Balqa' Applied University.

- Amman Stock Exchange, 2013.

- Hisham Gharaibeh, et al. (1997), The Impact of Family ownership in Public Shareholding Companies on the
Stock Irregular Risks and Returns (in the Amman market), studies, Administrative Sciences, Vol. 24.1997.

- Zubaidi, M. Hamza (2008), Advanced Financial Management, Second Edition, Paper Foundation Publishing
and Distribution, Amman, Jordan.

English References

ACMA,N.(2009), Performance Measures: An Application of Economic Value Added. International Journal of
Business and Management, 4(3) ,169-177

Ang, j.,cole,r.a. & j. wuhlin, 1999, agency costs and ownership structure, The journal of finance, vol.,iv,no,
1,februuary, pp. 81-106.

Denis, D. & Sarin, A., (1999), Ownership and board structures in publicly traded corporations, Journal of
Financial Economics, 52: 187-223.

Deyoung R, Spong k, & Sullivan, R. J., (2001), Who's minding the store? motivating and monitoring hired
managers at small, closely held, Journal Bank Fin, Vol. 25 ,No.7 , pp. 1209-1243.

Dodge, Y. (2003) The Oxford Dictionary of Statistical Terms, OUP.

-Katz, S., (2009), "Earnings Quality and Ownership Structure: The Role of Private Equity Sponsors Sharon P.
Katz", The Accounting Review, (Vol. 84, No. 3), PP 623—-658.

-King, M., and E. Santor, (2008), "Family values: Ownership structure, Performance and capital structure of
Canadian companys", Journal of Banking & Finance, (Vol. 32), PP2423-2432.

Filatotchev, I.; Kapelyushnikov, R.; Dyomina, N. & Aukutsianek, S., (2010), The effects of ownership
concentration on investment and performance in privatized companys in Russia, Managerial and Decision
Economics, 22:229-313.

James S, Ang, Rebel A, Cole, James Wuh Lins,(2000), Agency Costs and Ownership Structure. The Journal of
Finance,Vol. 55, No. 1, PP81-106.

Jensen, & w. Meckling, (1976), theory of the company: managerial behavior, agency costs and ownership structure,
Journal of financial economical, vol.3,pp. 305-360.

Lehmann, E. & Weigand, J., (2000), Does the governed corporation perform better? governance structure and
corporate performance in Germany, European Finance review, 4: 157-195.

Shleifer, A. & Vishny, R. W., (2006), Large shareholders and corporate control. Journal of Political Economy, 94:
461-488.

Dierk . P.A & Patel, A. (1997), what is EVA ,and How can It help Your Company? Management Accounting
Journal , 79(5).

Worthington, A. C . & Tracy, W .(2001), Economic Value Added A Review of the Theoretical and Empirical
Literature . 4 Sian Review of Accounting, a (1),67 -86.

86



The IISTE is a pioneer in the Open-Access hosting service and academic event management.
The aim of the firm is Accelerating Global Knowledge Sharing.

More information about the firm can be found on the homepage:
http://www.iiste.org

CALL FOR JOURNAL PAPERS
There are more than 30 peer-reviewed academic journals hosted under the hosting platform.

Prospective authors of journals can find the submission instruction on the following
page: http://www.iiste.org/journals/ All the journals articles are available online to the
readers all over the world without financial, legal, or technical barriers other than those
inseparable from gaining access to the internet itself. Paper version of the journals is also
available upon request of readers and authors.

MORE RESOURCES

Book publication information: http://www.iiste.org/book/

Academic conference: http://www.iiste.org/conference/upcoming-conferences-call-for-paper/

IISTE Knowledge Sharing Partners

EBSCO, Index Copernicus, Ulrich's Periodicals Directory, JournalTOCS, PKP Open
Archives Harvester, Bielefeld Academic Search Engine, Elektronische Zeitschriftenbibliothek
EZB, Open J-Gate, OCLC WorldCat, Universe Digtial Library , NewJour, Google Scholar

c Je‘ m l\l)l\C(())Ht\l(l\
I'OS

O ULRICHS\WEE  JournalTOCs |

£ 2 ¥ Elektromsche
008 Zeitscnnftendibliothek
( ) ¥/ \ "y
(’C\ | | LR
) A e

oCLC WF [ IBRARY

WorldCat



http://www.iiste.org/
http://www.iiste.org/journals/
http://www.iiste.org/book/
http://www.iiste.org/conference/upcoming-conferences-call-for-paper/

