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Abstract

The purpose of this study is to examine how the characteristics of family firms affect stock
price crash risk. Prior studies argued that the opacity of information due to agency problem
causes a plunge in stock prices. The governance characteristics of family firms can increase
information opacity which leads to crash risk. Therefore, this study verifies whether family
firms have a high possibility of stock price crash risk.

We use a logistic regression model to test the relationship between family firms and stock
price crash risk using listed firms listed on the Korean Stock Exchange during the fiscal
years 2011 through 2017. The family firm is defined as the case where the controlling
shareholder is the chief executive officer or the registered executive. If the controlling
shareholder's share is less than 5%, it is not considered a family business.

We found that family firms are more likely to experience a plunge in stock prices. This
supports the hypothesis of this study that passive information disclosure behavior and
information opacity of family firms increase stock price crash risk.
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Table 1. Sample Selection

Number of samples

Firm-year samples from KOSPI listed firms

during the period 2014-2017 3732

(Less) Non-december firm-year samples (440)

(Less) Financial service firm-year samples (72)

(Less) Firm-year samples with not financial data
and with Insufficient data in stock data (1,523)
Final sample size used for analysis 1,697
Table 2. Descriptive Statistics (N = 1,697)
Variable Mean j:/?:t?gg Minimum Median Maximum

CRASH 0.115 0.320 0.000 0.000 1.000
FAMILY 0.791 0.407 0.000 1.000 1.000
GROUP 0.258 0.438 0.000 0.000 1.000
ABSDA 0.045 0.044 0.001 0.032 0.237
SIZE 26.321 1.598 23.451 25.965 30.878
LEV 0.407 0.211 0.035 0.398 0.937
MB 1.398 1.319 0.204 0.979 7.797
ROA 0.019 0.076 -0.361 0.024 0.228
DTURN -0.001 1.539 -8.973 0.000 11.626
SIGMA 0.050 0.024 0.015 0.044 0.150
RET -0.150 0.169 -1.137 -0.098 -0.011

Notes: Variable definitions

= Dummy variable; 1 if a firm experiences crash risk at least once during the fiscal

CRASH year, and 0 if otherwise.
FAMILY = Dummy variable; 1 if a firm belongs to family firm, and 0 if otherwise.

= Dummy variable; 1 if a firm belongs to enterprise group subject investment, and 0
GROUP . .

if otherwise.

ABSDA = The absolute value of discretionary accruals estimated through Kothari, Leone and Wasley(2005)'s.
SIZE = The logarithm of market value
LEV = The ratio of the total debt to total assets
MB = The ratio of the book value to market value of equity
ROA = The ratio of the net income to total assets
DTURN = The average of monthly stock trade turnover ratio
SIGMA = The standard deviation of firm-specific weekly return

RET = The average firm-specific weekly return multiplied by 100



Table 3. Correlation Matrix (N = 1,697)

Asrn FEEdY 83

FAMILY GROUP ABSDA SIZE LEV MB ROA DTURN SIGMA RET

CRASH 0.054 -0.032 -0.012 -0.046 0.031 0.045 -0.065 0005 0051 -0.057
(0.025) (0.188) (0.626) (0.0606) (0.208) (0.0643) (0.0075) (0.8281) (0.0348) (0.019)

FAMILY -0.332 -0052 -0274 -0.147 -0.102 -0.011 -0.006 -0.028 0.030
(<.0001) (0.0335) (<.0001) (<.0001) (<.0001) (0.6507) (0.8005) (0.2509) (0.2177)

GROUP -0.025 0559 0130 -0.055 0.039 0.017 -0.148 0.154
(0.3132) (<.0001) (<.0001) (0.0237) (0.1043) (0.4914) (<.0001) (<.0001)
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ROA (0.0251) (<.0001) (<.0001)
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SIGMA (<.0001)

Notes: 1. Variable Definitions: Refer to Table 2.
2. Values in parentheses are p-values.
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Table 4. Family Firms and Stock Price Crash Risk

Dependent Variable

Variables CRASH
coefficient z-value
Intercept 0.069 0.0013
FAMILY 0.470 4.1892**
GROUP 0.269 1.1219
ABSDA -1.463 0.5797
SIZE -0.106 2.1484
LEV 0.260 0.4145
MB 0.147 5.4505**
ROA -1.892 3.2597*
DTURN -0.019 0.1784
SIGMA -9.110 0.6674
RET -1.647 1.293
Year Dummies Included
Industry Dummies Included
Likelihood Ratio 454477
Pseudo R? 0.037
Sample Size 1,697

Notes: 1. Variable Definitions: Refer to Table 2.
2. ** * and * represent significance at the 1%, 5%, and 10% levels, respectively.
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