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In family firms, where the founding family has strong influence through shareholdings and
participation in management, conflicts of interest between managers and shareholders are not a
major problem. On the other hand, conflicts of interest between controlling large shareholders and
minority shareholders are considered to be a problem (Shleifer and Vishny, 1997). Therefore,
external governance such as outside directors and institutional investors is considered necessary.
We examine whether agency problems between the founder's family, the major shareholder, and
minority shareholders are occurring in Japan. For this purpose, this study examines related party
transactions in Japan. We made a database of related party transactions for listed Japanese firms
from 2005 to 2010. We find most of the related party transactions are concentrated in family firms
which are controlled by the founding family through ownership and management positions. Family
firms with related party transactions tend to pay lower dividends and have lower valuations. These
results suggest that related-party transactions in family firms are used as one means of tunneling
in Japan.
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2. WFREREEFEOME (FER)

In family firms, where the founding family has strong influence through shareholdings and participation in management, conflicts of
interest between managers and shareholders are not a major problem. On the other hand, conflicts of interest between controlling
large shareholders and minority shareholders are considered to be a problem (Shleifer and Vishny, 1997). Therefore, external
governance such as outside directors and institutional investors is considered necessary. We examine whether agency problems
between the founder's family, the major shareholder, and minority shareholders are occurring in Japan. For this purpose, this study
examines related party transactions in Japan. We made a database of related party transactions for listed Japanese firms from 2005
to 2010. We find most of the related party transactions are concentrated in family firms which are controlled by the founding family
through ownership and management positions. Family firms with related party transactions tend to pay lower dividends and have lower
valuations. These results suggest that related—party transactions in family firms are used as one means of tunneling in Japan.
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