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Abstract: Despite the importance and uniqueness of the family firm, there are a limited number of
studies worldwide exploring how family firms are exposed to the phenomenon of the underpricing of
initial offerings when go public. The aim of this paper is to study if the family nature of a company
translates into a difference in the valuation of its Initial Public Offering (IPO) compared to non-family
firms. The results show that, in the Spanish Stock Exchange, family firms experience underpricing in
its initial offers, but this is significantly lower than the underprincing of non-family firms.
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Glossary

BME: Bolsas y Mercados Espanoles SA

CEO:  Chief Executive Officer

CNMV: Comision Nacional del Mercado de Valores

IPO: Initial Public Offering

FF: Family Firm

GDP:  Gross Domestic Product

MLOT: Money left on the table

NFF: Non-family firm

OCEOQO: Percentage of Ownership held by the Chief Executive Officer before going public

OLS: Ordinary Least Squares

ORPO: Percentage of Ownership Retained by the pre-IPO Principal Owners after going public

OSCEOQ: Percentage of Ownerhsip sold by the Chief Executive Officer in the IPO in relation to the
total number of shares included in the IPO

PO: Primary Offering

PPO: Ratio of Participation in the offer of the pre-IPO Principal Owners

QCA:  Qualitative Comparative Analysis

R Market return in the first day of trading

RBV: Resource-Based View

ROA:  Return On Asset

ROE:  Return On Equity

SABI:  Sistema de Analisis de Balances Ibéricos database

SO: Secondary Offering
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I. Introduction

There are several studies that highlight the importance of family firms in the majority of developed
economies and their contribution to the economic and social levels.! The significance of the family firm
in the economy is not the only reason that justifies the need to research on the different aspects that
characterize this type of business. In addition, there is consensus in the literature that there are
differences in the management style of the family firm compared to businesses administered by
professionals outside a family group (Daily and Dollinger, 1991); (Habbershon and Williams, 1999);
(Chrisman et al, 2003); (Zellweger et al., 2010). Family firms are unique as they are the result of the
interaction between three independent and overlapping subsystems: family, ownership and business
(Gersick et al.,, 1997). Consequently, it is necessary to analyse how the idiosyncrasy of the family firm
is translated into different behaviours and results when compared to the non-family firm. In this sense,
different theoretical approaches, like Agency Theory and the Resource-Based View (RBV) are used to
explain the positive and negative aspects that distinguish and shape the unique nature of family firms.

There has been a growing interest in the study of family firms that has led to a significant body of
knowledge. However, several authors in their reviews on the current state of the field of research on
family firms have indicated that gaps still exist.2 Accordingly, there is a lack of research on one of the
major financial challenges faced by the family firm, namely, access to capital markets and, more
specifically, on the exposure of the family firm to the anomalies that occur when a firm goes public by
an Initial Public Offering (IPO), such as the underpricing of the initial offering of shares.

The literature dealing with going public through an initial offering of shares has revealed the existence
of a generally observed phenomenon, namely, the underpricing of this initial offer. This means that
usually, when a company goes public, its initial public offering is carried out at a price lower than its
market value. This event has been widely studied from both theoretical and empirical perspectives, but
it remains an unresolved issue. However, there is a lack of studies worldwide exploring the effect of
the family nature of the ownership structure on the valuation of IPO. The specific and idiosyncratic
features of the family firm may result in lower uncertainty about its value. In this sense, family firms are
characterised, among others, by a long-term orientation, a greater risk aversion, a greater involvement
of the owner family in the management of the firm and greater reputation. All these features may lead
investors to perceive a lower uncertainty about the value of family firms at the time of going public
and, therefore, a lower underpricing would be necessary in the framework of the theories based on
the existence of information asymmetries.

Therefore, the objective of this work is to provide new empirical evidence on whether family
businesses show differences in the valuation of their IPO with respect to non-family companies. This
may be the first study to analyse the effect of the family nature of the ownership structure on IPO
valuation in the Spanish Stock Exchange. The degree of ex-ante uncertainty for IPO in the Spanish
capital market is lower than in other countries due to its specific characteristics. According to Alvarez
and Lopez-lturriaga (2018), Spanish stock markets are not as developed as Anglo-Saxon stock markets,
so that, firms which go public are usually more mature and well known and there is a long period prior
to IPO registration, in which issuing firms are allowed to disclose information regarding its value. In
addition, Spanish IPO market has a high number of family firms. So, this market can offer different
results from other countries.

The underpricing in a sample of family and non-family firms that went public through an initial offering
of shares in the Spanish capital market in the period from 1994 to 2012 is analysed. The results confirm
the existence of a significant underpricing, regardless of the nature of the firm, although, on average, it
is significantly lower in family firms. Consequently, they access the Spanish Stock Exchange bearing a
lower risk of adverse selection.

! See, among others, the works of Shleifer and Vishny (1986), La Porta et al. (1999), Faccio and Lang (2002),
Anderson and Reeb (2003) and Sacristan and Gémez (2006).
2 See, among others, the works of Debicki et al. (2009), Chrisman et al. (2010), Litz et al. (2012), Yu et al. (2012)
and James et al. (2012).
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The remainder of this work is structured as follows. Section 2 presents the theoretical basis and the
hypotheses to be tested. The sample and its characteristics are explained in Section 3. Section 4 sets
out the results obtained. Finally, the main conclusions of the study are presented in section 5.

2. IPO underpricing in family firms

It has been observed that generally when a company goes public through an IPO, a discount price is
offered, so that the investors who subscribe shares in the initial offering get abnormally positive stock
market returns in the short-term. It has been identified as the phenomenon of underpricing and has
attracted the interest of researchers in developing theoretical models that explain the anomaly. 3 Stoll
and Curley (1970), Mc Donald and Fisher (1972), Logue (1973), Reilly (1973) and Ibbotson (1975) were
the first works that documented this phenomenon. Ibbotson (1975) pioneered a list of possible
explanations for underpricing and was followed by other early works such as Ritter (1984, 1987), Rock
(1986), Beatty and Ritter (1986) and Welch (1989), with explanations that have been formally studied
by numerous authors in later works. Ljungqvist (2007) groups such theories into four blocks;
asymmetric information models, theories based on differences in the institutional features relating to
stock markets across countries, theoretical approaches that consider the objectives of ownership and
control pursued by the issuing firm, and models of behaviour. But there is still an open debate to
answer the question why in an |IPO shares are sold at a discount rather than a supposedly fair value.
According to Ljungqvist (2007) empirical evidence supports the view based on asymmetric information
as the main cause of underpricing.

Asymmetric Information models are based on the assumption that at least one of the parties involved
in a transaction has a higher level of information than the others, which means that its pricing may not
be fair. Accordingly, in relation to IPO, some researches deal with the informational frictions between
the issuing firm and the investors (Welch, 1989), while others focus on the agency problem that exists
between the issuing firm and the financial mediating agent (Baron, 1982). Yet another part of the
literature looks at the fact that all investors do not have the same level of information (Rock, 1986),
(Benveniste and Spindt, 1989).

Regarding family firms, they are characterised, among others, (i) by a strong sense of long-term mission
and objectives (Dreux, 1990), (Moscetello, 1990); (ii) by a less sensitivity to economic cycles and
greater stability Ward, 1997); (iii) by the provision of “human capital”, “patient financial capital” and
“survivability capital” (Sirmon and Hitt, 2003); (iv) by a stronger network of relationships with suppliers,
clients and other stakeholders (Lyman, 1991) which translates into high ability to communicate firm
value and so, better image and reputation (Lyman, 1991), (Tagiuri and Davis, 1996), (Ward and Aronoff,
[991). Moreover, as indicate by Croci et al. (201 1), the family firm is generally considered to be more
risk averse than the non-family firm, since a significant part of the wealth of the shareholders, who also
manage the business, is exposed to the specific risk of the business and, therefore, managers are more
likely to adopt conservative investment policies. Several studies have found that family firms
underinvest in R&D (Chrisman and Patel, 2012), (Chen and Hsu, 2009), (Gomez-Mejia et al., 2014),
(Munoz-Bullon and Sanchez-Bueno, 201 1) and therefore have less information asymmetries (Gomez-
Mejia et al., 2014). Therefore, all these features may lead to investors to perceive a lower uncertainty
ex-ante about the value of family firms at the time of going public and, thus, a lower underpricing would
be necessary. Thus, based on RBV, these family firm attributes can translate into a competitive
advantage on IPO valuation when it decides to start trading on the stock market.

On the other hand, several works based on Agency Theory and/or RBV (McCounaghy et al., 1998),
(Anderson and Reeb, 2003), (Villalonga and Amit, 2006) have provided empirical evidence that family
firms overperform non-family firms, and thus more value is attributed to the family firm compared to
the non-family firm. Therefore, whether this premise is true and thus the family involvement in a
company is perceived as a sign of the high quality of it, the family business would not need to draw on
the IPO underpricing to signal its good quality.

3 A summary of the studies on the underpricing in Initial Public Offering (IPO) from different countries can be
found in Loughran et al. (1994), with updates at http://bear.warrington.ufl.edu/ritter/pbritter.htm and in Ritter
(2003).
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However, research on the influence of the family nature of the ownership structure on the valuation
of IPO is scarce and offers non-definitive results. Previous studies are Leitterstorf and Rau (2014) on
Germany, Schmid and Jithendranathan (2012) on the USA, Mroczkowski and Tanewski (2005) on
Australia, Ding and Pukthuanthong-Le (2008) on Taiwan, Durukan (2006) on the Turkish market,
Hearn (201 1) on the markets of North Africa, and Yu and Zheng (2012) for Hong Kong. They found
family firms experience underpricing in its initial share offering; but, with the exception of Leitterstorf
and Rau (2014) and Yu and Zheng (2012), it is significantly lower than non-family firms. To the best of
our knowledge, this is the first study to analyse the effect of the family nature of the ownership
structure on |IPO valuation in the main Spanish stock market.

Accordingly, the following hypothesis is made:

H: Family firms need to underprice IPO less than non-family firms.
3. Sample and features

The sample of our study consists of those firms that went public in the Spanish Stock Exchange over
the period 1994-2012 through an initial offering of shares. In order to homogenize the sample, of the
72 initial offerings that occurred in our market in this period, those carried out in the process of
privatization of public enterprises have been excluded, since the underlying motivations for carrying
out the offer differ from those of private companies.# Furthermore, those made by financial institutions
are not considered, nor the IPO of two foreign companies in the Spanish Stock Exchange. As a result,
the final sample for our analysis consists of 56 initial offerings carried out in the Spanish Stock Exchange
in the period 1994-2012. It should be noted that 7 initial offerings are primary offerings (PO), and
therefore funds are provided to the firm by selling new shares, 28 are secondary offerings (SO), that
is, old shares offerings, and 20 are mixed offerings.>

The data on the initial offers have been obtained from the prospectuses requested to companies that
applied to be admitted to trading. They are available through the website of the Spanish Exchange
Commission, the Comision Nacional del Mercado de Valores (CNMV) for the initial offerings made
from the second half of 1998.6 Accounting and financial data come from the SABI (Sistema de Andlisis
de Balances Ibéricos) database and stock data were acquired from Bolsas y Mercados Espanoles SA
(BME). In addition, to extract more data related to the ownership structure of the firms, annual financial
and audit reports deposited by firms in the CNMV were conducted.

For the purpose of the study, the total sample was divided into two groups based on the family or non-
family nature of the firm. To do this, a company is defined as a family firm if members of one or more
families have a stake in the ownership and in the rights of control of at least 50%, which classifies the
total sample into 23 initial offerings of family firms (FF) and 33 initial offerings of non-family firms (NFF).7
Although it has not been demanded as an a priori requirement, all firms in the sample that have been
classified as family firms have at least one family member in some position on the Board of Directors
and/or senior management.

Table | shows the characteristics of the total sample, as well as the family and non-family subsamples,
in the year prior to going public. Interestingly, in the mean and the median, the family firm is significantly
more profitable than the non-family firm, regardless of whether or not its financial structure is
considered. Thus, it can be deduced that the Spanish family firm is in a stronger financial position than
the non-family firm prior to the decision to go public. This result could be explained by the following

4 See, among others, Megginson et al. (1994) and Farinés et al. (2007).

> Information about the sort of the issue is not available for one case.

¢ The prospectuses of initial offers made prior to the second half of 1998 are not available on the website of
the CNMV and, although we tried to access the paper format, in the end we did not obtain access. For this
reason, for the oldest initial offers we lack some data.

7 According to Steiger et al. (2015), there is still currently a lack of consensus on the appropriate definition of
family firm. For operational reasons, the criterion of family involvement in the firm through the ownership of
shares and the rights of control is still widely used in various papers, such as: Gerald et al. (2002), Faccio and Lang
(2002), Barontini and Caprio (2006), Sraer and Thesmar (2007), Kowalewski et al. (2010).
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reasons: either by the major effort made by the family firm to face the momentous event of going
public in reasonable economic conditions; or because under the Resource-Based View such businesses
are characterized by a familiness which brings competitive advantages compared to the non-family firm;
and/or because from Agency Theory the family firm faces lower agency costs than the non-family firm.
Moreover, the percentage of ownership that the chief executive officer (CEO) has before going public
(OCEOQ) is significantly greater in family firm than in non-family firm. This is a consequence of the
known fact that family firms are characterized by concentrated managerial ownership.

Table 2 shows the characteristics of the initial offers of the firms in the sample and the subsamples of
family and non-family firms. Among others, it can be observed that the proportion of shares retained
by the pre-IPO principal owners after going public (ORPO) is on average 55% and does not indicate
significant differences between family firms and non-family firms, which reveals that, for Spanish firms,
going public does not immediately translate into a loss of control by the original owners regardless of
whether the company is a family or a non-family firm. As well, the percentage of shares the CEO sells
in the initial offering in relation to the total number of shares included in the IPO (OSCEO) is
significantly greater in family firms than in non-family firms.

Table I. Characteristics of the sample. Characteristics of the firms in the sample prior to going public and
the results of the tests of the equality of means and medians between the group of family firms (FF) and the group
of non-family firms (NFF). Age is measured as the number of years from the foundation to the start of trading;
Size is measured by total asset value deflated to 1993 monetary units; ROA, return on assets (earnings before
interest and taxes/assets); ROE, return on equity (net income/equity); Cash Flow/Assets, earnings before interest
and taxes plus depreciation with respect to assets; Leverage measured by the percentage that debts represent in
the total financial resources; OCEO, percentage of ownership held by the CEO before going public. For each
feature, the first value corresponds to the mean, the second to the median and the third to the number of data.
To test whether the mean difference between the sample of family and non-family firms is significant, we use the
parametric Student’s t-test and for the test of the difference of medians the Kruskal-Wallis test.

Cash

Age Assets size ROA ROE Flow/Assets Leverage OCEO

(years) (€ million) (%) (%) ) (%) (%)

214 906.1 9.7 19.8 14.9 59.6 57.2

SAMPLE 15.6 258.7 8.8 18.1 12.9 66.1 67.0
56 56 56 56 49 56 49

21.8 653.3 12.9¢ 32.6° 15.5 60.9 76.7°

FF 18.9 2555 1.7 19.7¢ 12.2 66.1 73.0°
23 23 23 23 23 23 20

21.1 1,082.2 7.5 10.9 14.5 58.7 43.7

NFF 1.9 261.8 7.3 1.6 15.9 66.1 34.6
33 33 33 33 26 33 29

»b< denotes significance at the 1%, 5% and 10% levels, respectively.
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Table 2. Characteristics of the initial offers. Mean, median and number of observations of some offer
characteristics and tests of equality. PANEL A: mean and median values of the size, price of the offer, percentage
of ownership retained by the pre-IPO principal owners after going public (ORPO), percentage of shares sold
by the CEO in the initial offering in relation to the total number of shares included in the IPO (OSCEO) and
the ratio of participation in the offer of the pre-IPO principal owners (PPO), as well as the distribution of the
sample according to the type of offer: primary offering (PO), secondary offering (SO) and mixed offering. PANEL
B: mean and median values of the number of shares issued and of the percentages that represent the new shares
and the old shares compared to the total issued. PANEL C: Mean and median percentages of the assignment of
the shares in the offer among different groups of investors. For each feature, the first value corresponds to the
mean, the second to the median and the third to the number of data. To test whether the mean difference
between the sample of family and non-family firms is significant, we use the parametric Student’s t-test and for
the test of the difference of medians the Kruskal-Wallis test.

PANEL A: CHARACTERISTICS OF THE OFFERS

Offer type
No. PO (%)

Offer size Offer price ORPO OSCEO PPO (%) No. SO (%)

(€ million) (€) (%) (%) No. Mixed (%)
N
7 (12.7)
COMPLETE 504.1 13.6 55.0 31.0 28.5 28 (50.9)
SAMPLE 2331 128 °70 22 286 20 (36.4)
56 56 53 50 35 55
449.8 14.5 57.4 48.5° 24.9 |40(('473‘45))
FF 2437 14.2 56.7 51.8° 27.3 9 (39.1)
23 23 2 20 23 23
541.9 13.0 53.4 19.3 31.0 Ig g:)z)
NFF 193.9 12.6 57.3 0.4 30.0 Il (344
33 33 32 30 32 (32' )

PANEL B: TYPES OF SHARES ISSUED

N Shares issued Former shares (%) New shares (%) Green Shoe shares (%)

(€ million)

COMPLETE 527 68.4 234 8.7
SAMPLE 16.4 87.0 0.0 9.1
56 55 55 52
36.5 66.3 25.2 8.9
FF 15.6 773 16.0 9.0
23 23 23 22
64.0 69.9 22.1 8.5
NFF 17.3 87.2 0.0 9.1
33 32 32 30

PANEL C: ASSIGNMENT OF SHARES

Retail (%) Employees (%) Institutions (%) Green Shoe shares (%)

COMPLETE 21.0 0.3 70.7 87
SAMPLE 18.0 0.0 70.0 9.1
54 54 54 52
20.4 0.3 70.6 8.9
FF 224 0.0 68.2 9.0
23 22 23 22
214 0.3 70.9 8.5
NFF 17.9 0.0 72.7 9.1
31 31 31 30

b-< denotes significance at the 1%, 5% and 10% levels, respectively.
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4. Analysis of the initial offering underpricing: family firms versus non-family firms
4.1 Methodology

With regard to the estimation of the underpricing of initial offers, two measures have been used. First,
the underpricing as the relative change in the price of the subsequent trading of the shares on the stock
market compared to the initial offer price was calculated, i.e. the percentage difference between the
closing price on the first trading day and the offer price (R). Second, the "money left on the table"
(MLOT) has been measured, i.e. the amount of financial resources that the issuing firm fails to obtain
at the initial offering, under the assumption that it could have sold the shares at a price equal to the
closing of the first day of trading in the secondary market (Loughran and Ritter, 2002). Specifically, the
number of shares issued and the difference between the first closing price and the initial offer price has
been multiplied.

A univariate analysis with parametric and nonparametric tests has been carried out. Specifically, the
parametric Student’s t-test has applied in order to analyse whether the average values are significantly
different from zero and to compare whether there are significant differences between the mean values
of family firms and non-family firms. Given the small size of the samples, and in order to strengthen
our results, the bootstrap methodology was applied to generate the empirical distribution of returns
under the null hypothesis, thus relaxing the hypotheses of normality, stationarity and temporal
independence of the observations (Efron, 1982). Since it is not possible to guarantee symmetry in the
data, the contrasts for the medians of the values using the Wilcoxon signed-rank test and the Kruskal-
Wallis test have been undertaken.

4.2 Results

Table 3 shows a clear underpricing for the total sample both for the mean and the median regardless
of the measure used. Specifically, we obtain initial returns that are positive and statistically significant,
both with the parametric contrast as well as the bootstrap method, of just over 15%. When we
measure the underpricing through the "money left on the table", we also find it to be significant,
exceeding 51 million euros on average per IPO. This result is consistent with previous international
and national evidence.

Table 3. Mean (median) underpricing of the initial offers in the Spanish
Stock Exchange of family (FF) and non-family (NFF) firms. Is shown the
market return in the first day of trading (R) which is expressed in percentage and
the “money left on the table” (MLOT) which is expressed in millions euros of
1993, using the deflator of GDP. To test the null hypothesis of return/money left
on the table equal to zero we have used the parametric test and bootstrap of the
conventional t and the non-parametric test of the signed-rank of Wilcoxon. For the
tests of equality of means and medians between FF and NFF we have used the
parametric test and bootstrap of the t with unequal variances and the non-
parametric test of Kruskal-Wallis, respectively.

COMPLETE DIFFERENCE
SAMPLE FF NFF (FF-NFF)
R HE| 5 6a #k9 5a (9 92 %104
(5.8)2 (4.8) (6.4) (17)
#5 | 3 3 | 2c 465 4 -34.1
MLOT (6.9)2 (6.8)2 (6.9)2 (-0.2)

»b-< denotes significance at the 1%, 5% and 10% levels, respectively.
""" denotes significance at the 1%, 5% and 10% levels, respectively, using the
bootstrap methodology.

When we break the sample down into FF and NFF, we also obtain initial yields that are positive and
significant, in the mean and median. Specifically, in the case of family firms the mean exceeds 9%, while
for non-family firms is around 20%. Such differences between the FF and the NFF are significant when
the bootstrap methodology is used, which shows that family firms underprice (on average) their initial
offers significantly less than non-family firms do. When the underpricing through the "money left on

7
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the table" is measured, it is also significant, with the mean being more than 3| million euros in the case
of the FF and more than 65 million euros in the case of the NFF. In short, the lower degree of
uncertainty about its value and/or its objectives with respect to its ownership structure allows family
firms to set an initial offering price closer to its market value. This result is consistent with the evidence
found by Mroczkowski and Tanewski (2005), Ding and Pukthuanthong-Le (2008), Hearn (2011) and
Schmid and Jithendranathan (2012). However, it is contrary to the results obtained by Yu and Zheng
(2012) in the Stock Exchange of Hong Kong (SEHK) and Leitterstorf and Rau (2014) in Germany.

5. Conclusions

A widely documented phenomenon in the literature is the underpricing experienced by firms that go
public through an initial offering of shares. However, there is scarce research about the special case of
family firms. The study of the underpricing of family firms going public is necessary because the specific
and idiosyncratic features of a family firm may result in a lower uncertainty about its value and,
therefore, in a lower level of underpricing than the non—family firm.

The descriptive analysis of the sample shows that Spanish family firms have greater economic and
financial profitability than non-family firms prior to going public, which reveals that they face better
performance conditions than non-family firms when making this strategic decision. This result can be
explained either by the major effort of the family firm to face the momentous event of going public in
a reasonable economic condition, or because it is generally characterised by a familiness which grants
it competitive advantages over the non-family firm.

As revealed by previous national and international evidence, for the full sample of initial offers on the
Spanish market and for subsamples of family and non-family firms, significant underpricing has been
found. In addition, the results exhibit that family firms have an average underpricing significantly lower
than non-family firms. This result is in line with those achieved for IPOs of family and non-family firms
in the Taiwan, American, Australian, North Africa markets, but is in contrast to the result obtained in
the German and in the Hong Kong stock market. Weaker evidence is found that the possible
peculiarities seen in the family firm translate into valuation differences with regard to the non-family
firm when it decides to go public through an initial offering. Specifically, the greater aversion to risk, its
orientation to the long-term, its greater reputation, the involvement of the owner family in the
management of the business, the better performance with which it accesses the stock market and,
ultimately, the greater value that various studies attribute to the family firm compared to the non-
family one, are all translated into lower information asymmetries and, therefore, into less need for
underpricing at the time of going public.

6. Further research

In future extensions of this research, the possible effect of familiness in the valuation of the IPO will be
explored through a multivariate analysis in the context of several theoretical models which try to
explain IPO underpricing. For it, different methodologies will be applied in order to verify the
robustness of the results. So, on the one hand, traditional quantitative techniques will be used, that is
ordinary least squares (OLS). But, since the small size of the sample could lead to inaccurate results,
Qualitative Comparative Analysis (QCA) will be carried out, too.

In addition, two other phenomena generally detected in IPOs will be studied in the case of family
businesses, namely: abnormally low long-term stock market performance and abnormal decline in
operating performance of companies after going public. The purpose will also be to test whether the
idiosyncrasy of family firms translates into a different exposure to these anomalies compared to non-
family firms.
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