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Revisiting the agency conflicts in family owned 
pyramidal business structures: A case of an 
emerging market
Muhammad Farhan Basheer1*, Shuchi Gupta2, Rabeeya Raoof1 and Waeibrorheem Waemustafa3

Abstract:  The agency problem strikes as an ethical, practical, and economic issue in 
equal measures. The principal objective of the current research is to trace the nature of 
the agency conflicts in the family-owned pyramidal business groups of corporate 
Malaysia and how they affect the firm value. It is argued that the principal͐–principal 
(PP) conflict is more severe in family-owned business firms. To achieve the objectives of 
the current study, the GMM and the fixed effect estimates are used. In addition, to find 
the difference between family-owned firms and family-owned firms in the pyramidal 
business, we have employed the Mann–Whitney test. The null hypothesis is accepted 
which indicates that the impact of the PP conflict among family firms is different from 
those in pyramidal business groups. The final sample of 420 firms listed on the Bursa 
Malaysia is chosen for the analysis. The results of the current study provide support to 
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the hypothesized results that the PP conflict is severe in family-owned groups and has 
a significant effect on firm value. The findings of the current study also provide support 
that the PP conflict is prevalent in Malaysia, supporting the earlier evidence regarding 
the expropriation of minority shareholders rights reported in the studies carried out on 
samples of Malaysian non-financial firms. This is also in line with our measure of PP 
conflict severity, which is high in pyramidal family firms. Overall, the results provided 
support to the expropriation hypothesis. Thus, the findings of this study also confirm 
the view that in family-owned Malaysian firms, the ethical dilemmas of wealth expro-
priations do exist and are more intense in the pyramidal family-owned business 
structures. Instead of relying on traditional methods, the current study employed 
a synthetic measure to gauge the PP conflict. The study which is among the pioneer on 
the expropriation of minority shareholders will be helpful for policymakers, researchers 
and finance professionals in understanding the issues related to principal-principal 
conflict, and firm value in family-owned pyramidal business groups of Malaysia.

Subjects: Economics; Finance; Business, Management and Accounting  

Keywords: Principal-Principal (PP) conflict; Agency Theory Pyramidal; family firms; Bursa; 
Malaysia
GEL classfication: G3

1. Background
Modern time corporations are characterized by unprecedented wealth, ever-changing global busi-
ness landscapes and dynamic business potential (Omoush et al., 2018). The core structural 
characteristics of any business corporation are as follows: a) being a separate legal entity with 
shared ownership, b) have limited liability, c) centralized management under the control of 
a governing board elected by shareholders (SH), d) transferable ownership (shareholdings), and 
e) perpetual lifetime. According to Kuan et al. (2017), the key elements that form a firm ownership 
are the controlling part and the beneficiary part: the former entails the immediate control of 
organization, whereas the latter claims the earnings. The prime objective of any corporate law is to 
guide the investors, managers and controllers on how the principle of wealth maximization can be 
followed in its entirety. One of the core issues linked with wealth maximization is the interest 
alignment between the owners and managers. According to the agency theory of corporate 
finance, which is also considered an underpinning theory behind the formulation of the code of 
corporate governance (CG), there exists a conflict of interest between owners and managers. The 
agency theory conceptualizes this conflict as principal-agent conflict (Figure 1).

This principal-agent conflict has been the subject of debate for many decades. However, CG 
researchers have recently shifted their focus away from the traditional conceptualization of the 
agency principal-agent conflict to a relatively new conceptualization of agency conflict termed as 
the PP conflict. The PP conceptualization of the agency theory views ownership concentration (OC) as 
a reason for another agency conflict between the controlling SH and the minority SH (see Figure 2).

The OC in the presence of controllers was considered as a solution to this conflict. Many prior 
researchers have argued that OC is a proxy of the internal CG mechanism which helps in aligning 
the interests of ownership and management. However, in the past two decades, many corporate 
finance researchers (Lozano et al., 2016) have shed light on the emerging paradigm of agency 
conflict namely the PP conflict. In the effort to explain this emerging paradigm, they argued that 
the traditional conceptualization of conflict between the owners and management which is 
termed as the principal-agent conflict is only helpful in understanding the conflict of interest 
between the SH and firm ownership. Whereas in emerging economies, where the corporate legal 
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system is characterized by poor enforcement of laws and ownership is concentrated at multiple 
levels, this conceptualization is unable to provide a solution for many issues such as the conflict of 
interest between the majority and minority SH. Thus, we can argue that the total agency cost in 
any firm could be seen as the sum of agency cost arising from the PA conflict and PP conflict. 
Agency cost can arise from principal-agent conflict (Grosman et al., 2019).

The corporate governance literature in emerging economies is fairly well developed now. After 
1997–98 financial crisis and subsequent events of Enron and world .com, ASEAN economies conjec-
tured the necessity of legal reform to govern corporate sector and in doing so they adopted corporate 
governance based on the Anglo-American capital market form of governance (Hassan et al., 2017). 
But later because of the idiosyncratic institutional environment, researchers emphasized that con-
vergence of emerging economies corporate governance system with those of Anglo-Americans is not 
necessary (Rodriguez et al., 2016). Ownership concentration in emerging economies like developed 
one plays a significant role in mitigating traditional principal-agent conflict, but it asks researcher to 
reshape agency theory for emerging issue of Principal–Principal conflict.

Conventional researchers carry out their studies on corporate governance based on the assumption 
that ownership is dispersed. In contrast, contemporary literatures on corporate governance (Dhar 
et al., 2018; Meyer & Peng, 2016) indicated that ownership concentration and poor legal protection in 
developing countries are the key drivers of the principal-principal conflict. Suggestions for resolving 
the issue of minority shareholder expropriation are different from those recommended for the 
principal-agent model (Hamid et al., 2016). The principal-principal conflict entails the majority share-
holder’s misuse of power and control at the expense of the minority shareholders. This is called 
expropriation as suggested by Dinh and Calabrò (2019) whereby the minority shareholders have to 
bear the brunt of poor investments, low firm valuations, assets channeling to subsidiaries as well as 
low or high dividend payments. Thus, the present study has tried to

2. Literature review

2.1. PP conflict
PP conflicts are described as the collision between two segments of SH known as the controlling SH 
and the minority SH (Grosman et al., 2019). PP conflict is linked with weak governance (Lozano 
et al., 2016) and poor protection of the minority SH (Dinh & Calabrò, 2019). Many recent research-
ers (Ducassy & Guyot, 2017; Lozano et al., 2016; Zaini et al., 2017) have realized that PA conflict is 

Principal-Agent Conflict (PA)

PP conflict                   Principal-Agent Conflict 

Professional 
Management 

Majority 

SH

Minority 

SH

Figure 2. PP conflict.

Source: Young et al. (2008) 

Principal Agent (PA) Conflict Professional 
Management 

SH 

Figure 1. Principal-agent 
conflict.

Source: Young et al. (2008) 
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only helpful in mitigating the conflict between owner and manager in economies with diffused 
ownership structure and active legal institutions. However, in developing and emerging economies, 
due to weak legal institutions and poor enforcement of property rights, the major conflict is 
between the majority shareholder and minority shareholder. According to Kuan et al. (2017), PP 
conflict is common in firms of which ownership and control are in the hands of powerful con-
trollers. They further argued that in such firms, the controller’s excessive powers act as a solution 
to PA conflicts. However, the low incentive associated with the monitoring of managers leads to 
another conflict between the majority and minority SH (Basheer, Khan et al., 2018).

OC compounded with weak investor protection is the principal cause of PP conflict. OC, because of 
its existence in almost all parts of the world, has been an interesting phenomenon (Zaini et al., 2017). 
Emerging and transaction economies are countries of which corporate sectors are characterized by 
high OC and weak institutional support. In the absence of effective CG and strong institutions, OC is 
seemingly a proxy of internal control. However, this highly concentrated ownership coupled with 
cross holding leads to the other issue of expropriation of minority SH by controllers. According to Dinh 
and Calabrò (2019), in contrast to developed economies where ownership is dispersed and legal 
institutions are strong, emerging economies offer no incentives to controllers to monitor the firms. 
They further argued that weak external governance mechanism coupled with an ineffective internal 
control mechanism are supporting the conviction of high private benefits control and exacerbation of 
minority wealth (Basheer, Waemustafa et al., 2018). This indicates that OC fueled by a pyramidical 
structure lessens the benefit of control over the benefits of expropriation.

Weak external and internal governance leads to severe PP conflict which has a significant 
impact on economic development (country level) and firm performance (firm level). According to 
Dinh and Calabrò (2019), there are incentives to expropriation which are high during the crisis. 
Despite the mass recognition of researchers and the realization of policymakers about the impor-
tance of an effective governance mechanism in emerging and developing economies, no signifi-
cant improvement has been seen. According to Minhas (2019), the very little interest of powerful 
and politically connected controllers in the improvement of external governance is the main 
reason for this loss of focus. Minhas (2019) termed it as economic entrenchment. The emerging 
and developing economies’ political system provided these powerful controllers with enough 
power to influence public policy.

OC is the sine qua non of PP conflict (Sauerwald & Peng, 2013). The agency cost associated with PP 
conflict arises from the expropriation of minority SH by the controllers or insiders. According to 
Sauerwald and Peng (2013), there are two reasons why OC is central to PP conflict. Firstly, OC 
accompanied by weak external institution is a direct cause of PP conflict. Secondly, in emerging 
economies where the corporate legal system is characterized by weak enforcement, OC is seen as 
a filler of vacuum left by weak CG. Dinh and Calabrò (2019) argued that the OC of emerging economies 
is a means of expropriation as no incentives have been given to controllers to control and monitor the 
firm. Whereas developed countries, that is, the US and the UK give the controlling party enough 
incentive to monitor firm performance (Basheer, 2014). In Hongkong where there is strong investor 
protection, OC appears to be beneficial to firm performance; on the other hand, OC appears to be 
detrimental to firm performance in the context of Indonesia where there is weak investor protection.

Levine et al. (2016) claimed that OC is the main reason for the expropriation of minority SH, 
although in countries where ownership is dispersed, it acts as a proxy of internal governance and 
helps in the mitigation of traditional principal-agent agency problem. However, in countries with 
concentrated ownership and powerful controllers, it enables controllers to expropriate minority SH.

2.2. Pyramidal family ownership, PP conflict, and firm value
Family ownership (FO) like OC acts as a proxy of internal governance and helps in aligning the 
interests of ownership and control. Lee and Barnes (2017) show that family controller in the presence 
of an independent board has a positive and significant impact on firm performance. However, in 
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family-controlled firms, family control can increase the chances of the expropriation of minority SH 
and can affect firm value. According to Bloomberg: EXAME magazines (2013), about 80% of 
Southeast Asian companies with a revenue of 1 USD billion or more are owned by controlling families 
(Bjornberg et al., 2014). Levine et al. (2016) in their vintage paper showed that except for Japan, all 
east Asian companies have powerful controllers with significant shareholdings.

According to Hrnjic et al. (2019), many companies in numerous countries are under the control 
of a sole individual or family business. The pyramid structure which organizes firm ownership is 
typically employed in East Asia, Western Europe, and Latin America. According to researcher, 
companies in East Asia including Malaysia enhance their control via the pyramidal structure and 
cross-holdings. The pyramidal structure aims to separate cash flows from voting rights.

The pyramid structure as a tool for maintaining company control devoid of any majority stock 
ownership. The controlling shareholder is the one who controls the management. The authors’ 
view of the minority shareholder is different from that who indicated that the minority share-
holders, that is, the company’s “working control” play a crucial role of mending any significant 
mistakes made by the majority shareholders. Nevertheless, it is difficult to sustain minority control 
particularly in small companies with very few stockholders. Larger companies have wider stock 
distributions which make it harder to remove a controlling minority.

Family control coupled with a pyramid structure appears as the most prevalent form of organi-
zational structure in East Asian economies Dinh and Calabrò (2019). According to Dinh and Calabrò 
(2019), the identity of the controllers has a significant relationship with PP conflict. Therefore, we 
are analyzing whether the family-controlled firms have any relations with the PP conflicts. Levine 
et al. (2016) indicate that family as a controlling shareholder would set their priority on top of the 
other shareholder’s priority. Furthermore, the family may implement strategies that would give 
them benefit as they have large voting power and frequent involvement in management which 
can sometimes negatively affect the firm’s performance. According to Dinh and Calabrò (2019), the 
identity of the controllers has a significant relationship with PP conflict. Therefore, we are analyzing 
whether the family-controlled firms have any relations with the PP conflict.

In most parts of the worlds and especially in emerging and developing economies such as 
south-east Asian countries, the OC coupled with FO has both formal and informal control over the 
CG mechanisms. According to Miller (2018), OC in the form of FO reduces the agency cost by 
aligning the interest of the owners and the managers. The findings are consistent with the 
proposition of Miller (2018) which found that FO among Fortune 500 firms is a key determinant 
of performance. However, the expropriation hypothesis views FO as a source of the expropriation 
of minority SH. Many prior studies (Kuan et al., 2017; Sauerwald & Peng, 2013) have argued that 
the expropriation of minority SH is higher than non-family firms.

Family-owned companies are common in Asia particularly in China, Singapore, Hong Kong, 
Taiwan and Australia. Studies have proven that these family-owned companies demonstrate 
commendable performance. A review of empirical studies carried out on Malaysian firms between 
1999 and 2005 by Sukmadilaga and Ghani (2019) to conclude that family-owned firms have higher 
equity returns than their non-family-owned counterparts. Hence, family-owned firms positively 
affect the firms’ performance. Family-owned firms contribute more than half of the country’s GDP.

The affiliation of family firms in a family group makes the expropriation of the minority SH easier 
and less expensive (Kuan et al., 2017). Rahman and Mansor (2018) claimed group affiliation as one of 
the reasons for expropriation. Copious prior researchers (Kuan et al., 2017; Lozano et al., 2016) 
considered expropriation of minority SH as an antecedent of PP conflict. According to Rahman and 
Mansor (2018), expropriation is a process of gaining self-interest or maximizing self-welfare via the 
abuse of power or control that one has in the company. Authors concluded expropriation as a value 
destruction activity; they further argued that it leads the companies to poor financial management. 
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Rahman and Mansor (2018) studied the expropriation of minority SH by the majority SH in East Asian 
listed firms and argued that expropriation happens in many forms but two of the most prevalent are 
tunneling and propping in the earlier transfer of resources which occur from a smaller firm to a larger 
firm while in the later stage it happens from a larger firm to a smaller firm in a pyramidical ownership 
structure (Hamid et al., 2016). Related party transaction (RPT) is another mechanism in which insiders 
try to expropriate the interests of outside SH via self-dealings (Hamid et al., 2016). Ariff and Hashim 
(2013) argued that RPT, which is a business deal of agreement between two sister concerns or related 
firms, is common in Malaysia. However, the Asian financial crisis in 1997 revealed that these related 
party transactions in Malaysia are value destructive (Ariff & Hashim, 2013).

2.3. Ownership concentration in Malaysia
One of the main features of the corporate sector in Malaysia is the high level of OC and involvement in 
managerial decisions (Zaini et al., 2017). An earlier study by Janang et al. (2018) indicated that the 
Malaysian ownership structure is highly concentrated. Manurung and Kusumah (2017) stated that the 
average shareholding of the 10 largest firms out of the 150 Malaysian Bursa listed firms was 63.52 
with a lower range of 20.04. Meanwhile, managerial ownership was at 9.95% which showed 
a decreasing trend from the prior findings (24%). This indicates that ownership in the Malaysian 
corporate sector is highly concentrated, and that companies are under the control of powerful 
controllers which can direct managers to peruse his/her self-interest at the cost of minority SH.

In the context of East Asian countries, Malaysia is among those with the highest ownership 
concentration in which the top five shareholders owned 58.8% of outstanding shares in 1998 alone 
and 62% between 1996 and 2000. Author reported that 96.76% of companies in Malaysia possess 
high ownership concentrations. In such environment, most of the public-listed firms are under the 
control of major shareholders or primary owners. The majority of the Malaysian owners control 
their companies via indirect shareholdings of a chain of private companies. This means that direct 
shareholdings access alone is not a good indicator of the owners’ actual shareholdings because 
the impact of indirect shareholdings greatly surpasses that of direct shareholdings given the 
preference of the owners to conceal their true ownership via indirect shareholdings. As such, this 
present study ascertains the actual owners of companies manually, that is, by considering the 
accumulation of the company owner’s direct and indirect shareholdings.

Furthermore, in Malaysia, this concentrated ownership is also compounded by cross holdings (Zaini 
et al., 2017). According to Rahman and Mansor (2018), about one-fourth of the Malaysian corporate 
sector is being controlled by 10 families and recently, Al-Jaifi (2017) argued that around 55% of the 
corporations are in control of the controllers and among them in the majority the families are 
controllers. Thus, it is interesting to revisit the agency conflict in the non-financial sector of Malaysia.

3. Methodology
This study used both static and dynamic panel data analysis. The study basically employs panel 
data analytical tools to achieve the set goals of the research. The choice of panel data approach is 
informed by a number of methodological advantages it offers. For example, Etebu (2016) postu-
lated that panel data allow for the exploration of many effects that are otherwise unidentifiable 
using cross-section and time series data. However, it is important to note that panel longitudinal 
data give room for the examination of crucial researchable questions that cannot be covered or 
catered using time series or cross-section data (Brooks, 2019). The panel data analysis is the most 
suitable for capturing the variations of the performance indicators over time. Similarly, it controls 
the individual country-specific heterogeneity as well as the changes in the countries’ operating 
environment as applicable in this study.

Another concern regarding our panel model is the issue of endogeneity. This two-way directional 
relationship is not accounted for in the FE models. Endogeneity could also arise from the deleted 
variables detected by the error term. The FE method employed in this study can address the 
unobservable variables as long as they remain time-invariant (Imai & Kim, 2019). Conversely, time- 
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variant factors would require an estimation methodology that would be able to control the simulta-
neity drivers. This study also employed the Generalized Method of Moments (GMM) which, firstly, 
allowed us to approximate a dynamic model in which the lagged dependent variable is located on the 
right because the off-balance sheet activities tend to be impacted—other than the other variables— 
by activities in the period prior. Secondly, the method used lagged values of explanatory variables in 
both level and differences, to implement the prospective endogenous variables.

The panel data method promotes the observation polling into minor cross-sectional units across 
several time or period intervals. This method allows for more meticulous, wide-ranging, and 
genuine results which are unattainable using other basic analysis like the time series or cross- 
section analysis (Basheer et al., 2019). Below is the general form of the panel model: 

Yit ¼ αit þ βX0it þ εit (1) 

in our case, as our sample is spread over 5 years from 2013 to 2017 and the total number of 
family firms is 420, therefore

i = 1, . . . . . . . . . . . . . . . . . . . . . . . . .420t=1, . . . . . . . . . . . . . . . . . . . . ., 5

and the total number of family firms in the pyramidal structures are identified as 218; therefore, 
in the second case

i = 1, . . . . . . . . . . . . . . . . . . . . . . . . .218t=1, . . . . . . . . . . . . . . . . . . . . ., 5

The error vector is given by 

εit ¼ vit þ uit (2) 

wherevitthe individual is each industrial companies’ effect anduitis the normal distribution error. 

FVit ¼ α0 þ α1PPit þ α2FOit þ α3Liqit þ α4Levit þ α5Sizeit þ εit (3) 

Having a dynamic specification of our model besides the conventional static FE models is useful 
to account for the autocorrelation that arose from using the lagged dependent variable at the 
right-hand side. The dynamic model is specified as follows: 

yit ¼ α1yit� 1 þ α1xit þ α2wit þ εi;t (4)  

εi;t ¼ Ui þ Vi;t (5) 

whereas yit� 1 is one period lagged FV, xitincludes strictly exogenous regressors, wit includes 
endogenous regressors, all of which may be correlated with Ui, the unobserved individual effect. 
First-differencing the equation removes the Ui and the associated omitted-variable bias.1

For certain models, the AR (2) in GMM difference captures the occurrence of second-order serial 
correlation. In such cases, the models are re-estimated by means of the system GMM, which 
employs the lagged values of the explanatory variables in both levels and differences, to imple-
ment the possible endogenous variables. The system GMM estimator has been proven to have 
a better performance than the initial differenced GMM estimator in the Monte Carlo simulations 
where there was a high persistence among the variables (Bjorvatn & Farzanegan, 2013).
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3.1. Measuring the severity of the PP conflict
In Malaysia (Downs et al., 2016) and other East Asian countries (Habib et al., 2017), individual- 
related party transactions or those in combination of loan guarantee and labor redundancy (as 
a unique measure of the costs of political control) have been studied as a measure of expropriation 
of minority SH. However, Ducassy and Guyot (2017) in their study on a sample of European firms 
have constructed a synthetic measure of the severity of the PP conflict. In doing so, they included 
a set of variables which are shown to be linked to the severity of agency problems. Using the factor 
loading of these variables, they measured the severity of PP conflict in Malaysia and subsequently 
multiplied the dummy variable of OC that they construed as a variable of PP conflict. Following the 
study of Ducassy and Guyot (2017), we used the principal factor analysis to construct the PP 
conflict and to gauge its severity; the score is multiplied by the mean of the OC. The means of the 
variables used in the construction of the severity of the conflict are shown in Table 1.

The values in the table indicate that 67% of Malaysian family firms are being controlled by the 
controllers and almost 52% are being controlled by the controlling owing 10% or more shares. The 
correlation of these tables is shown in Table 2. All the variables except for dividend are significantly and 
positively correlated whereas the dividend is significantly and negatively correlated with each variable.

In Table 3, the results of the factor analysis obtained through the tetrachoric correlation are 
reported. We find the eigenvalue of one factor of both the family-owned firms and family-owned 
business structures to be more than one. According to Ducassy and Guyot (2017), the threshold 
value is set as 1. As the factor loadings of all the factors were above the threshold value and based 
on the recommendation, all the factors were hence included in the final analysis.

The final analysis in measuring the PP conflict entails measuring its severity. Based on the recom-
mendations of Ducassy and Guyot (2017), we constructed a dummy which gives equally to zero if the 
OC of a firm in the sample is less than or equal to 20%. For the computation of the severity of the PP 
conflict, we multiplied the value of the OC of the firms by more than 20% with the factor scores shown 
in Table 3. The results in Table 4 confirm the severity of the PP conflict as the mean values of each year 
is higher than the highest mean values reported by Ducassy and Guyot (2017). The results also 
provided support to our proposition that the PP conflict is more severe in family-owned pyramidal 
structures.

4. Data analysis and research findings

4.1. Descriptive analysis
The descriptive statistics of the study variables are provided in Table 5. The sample’s general 
characteristics are revealed by presenting the minimum, maximum, mean and standard deviations 
derived from the 2013 to 2017 unbalanced panel data.

4.2. Correlation analysis
An examination is carried out on the bivariate correlations between the explanatory variables to 
determine the highly correlated independent variables that lead to the emergence of multicollinearity. 
The Pearson correlation matrix which measures the study variables’ degree of relationship is shown in 

Table 1. Means of the variables used in the principal factor analysis
Variable Largest Second_10 Dual 

Class
CF 

Voting
Dividend

Family-Owned Firms 0.57 0.42 0.36 0.53 36.40

Family-Owned Pyramidal Business 
Structures

0.73 0.56 0.47 0.77 33.70
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Table 6. The relationship between ROA and Tobin’s Q showed the highest correlation coefficient with 
a value of 0.830.

Generally, the panel data models can be categorized into two types, that is, static and dynamic. 
The major difference between these two models is that the static model does not contain any 
lagged dependent variable and that they are more advanced and robust than a static model. In 
the following section, we discuss these two models in further detail. The fixed effect model is 
a model that shows the difference in intercepts for different entities with constant slope across 
entities and time. It can be a one-way entity fixed effect, a one-way time fixed effect, or a two-way 
fixed effect (entity and time) (Minviel & Latruffe, 2017). The most often used methods are the Least 
Square Dummy Variable Estimator (LSDV) for a small amount of entities and the Fixed Effect 
Estimators (FEE) for large amount of entities (Minviel & Latruffe, 2017).

For the selection of the most appropriate estimates, we used several diagnostic tests (see Table 
7). Firstly, the White Heteroscedasticity test was used to capture the heteroscedasticity issues in 
our aggregate model.

The Bresuch Pagan LM test was used to decide between the pooled OLS and Random effects 
estimations. The test examines whether the pooled OLS method yields a BLUE estimator that is free 
from autocorrelation, meaning that the cross-sections’ specific term is equal to zero. The LM test 
results presented in Table 7 postulate that the random effects model is preferred over the pooled OLS. 
The next step is to choose between the fixed and random effects model. In this regard, the Hausman 
specification test is used to compare the fixed effect estimator µ1 with the random effect estimator µ2 

(Smith, 2019). The null hypothesis is that estimator µ2 is an efficient and unbiased estimator of the 
true parameters. If this is the case, there should be no systematic difference between the two 
estimators. The results in Table 7 imply the rejection of the null hypothesis and that the fixed effects 
model is favored. The Arellano–Bond test for zero autocorrelation is estimated in the GMM analysis of 
the work and the results are reflected in the following table. We tested the cross-sectional depen-
dence for each model using the Pearson test. The test results show that cross-sectional dependence 
exists between the cross-sections. With balanced panel data sets, we can use the Feasible 
Generalised Least Squares (FGLS) and the Panel Corrected Standard Error (PCSE). But since our 
panel data sets are unbalanced, we used the robust and clustering option for every model. We 
clustered the data across banks (Kouassi & Setlhare, 2016).

4.3. Analysis
The econometric analysis began with the panel dataset pooling and estimation using the OLS 
regression. However, OLS disregards the data’s panel structure and the countries’ heterogeneities, 
whereby all the observations are treated as a single sample hence yielding an estimator that is 
biased and unreliable. The pooled OLS was found to be an unsuitable estimation method by the 
Breusch–Pagan Lagrange multiplier test. The panel fixed effect (FE) was used to fix the biasness 
produced in the pooled OLS estimator by taking into account each country’s distinct nature and 

Table 2. Correlation between the variables used in the principal factor analysis
Sample Family-Owned Firm Family-Owned Pyramidal Business 

Structures
Variable 1 2 3 4 5 1 2 3 4 5

Largest 1 1.00 1 1.00

Second_10 2 0.45** 1.00 2 0.57** 1.00

Dual Class 3 0.75** 0.47** 1.00 3 0.83** 0.56** 1.00

CF Voting 4 0.85** 0.54** 0.52** 1.00 4 0.97** 0.69** 0.64** 1.00

Dividend 5 −0.64** −0.43** −0.43** −0.56** 1.00 5 −0.77** −0.58** −0.57** −0.71** 1.00

Basheer et al., Cogent Economics & Finance (2021), 9: 1926617                                                                                                                                       
https://doi.org/10.1080/23322039.2021.1926617                                                                                                                                                       

Page 9 of 18



Ta
bl

e 
3.

 F
ac

to
r s

co
re

s 
of

 t
he

 v
ar

ia
bl

es
 u

se
d 

in
 t

he
 p

rin
ci

pa
l f

ac
to

r 
an

al
ys

is
Fa

m
ily

-O
w

ne
d 

Fi
rm

Fa
m

ily
-O

w
ne

d 
Py

ra
m

id
al

 B
us

in
es

s 
St

ru
ct

ur
es

Va
ria

bl
e

La
rg

es
t

Se
co

nd
_1

0
Du

al
 C

la
ss

CF
 V

ot
in

g
Di

vi
de

nd
La

rg
es

t
Se

co
nd

_1
0

Du
al

 C
la

ss
CF

 V
ot

in
g

Di
vi

de
nd

0.
77

0.
37

0.
47

0.
64

−0
.7

1
0.

83
0.

43
0.

53
0.

87
−0

.8
5

Ei
ge

nv
al

ue
2.

37
2.

53

Va
ria

tio
n 

Ex
pl

ai
ne

d
0.

83
0.

89

Basheer et al., Cogent Economics & Finance (2021), 9: 1926617                                                                                                                                       
https://doi.org/10.1080/23322039.2021.1926617

Page 10 of 18



Ta
bl

e 
4.

 T
he

 a
nn

ua
l v

al
ue

 o
f t

he
 s

ev
er

ity
 o

f P
P 

Co
nf

lic
t

Fa
m

ily
-O

w
ne

d 
Fi

rm
Fa

m
ily

-O
w

ne
d 

Py
ra

m
id

al
 B

us
in

es
s 

St
ru

ct
ur

es
Ye

ar
20

13
20

14
20

15
20

16
20

17
20

13
20

14
20

15
20

16
20

17

Se
ve

rit
y 

of
 

PP
 C

on
fli

ct
0.

49
0.

45
0.

46
0.

47
0.

48
0.

59
0.

56
0.

57
0.

54
0.

57

Basheer et al., Cogent Economics & Finance (2021), 9: 1926617                                                                                                                                       
https://doi.org/10.1080/23322039.2021.1926617                                                                                                                                                       

Page 11 of 18



the control for the unobserved heterogeneity which is persistent over time and linked to the 
dependent variable (Brooks, 2019). When used on a model with a lagged dependent variable, 
the pooled OLS begins to develop correlations with certain individual effects which are potentially 
residual-prone.

Consequently, it produces inconsonance and biased results because of the correlation and indivi-
dual specific effects. Therefore, the individual specific effects and their correlation with the lagged 
variable set a limitation for the pooled OLS. The fixed effect method offers a solution for the individual 
effect problem. However, the correlation with the lagged-dependent variable with residuals remains 
an issue. Erban and Chapman (2019) argued that while fixed effect provides a solution for the 
individual effect problem, for idiosyncratic errors it is highly sensitive to serial correlation, normality, 
and heteroscedasticity. Erban and Chapman (2019) further argued that random effects also suffer 
from correlation issue which leads to inconstancy and biases. Thus, we can argue that in order to 
solve the endogeneity issue, more advanced panel data techniques such as GMM can be used.

Issues like the correlation between the lagged-dependent variable and residual, endogeneity 
and unobserved heterogeneity raise doubts about the robustness of the fixed and random effect 
models. The GMM estimation, derived by Peters and Taylor (2017), offers a solution to the issues of 
fixed and random effect models. It is a dynamic and single left-hand side variable which depends 
on its past realizations. The estimation developed by Peters and Taylor (2017) is termed as 
difference GMM estimator as it uses all the accessible lagged values of the dependent variable 
and exogenous regressors. It uses the lagged values of the exogenous regressor as instruments.

Meanwhile, Peters and Taylor (2017) criticized the GMM difference estimator and claimed it to be 
an inefficient and weak instrument. To support their criticism on the difference GMM estimator, 
they developed a system GMM estimator which along with the lagged difference includes the 

Table 5. Descriptive statistics
N Minimum Maximum Mean Std. Deviation

Tobin0sQ 420 0.09 7.13 0.92 0.54

ROA 420 −0.53 0.57 0.13 0.13

PP 420 0.00 3.06 0.32 0.322

FO 420 0.210 0.99769 0.4048 0.188

Liq 420 0.00091 0.48963 0.1090 0.263

Lev 420 0.02000 0.96923 0.4918 0.225

Size 420 15.23 22.45 17.282 0.383

Valid N (listwise) 420

Table 6. Correlation analysis
1 2 3 4 5 6 7

Tobin0sQ 1 1

ROA 2 0.830*** 1

PP 3 −0.0257** −0.2483** 1

FO 4 −0.0810* 0.1188** 0.8929*** 1

Liq 5 0.1456** −0.4363* 0.1129 0.0579* 1

Lev 6 0.1308* −0.2847** −0.0828 0.0674* −0.0882 1

Size 7 0.2342** 0.3253*** 0.4212* 0.3214* −0.4352* 0.7653** 1
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lagged levels. Abrigo and Love (2016) argued that both the GMM difference and the GMM system 
offer solutions to problems with the fixed and random effect models. However, Abrigo and Love 
(2016) had earlier argued that compared to the difference GMM estimator, the system GMM 
estimator yields more reliable and accurate solutions. The advantage of panel data analysis over 
other techniques include the reduction of collinearity among the independent variables and the 
increased number of observations and degree of freedom; improved efficiency for the econo-
metrics estimation while taking into account the heterogeneity of the variables as well as their 
suitability for studying dynamics changes in a firm or industry (Brooks, 2019).

The results of the GMM and the fixed effect of Equation 3 are given in Table 87. For firm value, we 
used the two measures, namely, Tobin’s Q and return on asset (ROA). The results of the study as 
reported in Table 8 reveal the fact that PP conflict has a negative relationship with firm value in 
both measures. The results provide support to the expropriation hypothesis, which argues that 
family firms owned by controllers owing more than 20% stakes are more vulnerable to the 
expropriation of minority SH wealth (Liew et al., 2015).

Table 7. Various tests to determine the most appropriate panel data estimates for the 
aggregate model
Statistics Prob>chi2 

Prob>z
Breusch and pagan test/autocorrelation test 0.0000

White Heteroscedasticity test 0.0000***

Hausman test 0.0003**

Arrelano-Bond Test 0.210

Pesaran 0.0000

Table 8. The regression results of equation 3 (Family-owned Firms)
Family-owned Firms

Tobin’s Q ROA Tobin’s Q ROA
3 3 3 3

Lag(Q) - - 0.93*** -

(3.23)

Lag (ROA) - - - 0.23**

(1.91)

PP −0.43* −0.71** −0.61* −0.52***

(1.98) (2.01) (1.98) (0.182)

FO −0.56* −0.73 −0.83** −0.79***

(1.78) (0.95) (1.93) (2.08)

Liq −0.02 −0.14 0.20 0.13**

(0.87) (0.93) (0.56) (1.87)

Lev 0.124* 0.218** 0.218** 0.218***

(1.87) (2.10) (2.10) (3.88)

Size 0.482* 0.876** 0.736** 0.876**

(1.87) (2.12) (2.03) (3.24) ***

R-square 0.663 - 0.732

AR (1): p-value 0.212 0.132

No. of groups 420 420 420 420

Basheer et al., Cogent Economics & Finance (2021), 9: 1926617                                                                                                                                       
https://doi.org/10.1080/23322039.2021.1926617                                                                                                                                                       

Page 13 of 18



FO also has a negative relationship with firm value, and the findings are consistent with the prior 
findings of Yoong et al. (2015). The negative relationship between FO and firm value rejects the 
traditional conceptualization of the agency theory and confirms the presence of PP conflict. The 
control variables of the current study also have a significant relationship with firm value.

If our GMM model is an identified model, meaning that there is only one instrument per each 
endogenous variable. In this case, we cannot test for the over identification restrictions and we do not 
need to report the Sargan test (Sargan, 1958). Since we are estimating a dynamic model that 
incorporates endogenous variables; thus, this model is strongly believed to contain autoregressive 
errors’ structure. Having signs of autocorrelations means that the used instruments are not valid and 
the GMM estimator is no longer consistent. We report GMM test of autocorrelation that examines 
whether the used instruments in the differenced equation are correlated with the error term or not. 
The test has a null hypothesis of no autocorrelation. Two statistics are reported under this test, the 
test for AR (1) process in first differences that is expected to reject the null hypothesis 
sinceΔei;t ¼ ee;t � ei;t� 1andΔei;t� 1 ¼ ee;t� 1 � ei;t� 2andbothhaveee;t� 1 . The second result, which is 
more important, examines AR (2) in first difference and detects the second-order serial correlation. 
In general, the rule of thumb in the lag length selection is to keep the number of instruments less 
than the number of groups and to accept the null hypotheses of the two previously explained post- 
estimation tests that ensure that the used instruments are valid and exogenous.

The results of the family-owned pyramidal business structures are shown in Table 9. The 
P-P conflict and family ownership both are in negative and significant relationship with the value 
of the Malaysian family-owned pyramidal business structures. In addition, the significant value of 
lagged coefficient is providing support to the notion that the GMM is a robust measure as it 
basically indicates that the loss of observation during GMM estimation had no effect on the 
findings. From the significant coefficient one should take into account the persistency of firm 
value while explaining the impact of the PP conflict and family ownership.

Table 9. The regression results of equation 3 (Family-Owned Pyramidal Business Structures)
Family-Owned Pyramidal Business Structures

Tobin’s Q ROA Tobin’s Q ROA
3 3 3 3

Lag(Q) - - 0.281*** -

(2.91)

Lag (ROA) - - - 0.23**

(1.91)

PP −0.63*** −0.31* −0.52** −0.52***

(3.18) (2.27) (3.12) (2.182)

FO −0.46*** −0.73* −0.52** −0.46***

(3.22) (1.95) (2.34) (2.19)

Liq −0.26** −0.14* 0.27** 0.37***

(2.21) (1.98) (2.16) (2.87)

Lev 0.27** 0.227** 0.31** 0.41***

(2.71) (3.12) (2.87) (2.78)

Size 0.31** 0.721*** 0.52* 0.71**

(2.91) (2.97) (1.92) (3.68) ***

R-square 0.673 - 0.781

AR (1): p-value 0.129 0.169

No. of groups 420 420 420 420
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The Mann–Whitney test is used to compare the results of family firms and family firms in 
pyramidal business groups. The results simply accept the null hypothesis that there exists 
a significant difference between family firms and family-owned firms in pyramidal structures 
hence confirming the null hypothesis.

5. Conclusion
The CG literature in emerging economies is fairly well developed now. After the 1997–98 financial crisis 
and subsequent events of Enron and world.com, ASEAN economies conjectured the necessity of legal 
reforms to govern the corporate sector. In doing so, they adopted the Anglo-American capital market 
form of CG. However, due to the idiosyncratic institutional environment, researchers later emphasized 
that the convergence of the emerging economies’ CG system with those of the Anglo-American is not 
necessary. OC in emerging economies, like in the developed ones, plays a significant role in mitigating 
traditional principal-agent conflict, but it demands the researcher to reshape the agency theory for 
emerging PP conflict issues (Lozano et al., 2016). In fact, for the past three decades, CG practices have 
been deemed as a solution for traditional PA conflict, and OC as an internal mechanism in assuaging 
owner-manager conflict (Lozano et al., 2016). Hence, the new stream of research is a prerequisite in 
exploring the ambiguous roles of OC in mitigating and exacerbating agency problems (Sheikh & 
Qureshi, 2017).

Due to the traditional conceptualization of the agency theory, the principal-agent conflict has been 
the subject of debate for many decades. However, many recent researchers (Kuan et al., 2017; Lozano 
et al., 2016; Renders & Gaeremynck, 2012) on CG have shifted their focus away from the traditional 
conceptualization of the agency principal-agent conflict to a relatively new conceptualization of 
agency conflict which is termed as PP (PP) conflict. The PP conceptualization of the agency theory 
views OC as a reason for another agency conflict between the controlling SH and minority SH.

The prime objective of the current research is to trace the nature of agency conflicts in family- 
owned pyramidal business groups in corporate Malaysia and how they affect firm value. It is argued 
that the PP conflict is more severe in firms operating under family-owned businesses. The final 
sample of 420 firms listed on the Bursa Malaysia was chosen for the analysis. The results of the 
current study provide support to the hypothesized results that the PP conflict is severe in family- 
owned groups and has a significant effect on firm value. The findings of the current study also confirm 
that PP conflict is prevalent in Malaysia and support earlier evidence regarding the expropriation of 
minority SH rights as reported in studies carried out on samples of non-financial Malaysian firms. 
Instead of relying on traditional methods for measuring PP conflict, the current study employed 
a synthetic measure to gauge this conflict.

The GMM and fixed effect estimates are used to achieve the research objectives. The results of the 
current study show agreement with the expropriation hypothesis. The two-sample Wilcoxon rank- 
sum (Mann–Whitney) test was used to determine the difference between family-owned firms and 
family-owned firms in pyramidal business. The null hypothesis is accepted which indicates that the 
impact of PP conflict on family firms is different from that of the pyramidal business groups. This is 
also in line with our measure of PP conflict severity, which is high in pyramidal family firms. Overall, 
the results provided support to the expropriation hypothesis. Thus, the findings of this study also 
confirm the view that in family-owned Malaysian firms, the ethical dilemmas of wealth expropriations 
do exist and are more intense in the pyramidal family-owned business structures. Having controlling 
shareholders in a firm could lead to the expropriation of the minority shareholders. Greater control-
ling power means that the minority shareholders are less protected (Levine et al., 2016). In Malaysia, 
minority shareholder protection is very weak. A controlling shareholder also weakens the board’s 
ability to make decisions. With concentrated shareholdings, there is a lower possibility of aggressive 
coups and pressures for the board and management to achieve a better performance. Concentrated 
ownership has been proven to devaluate a company. The controlling shareholder is predisposed to 
making self-serving decisions such as making irrational dividend payments and investing in risky 
projects detrimental for the firm. The study has examined the non-financial family-controlled firms. 
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However, another study with different controlling shareholders such as government is recommended. 
Similarly, it is recommended to examine the direct and indirect impact of financial decision on the PP 
conflict and firm value relationship.
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