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Abstract

This study investigates the influence of contingent-fit on the relationship between ownership

structure and business-unit performance. We predict that contingent-fit between business strategy

and its contextual variables will have a positive relationship with business-unit performance. We

also predict that widely-held companies will perform better than their closely-held counterparts but

that the magnitude of the performance differential will decrease with the increasing level of

contingent-fit.

Overall, the results are consistent with our predictions. We found that contingent-fit is positively

related to business-unit performance and widely-held business-units perform better than their

closely-held counterparts. The performance advantage, however, was mitigated by the level of

contingent-fit.
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1. Introduction

Ownership structure—the relative amounts of ownership claims held by management

and investors has traditionally dominated research in accounting, particularly research

using the agency approach. Under conventional views of agency costs, an increase in

management’s stake in the firm should lead to an alignment of managers’ and other

shareholders’ interests and, therefore, lead to shareholder-wealth creation. Studies have

found, however, that concentrated ownership, especially when the controlling shareholder

is either an individual or a family member, will have a negative impact on a company’s

performance (Gilles, 1999; Mahaffy, 1998).

The purpose of this study is to investigate the influence of contingent-fit on the

relationship between ownership structure and business-unit performance. Using a

contingency approach, we define fit as the proper match between the firm’s strategic

orientation and its structure (Bruns & Waterhouse, 1975; Gordon & Miller, 1976; Otley,

1980; Ouchi, 1977) and measure this construct based on the weighted sum of the fit

contribution of each contextual variable as proposed by the fitness landscape theory.

Furthermore, we measure business-unit performance by the relative importance of the

following variables: return on investment, profit, cash flow from operations, cost control,

development of new products, sales volume, market share, market development, and

personnel development (Chenhall & Langfield-Smith, 1988; Govindarajan, 1988).

Previous studies have found a positive association between fit and performance

(Chenhall & Langfield-Smith, 1988; Moores & Yuen, 2001). The existing studies,

however, have focused their investigation on widely-held companies. We are not aware of

studies that have looked at this phenomenon in closely-held companies to determine

whether the pattern found in widely-held companies also exists in closely-held companies,

despite their different characteristics.

Five main characteristics distinguish closely-held companies from their widely-held

counterparts. First, closely-held companies are owned by a limited number of shareholders

who often are family members or a group of entrepreneurs who started the venture.

Second, their stocks are not actively traded on an established market or held widely

enough to be subject to the disclosure requirements and oversight of securities regulators.

Consequently, closely-held companies tend to face fewer regulatory and disclosure

requirements. Third, closely-held companies tend to develop systems and procedures that

are heavily influenced by their entrepreneurial owners. Fourth, owners of closely-held

companies often have a larger stake in the firm than owners of widely-held companies,

which suggests that shareholders of closely-held companies tend to be less risk-neutral

than shareholders of a widely traded company. Studies have shown that the less risk-

neutral the principal, the more likely risk will be shared with the agent through outcome-

contingent compensation such as a bonus plan to align the interests of the owner and the

manager (Ang, Cole, & Lin, 2000). Finally, managers of closely-held companies

encounter greater internal monitoring than managers of widely traded firms (Gilles,

1999). This discussion suggests that closely-held companies have different characteristics

from their widely traded counterparts which might influence their strategic orientation and

their choice of organizational design, types of control, and types of management

accounting systems.
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