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Abstract:  

 

The aim of the study is to analyze the effect of the presence of outsiders (affiliated and 

independents) on the board of directors on firm performance in family SMEs, also 

considering the generational effect. To test our hypotheses that outside directors act as 

agents or stewards, we examined the relation between firm performance and the 

proportion of affiliated and independent directors on the board, using data from non-

listed family firms in Spain. 

Our findings show the existence of a positive impact of affiliated directors on firm 

performance in family firms. The presence of independent directors can be said not to 

have resulted in improved firm performance. It is also important to note the different 

behaviour between family firms run by the first generation and those run by subsequent 

generations. In this case, the presence of independents on the board has a positive effect 

on performance when the firm is run by the first generation. When the firm is run by 

second and subsequent generations, the presence of independents has no effect on 

performance.  
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1.- INTRODUCTION 

Within the management research area, corporate governance is one of the topics 

receiving increased attention. Specifically, corporate board structure and its impact on 

firm behaviour is one of the most debated issues in literature today. There are studies 

that analyse the determinants of board composition (Fiegener et al., 2000a; 2000b; 

Westhead, 2001; 2002; Voordeckers et al., 2007; Jaskiewicz and Klein, 2007; Bammens 

et al., 2008). Other studies analyse the effect of board composition on firm performance, 

but there is little research on the effect of the role of outside (affiliated and 

independents) directors on firm performance in family SMEs. 

In general, the empirical evidence is not conclusive. Some empirical findings regarding 

board composition towards performance finds that outside directors could improve 

board effectiveness and firm performance. For instance, Weisbach (1988) and 

McKnight and Mira (2003) find a positive and significant relationship between 

outsiders’ proportion and firm value. However, others like Baysinger and Butler (1985), 

Hermalin and Weisbach (1991), and Agrawal and Knoeber (1996) find a negative 

relationship between the proportion of outside directors and firm performance. 

Differences in findings have in part been attributable to the differences in the theoretical 

bases of investigation and different measure of firm performance (Jackling and Johl, 

2009). 

Boards of directors are a central institution in the internal governance of a company. In 

addition to strategic direction, they provide a key monitoring function in dealing with 

agency problems in the firm (Fama, 1980; Jensen, 1993). In a diffuse ownership 

context, the monitoring function must focus on reducing the agency problem between 

disperse shareholders and management (Hermalin and Weisbach, 2001). In the context 

of companies with high ownership concentration, the agency conflict in the firm is 

between controlling shareholders and minority shareholders (Lefort and Urzua, 2008). 

However there is some debate about the usefulness of agency theory in a family firm 

context (Westhead and Howorth, 2006), since agency theory may provide only a partial 

explanation of private family firms (Howorth et al. 2004). 

The typical ownership pattern of small and medium sized family firms (Forbes and 

Milliken 1999) reduces the need for the board’s control role so, the appearance of 

outside directors will reflect the service and advice needs of the CEO rather than the 

control role (Fiegener at al., 2000). 
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Stewardship theory, in contrast with agency theory (Davis et al. 1997), defines 

situations in witch managers and employers are not motivated by individual goals, but 

instead behave as stewards who motives are aligned with objectives of the organization. 

The board’s primary role is to service and advice, rather than to discipline and monitor 

as agency theory prescribes (Hillman and Dalziel, 2003). 

The aim of the study is to analyze the effect of the presence of outsiders (affiliated and 

independents) on the board of directors on firm performance in family SMEs, also 

considering the generational effect. To test our hypotheses that outside directors act as 

agents or stewards, we examined the relation between firm performance and the 

proportion of affiliated and independent directors on the board.  

Our findings show the existence of a positive impact of affiliated directors on firm 

performance in family firms. The presence of independent directors can be said not to 

have resulted in improved firm performance. It is also important to note the different 

behaviour between family firms run by the first generation and those that are run by 

subsequent generations. In this case, the presence of independents on the board has a 

positive effect on performance when the firm is run by the first generation. When the 

firm is run by second and subsequent generations, the presence of independents has no 

effect on performance.  

This study makes several contributions to the literature on the impact of board 

composition on firm performance. First, our findings provide a new perspective on the 

role that outside directors (affiliated and independents) play in corporate governance of 

family firms, considering both the monitoring and advising role. Second, our research 

shows that agency theory can be used to explain the role of independent directors in 

mitigating moral hazard conflicts between shareholder groups with diverging interests 

in first generation family firms. Third, previous studies (Anderson and Reeb, 2004) 

focus on relatively large publicly-traded family firms (S&P 500). Nevertheless we focus 

on SMEs non-listed family firms because their findings may not extend to smaller ones.  

In that context, the rest of the paper is organised as follows. Section 2 describes the 

theoretical basis and the hypotheses to examine. Section 3 sets out the data and 

procedures for analysis used in undertaking this empirical study. The main results of the 

investigation are presented in Sections 4. The next section presents and discusses the 

results. We conclude the paper in Section 6 with some conclusions and implications for 

management theory and practice, and indicate paths for further investigation. The paper 

ends with a list of bibliographical references. 



4 

2. BOARD OF DIRECTORS AND FIRM PERFORMANCE: THEORICAL 

BACKGROUND AND HYPOTHESES 

Corporate board structure and its impact on firm behaviour is one of the most debated 

issues in literature today. In recent years, the discussion has focused on the structure of 

the board of directors, the most outstanding governance mechanism of the internal 

control systems (Jensen, 1993). Researchers studying corporate governance have used a 

diverse set of theoretical perspectives to understand the characteristics, roles and effects 

of board of directors (Corbetta and Salvato, 2004). Although, agency theoretic 

arguments represent one explanation in describing the relation between founding 

families and boards of directors, stewardship theory provides an alternative explanation 

(Anderson and Reeb, 2004). It is not necessary to choose one theoretical perspective 

over another. Indeed, one can obtain a better understanding of family business board by 

trying to integrate different theoretical perspectives (Corbetta and Salvato, 2004; 

Minichilli et al., 2009).  

Board structure has relied heavily on agency theory concepts, focusing on the control 

function of the board. Agency theory treats the company as a nexus of contracts through 

which various participants transact with each other (Jensen and Meckling 1976). Since 

assets are the property of the shareholders, a principal–agent problem may arise because 

managers have to make decisions concerning the productive use of these assets. 

Installing a board of directors can be an effective instrument for monitoring top 

managers and coping with this problem and to reduce agency costs (Fama and Jensen 

1983). Thus, agency theory is used to examine the role that the board of directors may 

play in contributing to the performance of the organizations they govern (Jackling and 

Johl, 2009). However, the agency problem seems less important in the context of family 

firms with high ownership concentration, given that the controlling shareholders have 

sufficient incentives, power and information to control top managers (Jensen and 

Meckling, 1976). Yet, high ownership concentration can trigger other problems with 

corporate governance and other types of cost. If there are controlling shareholders, they 

are more likely to be able to use their power to undertake activities intended to obtain 

private profit to the detriment of minority shareholders’ wealth (La Porta et al., 1999; 

Villalonga and Amit, 2006). 

In this context outside shareholders potentially rely on boards of directors to monitor 

and control family opportunism (Anderson and Reeb, 2004), reducing information 

http://www3.interscience.wiley.com/cgi-bin/fulltext/118519635/main.html,ftx_abs#b45#b45
http://www3.interscience.wiley.com/cgi-bin/fulltext/118519635/main.html,ftx_abs#b22#b22
http://www3.interscience.wiley.com/cgi-bin/fulltext/118519635/main.html,ftx_abs#b22#b22
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asymmetry between various branches of the family or between the family and external 

stakeholders (Grabielson and Huse, 2005).  

Nevertheless the ownership pattern typical of small and medium sized family firms 

(Forbes and Milliken 1999) reduces the need for the board’s control role so, the 

appearance of outside directors will reflect the service and advice needs of the CEO 

rather than the control role (Fiegener at al., 2000). 

Stewardship theory, in contrast with agency theory (Davis et al. 1997), defines 

situations in witch managers and employers are not motivated by individual goals, but 

instead behave as stewards who motives are aligned with objectives of the organization. 

The board’s primary role is to service and advice, rather than to discipline and monitor 

as agency theory prescribes (Hillman and Dalziel, 2003). Organizations might require 

less control from a board when goal alignment between owners and managers is high 

(Davis et al., 1997; Luoma and Goodstein, 1999; Muth and Donaldson, 1998; 

Sundaramurthy and Lewis, 2003). Arrègle et al. (2007, p. 84) maintain that: “Family 

members are concerned about the firm because it is part of their collective patrimony 

and is often the main asset of the family.” Family owners’ and managers’ stewardship 

stems from their socio-emotional attachment to the business, which can be very high 

since the company can serve to satisfy needs for security, social contribution, belonging, 

and family standing (Ashforth and Mael 1989; Gomez-Mejia et al. 2007; Lansberg 

1999).  

Acting as stewards, families may place outside directors on the board to provide 

industry specific expertise, objective advice, or generally act as advocates for corporate 

health and viability. Stewardship theory as such, potentially offers an alternative 

explanation for observing a relation between outside directors and firm performance 

(Anderson and Reeb, 2004). 

Agency theory and stewardship theory indicate that outside directors (affiliate and 

independent) can influence firm performance. Both theories suggest that independent 

directors exhibit a positive relation to firm performance; under agency, independent 

directors monitor and control insiders and/or the family. Under stewardship, 

independent directors provide valuable outside advice and counsel to the firm.  

In this context, the first hypothesis proposes that a higher proportion of independent 

directors on the board will be associated with a positive impact on performance due to 

the role, monitor or adviso, which these directors play in firms. 

Accordingly the following hypothesis is presented: 
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H1: The proportion of board independent directors of non-listed family firms is 

positively associated with firm performance 

Focusing on the other type of external directors (affiliates) however, provides an 

approach that helps to differentiate between the monitoring (agency) and counselling 

(stewardship) role of outside directors (Anderson and Reeb, 2004). 

An agency perspective suggests affiliate directors, in seeking to protect or enhance their 

business relationship with the firm, are less objective and less effective monitors of the 

family. Affiliate directors often have conflicts of interests due to their current and 

expected future business relationship with the firm, thereby impairing their ability to 

monitor and discipline. However stewardship theory suggests a different perspective on 

the role that affiliate directors play in family firms. Families, acting as stewards of firm 

value, may not differentiate directors based on their affiliation with, or independence 

from, the family. Directors classified as affiliates often maintain skills in knowledge 

based fields such as law, finance, accounting, and consulting; suggesting that families 

seek these directors for their value-adding advice and counsel as opposed to affiliate 

directors’ abilities in monitoring and controlling family activities.  

In sum, agency theory indicates that affiliate directors are less effective monitors, while 

stewardship theory indicates that affiliate directors are placed on the board to provide 

alternative perspectives and expertise, similar to independent directors. Thus, 

stewardship and agency theory lend different perspectives on the role affiliate directors 

play on the board and in the firm.  

Under stewardship theory: 

H2a The proportion of affiliated directors on the board of non-listed family firms is 

positively associated with firm performance 

Therefore, we propose competing hypothesis:  

In contrast, under agency theory: 

H2b The proportion of affiliated directors on the board of non-listed family firms is 

negatively associated with firm performance 

According to Schulze et al. (2001), whereas the main source of agency problems is the 

separation between ownership and monitoring, such problems do not exist in first-

generation family firms because the same person is responsible for making management 

and supervision decisions. Reductions in agency costs may be achieved by entirely 

eliminating the separation between owners and management. In such cases, the interests 



7 

of principal and agent are aligned and it is assured that the management will not 

expropriate the shareholders’ wealth (Miller and Le-Breton Miller, 2006).  

As a family firm prepares to incorporate later generations, priorities and problems 

change (Gersick et al., 1997). The family property is shared by an increasingly large 

number of family members, conflicts may start to arise when the interests of the family 

members are not aligned, and the agency relations between the various participants in 

the firm are conducted on the basis of economic and non-economic preferences 

(Chrisman et al, 2005; Sharma et al., 2007). When more family members are active in 

the firm, the likelihood of opposite opinions and objectives increases, thereby increasing 

the need for outside arbitration (Voordeckers et al. 2007). Schulze and colleagues 

(2001) argued that family relationships tend to generate agency problems, mainly 

because control over firm resources enables owner/managers to be generous to their 

descendents and other relatives. Parental altruism is a trait that positively links the 

controlling owner’s welfare to that of other family members. Over time, however, the 

economic incentive to do what maximizes personal utility can blur the controlling 

owner’s perception of what is best for the firm or family (Schulze et al., 2003). 

Conflicts between family members generate the need for board control to ensure that the 

management team considers the preferences and interests of all family owners 

(Bammens et al. 2008).  

The generational phase will influence on the need for board control. Therefore, 

independent directors may play a vital role as arbitrator in the case of conflict between 

family members. So, we proposes that a higher proportion of independent directors on 

the board will be associated with a positive impact on performance. 

Accordingly the following hypothesis is presented: 

H3: The relationship between the proportion of board independent directors of non-

listed family firms and firm performance is bigger in family firms run by subsequent 

generations 

3. - EMPIRICAL RESEARCH: METHOD, DATA AND ANALYSIS 

3.1. – Population and sample 

We conducted this study on Spanish firms included in the SABI (Iberian Balance Sheet 

Analysis System) database for 2006. We imposed certain restrictions on this group of 

companies in order to reach a representative set of the population. First, we eliminated 

companies affected by special situations such as insolvency, winding-up, liquidation or 

zero activity. Second, restrictions concerning the legal form of companies were 
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imposed: we focused on limited companies and private limited companies as they have 

a legal obligation to establish boards of directors. Third, we eliminated listed 

companies. Fourth, we studied only Spanish firms with more than 50 employees, i.e. 

companies large enough to ensure the existence of a suitable management team and a 

controlling board to monitor their performance. Finally, companies were required to 

have provided financial information in 2006.  

There is no official database of family firms, so there is no way of directly identifying 

family firms. Moreover, the lack of an agreed definition of family firm leads to the use 

of samples of convenience, or to firms being identified as family firms after the sample 

has been preselected (Daily and Dollinger, 1993; Schulze et al. 2001, 2003; Chua et al., 

2003). Given these limitations, a detailed analysis of the information in databases and a 

survey are the only way of identifying family and non-family non-listed firms. This 

study has chosen a combination of these two methods of identification. 

In this study, a family firm is taken to mean a firm that meets two conditions: a) a 

substantial common stock is held by the founder or family members, allowing them to 

exercise control over the firm, and also b) they participate actively in monitoring it. We 

established 50% as the minimum percentage of a firm’s equity considered as a 

controlling interest (Voordeckers et al., 2007; Westhead and Howorth, 2006). To find 

compliance with these two conditions, we conducted an exhaustive review of 

shareholding structures (percentage of common stock) and composition (name and 

surnames of shareholders), and also examined the composition of the board of directors 

of each selected companies in the database.  

We accordingly classify a firm as a family firm if the main shareholder is a person or a 

family with a minimum of 50% of firm equity and there are family relationships 

between this shareholder and directors, based on coincidence of surnames. The 

composition of the management was also reviewed in search of family relationships 

between shareholders and managers. 

The original sample used in this study is a 2958 firm random sample. After sending a 

reminder or contacting the firm by phone, 369 family firms responded the questionnaire 

for which there were data on ownership structures, accounting variables and boards of 

directors.  

3.2. – Data 

Data were collected by means of telephone interviews, a method that ensures a high 

response rate, and financial reporting information was obtained from the SABI 
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database. To guarantee the highest possible number of replies, managers were made 

aware of the study in advance by means of a letter indicating the purpose and 

importance of the research. In cases where they were reluctant to reply or made excuses, 

a date and time were arranged in advance for the telephone interview. The final 

response rate was approximately 12.47%, and the interviewees were persons responsible 

for management at the firms (financial managers in 56.48% of the cases, the CEO in 

31.06%, the president in 1.54% of the cases, and others in 10.92%).  

The questionnaire collects information on the variables required for the study that could 

not be obtained from the SABI database and which it was considered would be more 

reliably collected through a survey; in particular, information regarding the ownership 

structure and composition of the board and company management. 

Table. 1 - Definition and calculation of variables 

PANEL A 

VARIABLES OBTAINED FROM THE QUESTIONNAIRE 

VARIABLE DEFINITION 

Generation managing the firm (GEN) Dummy variable that takes the value of 1 if the 

company is headed by the first generation and 0 

otherwise. 

Board of Director’s composition 

(OUTSIDERS) 

Percentage of external directors on the total number 

of directors 

Board of Director’s Size 

(BOARDSIZE) 
Ln Total members on the board of directors.  

Insider ownership (INSOWN) Percentage of ownership of insider directors and 

chief executive officer 

Family Dummy (FD) Dummy variable that takes the value 1 if the 

company complies with the definition adopted and 0 

otherwise 

PANEL B 

VARIABLES OBTAINED FROM FINANCIAL STATEMENTS 

Firm performance, measured by firm 

profitability (ROA) 

EBIT / TA, where EBIT = earnings + financial 

expenses + tax benefit, and TA = Total Assets 

Growth opportunity (GROWTHOP) Sales0/Sales-1. 

Debt (LEV) Total Debt / Total Assets. 

Firm’s size (SIZE) Ln Total Assets. 

Firm’s age (AGE) Ln number of years since the establishment of the 

company. 
SECT Dummy variables to control for sector 

4.- RESULTS 

Table 2 presents descriptive statistics for the variables in the analysis. We show mean 

values for family firms in the sample. These firms show a significant diversification, 

with nearly 64% reporting only one line of business. It should be noted the significant 

proportion of independent directors in family firms boards of directors. These boards 
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have a composition which, at first sight, seems efficient in order to maintain family firm 

interests represented and separated. The evolution of this composition tends to reduce 

the presence of insider directors in favour of affiliated, maintaining also a significant 

presence of independent directors, regardless of which generation manages the firm. It 

is therefore necessary to determine the possible effect the presence of different type of 

directors might have on firm performance due to the greater monitoring or counselling 

capacity. In relation to control variables, it can be highlighted the high insider 

ownership, due to the CEO’s percentage of ownership, which is, on average, 20%. It is 

also noteworthy that family firms have an average age of 40 years, suggesting that our 

firms are well established.  

Table. 2 – Descriptive statistics of sample firms: Mean values for variable measures 

 Family Firms 

Number of observations 369 

Number of business segments 2.47 

Fraction of single-segment firms 63.60 

Board of Director’s composition (Outsiders %) 

 

% insiders 

% affiliated 

% independent 

37.48 

1
st
 Gen 

74.39 

16.48 

9.13 

2
nd

 Gen 

68.58 

17,89 

13.53  

3
rd

 Gen 

51.99 

33.65 

14.37 

Control variables 

Insider ownership (%) 50.17 

Board of Director’s size (Number of directors) 5 

Return on Assets (%) 6.42 

Growth opportunity (Sales0/Sales-1) 1.14 

Leverage (Total Debt / Total Assets) 61.98 

Firm’s size (Total Assets) 27309.48 

Firm’s age (years) 40 

As shown in Table 3, the correlation coefficients are weak and do not violate the 

assumption of independence between the variables. To test for multicollinearity, the 

VIF was calculated for each independent variable. Myers (1990) suggests that a VIF 

value of 10 and above is cause for concern. The results (not shown in this paper) 

indicate that all the independent variables had VIF values of less than 10. 

Table. 3 - Correlation Data 

Variables 1 2 3 4 5 6 7 8 

1 Outsiders  1        

2 Insider ownership  -0.384*** 1       

3 Board size  0.254*** -0.164*** 1      

4 ROA -0.033 0.051 -0.067 1     

5 Growth opportunity  -0.058 0.042 -0.012 0.234*** 1    
6 Leverage  -0.059 0.055 0.037 -0.301*** -0.002 1   

7 Firm’s size  -0.034 -0.010 0.079 0.072 0.014 0.060 1  

8 Firm’s age  0.054 -0.015 -0.018 -0.062 0.002 0.051 -0.054 1 
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*** Correlation is significant at the 0.01 level 

Table 4 sets out the results of our linear regression evaluating the influence of board 

composition on business performance for family firms. 

Table 4.- Relationship between board composition and firm performance  
ROA 

 I II III IV V VI 

Constante 0.112 0.142 0.186 0.150** 0.144** 0.143** 

INDEPENDENT -0.022  -0.040 -0.025  -0.019 

INDEPENDENT*GEN    0.089**  0.081** 
AFFILIATED  0.070* 0.089*  -0.004 -0.003 

AFFILIATED*GEN     0.072*** 0.067*** 

INSOWN 0.029 0.028 0.022 0.010 0.003 0.011 
BOARDSIZE 0.002 0.002 0.002 0.002 0.006 0.003 

GROWTHOP 0.273 0.385 0.444* 0.335*** 0.327*** 0.327*** 

LEV -0.105** -0.109* -0.112** -0.113*** -0.103*** -0.106*** 

SIZE -0.001 -0.002 -0.003 0.001 0.001 0.001 
AGE 0.009 0.008 0.009 0.002 0.004 0.003 

F value 2.15 2.17 2.3 4.28 4.61 4.30 

R
2
 0.18 0.19 0.20 0.22 0.25 0.26 

*** ,** and *  indicate significance at 1%, 5% and 10%.  

In our first and third regressions we examined the influence of independent directors on 

firm performance (Table 4, column I and III). The results were not expected. Our results 

show a nonsignificant relationship (β1 = -0.022 and -0.040) between independents and 

firm performance. Thus, firm performance seems to be insensitive to the presence of 

independent directors in the board. Hypothesis 1 was not supported. These results show 

that monitoring and counselling by independents does not necessarily imply efficiency 

improvements for family firms.  

The Hypothesis 2a predicted that the greater the fraction of affiliated directors in family 

firms, the better the performance of the firm and Hypothesis 2b predicted a negative 

effect. The coefficient (β1 in column II) is positive and significant, so there is a positive 

effect between the presence of affiliated directors on board and firm performance. The 

results (β2 in column III) are similar if we include independent and affiliated directors in 

the same regression. The results support the hypothesis 2a.  

Columns IV, V and VI show the effect of board composition considering which 

generation is running the firm. When the family firm is run by subsequent generations 

to the first, the results are not expected. The coefficient 1 (column IV) is no significant, 

so we can not confirm the relationship between the presence of independent directors in 

the board and firm performance. However, the coefficient for the interaction between 

the percentage of independents on the board and the dummy corresponding to the first 

generation (2) is positive (0.089) and significant. We may therefore conclude that when 
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the family firm is run by the first generation, the presence of independents on the board 

improves business performance. 

The results are similar for affiliated directors. The coefficient 1 (column V) is no 

significant, so we can not confirm the relationship between the presence of affiliated in 

the board and firm performance for firms run by subsequent generations. For first 

generation family firms the coefficient (2) is positive (0.072) and significant. The 

presence of affiliated directors, as independent ones, improves firm performance. 

We may conclude from the results that Hypothesis 3 is not accepted. The finding show 

a bigger relationship between the percentage of outsiders on the board (independents 

and affiliated) and firm performance in family firms run by the first generation. 

The result shows a clear difference in behaviour between family firms run by the first 

generation and those run by subsequent generations.  

5.- DISCUSSION 

We do not find any robust relationship between independent directors and firm 

performance, thus, Hypothesis 1 was not supported. These results are partially 

consistent with those obtained for other types of firms by authors such as Baysinger and 

Butler (1985), Hermalin and Weisbach (1991); Mehran (1995), Klein (1998), Baghat 

and Black (2000), De Andrés et al (2005) and Jackling and Johl (2009), who find no 

evidence relating the proportion of outsiders on the board and different measures of 

business performance or market value. However, we have advanced further than these 

authors, since we have differentiated between the independent and affiliated directors. 

These results do not support the assumption that independent directors have an 

important controlling and advising function and in contrast can justify the presence of 

affiliated and insider directors in family firms.  

The reasons put forward to explain the inexistence of a relationship between the 

presence of independent directors and performance vary. Hermalin and Weisbach 

(1991) suggest that both insider and outsider directors may fail to perform their job of 

representing shareholders’ interests properly, i.e., it cannot be concluded that outsiders 

perform their activity better than insiders. Likewise, Mace (1986) and Vancil (1987) 

argue that inside directors facilitate the process of succession in the firm, offering 

advice and conveying knowledge to the CEO on the firm's day-to-day operations. The 

presence of insiders on the board makes it easier for the other directors to view them as 

potential top executives, since they can assess their skills more simply from seeing them 

act on the board itself (Bhagat and Black, 2000). Maug (1997) demonstrates that for 
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firms with important information asymmetries –and this is the case of family firms– it is 

not optimal to increase monitoring through the incorporation of independents, since 

transferring specific knowledge about the firm to independents can prove costly. On the 

other hand, the CEO and management are characterised by their high level of 

commitment to the organisation and by sharing its values. 

It also needs to be said that each type of director has a specific role on the board 

(Baysinger and Butler, 1985). Inside directors have a greater knowledge of the firm than 

outsiders (Raheja, 2005), who are often unfamiliar with the working of the firm.  

According to affiliated directors, our findings, in first and subsequent generations 

family firms, support the stewardship predictions, confirming the positive relationship 

between the proportion of affiliated directors on the board of non-listed family firms 

and performance. In non-listed family SMEs, affiliated act as stewards of firm value, 

promoting corporate health and firm performance. Directors classified as affiliates often 

can maintain skills in knowledgebased fields such as law, finance, accounting, and 

consulting; suggesting that families seek these directors for their value-adding advice 

and counsel (Anderson and Reeb, 2004).  

The results show a clear difference in the behaviour of first-generation family firms and 

those run by subsequent generations. When the family firm is run by the first 

generation, having independent directors on the board improves firm performance, 

implying that independent directors potentially play an influential role in moderating 

family power and alleviating conflicts amongst shareholder groups as well as being 

advisors. 

Taking into account the clearly differentiated behaviour of first-generation family firms 

and those run by subsequent generations, the reason may be that in the case of first 

generation firms, independent directors really are more involved in their work on the 

board and perform their function effectively. First-generation family firms have a 

smaller proportion of independent directors than family firms run by subsequent 

generations. Although they have a smaller presence, this may be the right composition 

for the first phase in the life of a family firm, when the insider directors' knowledge of 

the firm's strategic planning is needed given the long-term perspective of these firms. In 

this way, independent directors monitor insiders and/or family members and also offer 

important and helpful advice and counsel. These results confirm both the tenets of 

agency and stewardship theory. 
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Outsiders (independents and affiliated) have a more moderate presence during this first 

phase of the firm's life, which is unsurprising, given that the company equity is in hands 

of a small number of people, who are properly represented on the board. It therefore 

appears that the outsiders have been selected appropriately for performing their 

function, perhaps prevailing the advice and counsel roles.  

When the firm is run by second and subsequent generations, the presence of outsiders 

(affiliated and independents) do not have any effects on performance. This might seem 

surprising, given that as the various generations succeed and the share base becomes 

more diverse, the presence of independent directors may become more necessary to 

ensure that the interests of the different shareholders are properly represented and that 

no decisions are taken that are detrimental to the interests of minority shareholders. The 

results, however, suggest that in such cases independents are probably not acting in this 

way. If we analyse the board composition in firms run by second and subsequent 

generations, we see that they have an ever greater presence but their monitoring role has 

no effect on firm performance. In addition, perhaps, the criteria for choosing directors 

also can vary, and personal friendship could play a relevant role. One might therefore 

consider that independents may not be acting objectively, given their many overlapping 

interests with the firm. This may explain why their presence on the board results in a 

drop in performance.  

6.- CONCLUSION 

Our aim is to analyze the effect of the presence of outsiders (affiliated and 

independents) on the board of directors on firm performance in family SMEs, also 

considering the generational effect. To test our hypotheses that outside directors act as 

agents or stewards, we examined the relationship between firm performance and the 

proportion of affiliated and independent directors on the board. Moreover, contrary to 

most previous studies, we did not focus on large listed companies but adopted a sample 

that includes mainly SMEs, none of which is listed. In an ownership concentration 

context, we used a sample of 369 family firms. 

Our findings show the existence of a positive impact of affiliated directors on firm 

performance in family firms. The presence of independent directors can be said not to 

have resulted in improved firm performance. The firms in the sample showed a 

significant presence of affiliated directors, an aspect that may be related to their greater 

knowledge of the firm, with a subsequently positive effect on strategic planning 
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decisions. This type of director provides alternative perspectives and expertise, playing 

an advising and counselling role.  

It is also important to note the different behaviour between family firms run by the first 

generation and those run by subsequent generations. In this case, the presence of 

independents on the board has a positive effect on performance when the firm is run by 

the first generation. When the firm is run by second and subsequent generations, the 

presence of independents has no effect on performance. Thus, one might therefore 

wonder how independent they really are.  

Our paper contributes to the literature on the impact of board composition on firm 

performance. First, our findings provide a new perspective on the role that outside 

directors play in corporate governance of family firms, differentiating between affiliated 

and independent directors. Besides examining the board’s role in controlling the 

conflicts between shareholder groups, we also consider the advising and counselling 

role of the board. Second, our research shows that agency theory can be used to explain 

the role of independent directors in mitigating moral hazard conflicts between 

shareholder groups with diverging interests in first generation family firms. Third, the 

bulk of empirical research on the role and effect of outside directors on firm 

performance has however mostly been conducted on large publicly held companies 

(Anderson and Reeb, 2004; Daily et al, 1998). There are consequently very few studies 

that have explored the role and contribution of outside directors in the context of SMEs 

family firms, and those who do have often uncritically adapted concepts and theories 

developed for large firms. There consequently seems to be deficiencies in our 

knowledge of the role and contribution of outside directors in SMEs. We focus on non-

listed family SMEs because the findings of large firms may not extend to smaller ones. 

Following Howorth and colleagues (2004) agency theory may provide only a partial 

explanation of private family firms. 

Our research has some implications for family business owners and all those 

consultants. In family firms run by the first generation, the presence of outside 

(affiliated and independent) directors has a positive effect on firm performance, while in 

family firms run by subsequent generations there is no effect. These results suggest that 

first generation firms’ outside directors’ influence is an important element in monitoring 

and advising family activity. However, when the firm is managed by subsequent 

generations, there is no such oversight, so we think that the problem can be the criteria 

for choosing directors. Personal friendship could play a very relevant role and it might 



16 

therefore consider that outsiders, and in particular independents, may not be acting 

objectively, given their many overlapping interests with the firm. Therefore, outside 

directors are to be selected carefully in order to be adequately qualified to carry out the 

responsibilities, general knowledge about business management and its environment 

and knowledge of the peculiarities of the family firms. 

It is also interesting that the consultants recommend firms to have a well-balanced 

equilibrium between outside and inside directors because of the important and concrete 

role they play on it, exercising a more effective function on the board, leading to better 

performance. 

This research has to deal with some limitations. First, the great difficulty to obtain non-

listed firms database, and this is even more difficult in the case of family firms. Second, 

our data are cross-sectional in nature and therefore, we can not clearly infer on 

causality. Only a panel data sample will allow testing and complementing our findings. 

Third, data were collected exclusively in Spain, therefore limiting the possibility of 

generalizing our findings. Fourth, our analysis focuses solely on the formal 

independence of the board and ignores the social and psychological factors that may 

exist between the family and directors. 

To conclude, some ideas about future research are pertinent. First, a research design 

based on longitudinal data would be more suitable for this kind of study in order to 

increase the reliability of causality directions. Second, we also want to consider the 

effect of CEO duality in conjunction with founding family ownership and the effect of 

the size of board of directors in monitory and control activity. Third, a similar study 

could be conducted in countries other than Spain in order to increase the validity of our 

result. 

7. - KEY REFERENCES 

Adams, R. B., and Ferreira, D. (2007) A theory of friendly boards, The Journal of 

Finance, vol. LXII, nº 1, pp. 217-250. 

Agrawal A. and Knoeber, C.R. (1996) Firm performance and mechanisms to control 

agency problems between managers and shareholders, Journal of Financial and 

Quantitative Analysis, nº 31, pp. 337-398. 

Anderson, C. R., Reeb, M. D. (2003a) Founding-Family Ownership and Firm 

Performance: Evidence from the S&P500, The Journal of Finance, vol. LVIII no. 3 pp. 

1301-1328. 



17 

  (2003b): “Founding-Family Ownership, Corporate Diversification, and Firm 

Leverage” Journal of Law and Economics, Vol. 46, p. 653, 2003 

  (2004) Board Composition: Balancing Family Influence in S&P 500 Firms, 

Administrative Science Quarterly, vol. 49, pp. 209–237 

Anderson, C. R., Mansi, A.S., Reeb, M. D. (2003) Founding family ownership and the 

agency cost of debt, Journal of Financial Economics, no 68, pp. 263-285. 

Arrègle, J.-L., Hitt, M., Sirmon, D., and Very, P. (2007) The development of 

organizational social capital: Attributes of family firms, Journal of Management 

Studies, nº 44, vol. 1, pp. 73–95. 

Ashforth, B. and Mael, F. (1989) Social identity theory and the organization. Academy 

of Management Review, nº 14, vol.1, pp. 20–39. 

Baghat S. and Black B (2000) Board independence and long-term firm performance, 

Working Paper, University of Colorado 

Bammens, Y., Voordeckers, W and Van Gils, A. (2008) Boards of directors in family 

firms: a generational perspective, Small Business Economics, vol. 31, pp. 163–180 

Baysinger, B. and Butler, H. (1985) Corporate governance and the board of directors: 

Performance effects of changes in board composition, Journal of Law, Economics, and 

Organizations, vol. 1, nº 1, pp. 101-24. 

Berle AA, Means GC. (1932) The Modern Corporation and Private Property, New 

York, NY: MacMillan Co. 

Chrisman J., Chua J. and Sharma P. (2005) Trends and Directions in the Development 

of a Strategic Management Theory of the Family Firm, Entrepreneurship Theory and 

Practice, Nº 29, pp. 555- 575. 

Chua, J.H., Chrisman, J.J.,   Sharma, P. (2003) Succession and nonsuccession concerns 

of family firms and agency relationship with nonfamily managers, Family Business 

Review, vol. 16, pp. 89-107.  

Corbetta, G. and Tomaselli, S. (1996) Boards of directors in Italian family businesses, 

Family Business Review, vol. 9, pp. 403- 421. 

Daily, C.M., Dollinger, M.J. (1993) Alternative methodologies for identifying family 

versus non-family managed businesses, Journal of Small Business Management, vol. 31 

no. 2 pp. 79-90. 

Davis JH, Schoorman DF, Donaldson L. (1997) Toward a stewardship theory of 

management, Academy Management Review, vol. 22, pp. 20–47. 



18 

De Andres, P., Azofra, V. and Lopez, F. (2005) Corporate Boards in OECD Countries: 

size, composition, functioning and effectiveness, Corporate Governance, vol. 13, nº 2, 

pp. 197-210. 

DeAngelo H. and DeAngelo L. (2000) Controlling stockholders and the disciplinary 

role of corporate payout policy: A study of the Times Mirror Company, Journal of 

Financial Economics vol. 56 no. 2 pp. 153-207. 

Fama, E.F. (1980) Agency problems and the theory of the firm, Journal of Political 

Economy, vol. 88, nº 2, pp. 288-307. 

Fama E.F. and Jensen M.C. (1983) Separation of ownership and control, Journal of Law 

and Economics vol. 26 no. 2 pp. 301-325. 

Fan, J.P.H. and Wong T.J. (2002) Corporate ownership structure and the 

informativeness of accounting earnings in East Asia, Journal of Accounting and 

Economics, nº 33, 401-425. 

Francis, J., Schipper, K., Vincent L. (2005) Earnings and Dividend Informativeness 

when Cash Flow Rights Are Separated from Voting Rights, Journal of accounting and 

economics, vol. 39 pp. 329-360. 

Fiegener, M. K., Brown, B. M., Dreux, D. R. and Dennis, W. J. (2000) The Adoption of 

Outside Boards by Small Private US Firms, Entrepreneurship and Regional 

Development, vol. 12, pp. 291–309. 

Forbes, D. P. and Milliken, F. J. (1999) Cognition and Corporate Governance: 

Understanding Boards of Directors as Strategic Decision- Making Groups, Academy of 

Management Review, vol. 24, pp. 489–506. 

Gabrielsson, J. and Huse, M. (2005) “Outside” Directors in SME Boards: A Call for 

Theoretical Reflections, Corporate Board: Role, Duties & Composition, vol. 1, pp. 28–

38. 

Gersick, K., Davis, J., Hampton, M., and Lansberg, I. (1997) Generation to generation: 

Life cycles of the family business, Boston: Harvard Business School Press. 

Gomez-Mejia L, Nunez-Nickel M, Gutierrez I. (2001) The role of family ties in agency 

contracts, Academy of Management Journal vol. 44 no. 1 pp. 81-95. 

Gomez-Mejia, L., Larraza-Kintana, M., and Makri, M. (2003) The determinants of 

executive compensation in family-controlled public corporations, Academy of 

Management Journal, vol. 46 pp. 226-237.  

Gómez-Mejía, L.R., Haynes, K., Nuñez-Nickel, M., Jacobson, K.J.L., and Moyano-

Fuentes, J. (2007) Socioemotional wealth and business risks in family-controlled firms: 



19 

Evidence from Spanish olive oil mills. Administrative Science Quarterly, nº 52, vol. 1, 

pp. 106–137. 

Harris, M., and Raviv, A. (2008) A theory of board control and size, The Review of 

Financial Studies, vol. 21, nº 4 

Hermalin, B.E. and Weisbach, M.S. (1991) The effects of board composition and direct 

incentives on firm performance, Financial Management, vol. 20, nº 4, pp. 101-112. 

  (1998) Endogenously Chosen Boards of Directors and Their Monitoring of the 

CEO, American Economic Review, vol. 88, nº 1, pp. 96-118. 

  (2001) Board of directors as an endogenously determines institution: a survey of 

the economic literature, NBER Working Paper, 8161, Cambridge, MA. 

Hillman AJ, Dalziel T. (2003) Boards of directors and firm performance: integrating 

agency and resource dependence perspectives, Academy Management Review, vol. 28, 

pp. 383–396. 

Howorth, C., Westhead, P., & Wright, M. (2004) Information asymmetry in 

management buyouts of family firms, Journal of Business Venturing, nº 19, vol. 4, pp. 

509–534. 

Jackling, B. and Johl, S. (2009) Board Structure and Firm Performance: Evidence from 

India’s Top Companies, Corporate Governance: An International Review, vol. 17, nº 4, 

pp. 492–509 

Jensen, M.C. (1993) The modern industrial revolution, exit, and the failure of internal 

control systems, Journal of Finance, vol. XLVIII, nº 3, pp. 831-880. 

Jensen M.C. and Meckling W. (1976) Theory of the firm: Managerial behaviour, 

agency costs and ownership structure, Journal of Financial Economics vol. 3 no. 4, pp. 

305-360. 

Kesner, I.F., Victor, B. and Lamont, B. (1986) Board composition and the commission 

of illegal acts: An investigation of Fortune 500 companies, Academy of Management 

Journal, nº 29, pp. 789-799. 

Klein, A. (1998) Firm performance and board committee structure, Journal of Law and 

Economics, vol. XLI, pp. 275-303. 

La Porta R, Lopez-de-Silanes F. and Shleifer A. (1999) Corporate ownership around the 

world, The Journal of Finance vol 54 no. 2, pp. 471-517. 

Lansberg, I. (1999) Succeeding generations: Realizing the dream of families in 

business. Boston: Harvard Business School Press. 



20 

Lefort, F. and Urzúa, F. 2008. Board independence, firm performance and ownership 

concentration: Evidence from Chile. Journal of Business Research, vol. 61, pp. 615–

622. 

Linck, J. S., Netter, J. M., and Yang, T. (2008) The determinants of board structure, 

Journal of Financial Economics, vol. 87, nº 2, pp. 308-328. 

Luoma P, Goodstein J. (1999) Stakeholders and corporate boards: institutional 

influences on board composition, Academy Management Journal, vol. 42, pp. 553–563. 

Mace, M. L. (1986) Directors: Myth and Reality, Boston: Harvard Business School 

Press. 

McKnight, P.J. and Mira, S. (2003) Corporate Governance Mechanisms, Agency Costs 

and Firm Performance in UK Firms, http://ssrn.com/abstract=460300 

Maug, E. (1997) Ownership structure as a determinant of IPO underpricing: A theory of 

the decision to go public, Working Paper, Mimeo, Duke University 

Mehran, H. (1995) Executive compensation structure, ownership, and firm performance, 

Journal of Financial Economics, nº 38, pp. 163-184. 

Miller, D., and Le Breton-Miller, I. (2006) Family governance and firm performance: 

Agency, stewardship, and capabilities, Family Business Review, vol. 19, pp. 73–87. 

Minichilli, A., Zattoni, A. and Zona F. (2009) Making boards effective: and empirical 

examination of board task performance, British Journal of Management, vol 20, pp. 55-

74.  

Morck R, Shleifer A, Vishny RW. (1988) Management ownership and market 

valuation: An empirical analysis, Journal of Financial Economics vol. 20 pp. 293-315. 

Muth MM, Donaldson L. (1998) Stewardship theory and board structure: a contingency 

approach. Corporate Governance International Review, vol. 6, pp. 5–28. 

Myers, R. H. 1990. Classical and modern regression with applications (2nd edition). 

Boston: PWS-Kent. 

Raheja, C. G. (2005). Determinants of Board Size and Composition: A Theory of 

Corporate Boards. Journal of Financial and Quantitative Analysis, vol. 40, nº 2, pp. 283-

306. 

Santana, D.J., Bona, C. and Pérez, J. (2007) Estructura de propiedad y capacidad 

informativa de los resultados contables, Revista Española de Financiación y 

Contabilidad, nº 133, pp. 55-72. 



21 

Schulze, W.S., Lubatkin, M.H., Dino, R.N., Buchholtz, A.K. (2001), Agency 

relationship in family firms: Theory and evidence, Organization Science, vol. 12 no. 9 

pp. 99-116.  

  (2003) Exploring the agency consequences of ownership dispersion among the 

directors of private family firms, Academy of Management Journal, vol. 46, pp. 179–

194. 

Sharma, P., Hoy, F., Astrachan J.H. and Koiranen, M. (2007) The practice-driven 

evolution of family business education, Journal of Business Research vol. 60, pp. 1012–

1021 

Shleifer A. and Vishny R.W. (1997) A survey of corporate governance, The Journal of 

Finance, vol. 52 no. 1, pp. 737-783. 

Sundaramurthy C, Lewis M. (2003) Control and collaboration: paradoxes of 

governance, Academy of Management Review, vol. 28, pp. 397–415. 

Van den Berghe, L. and Carchon, S. (2003) Agency Relations within the Family 

Business System: An Exploratory Approach, Corporate Governance: An International 

Review, vol. 11, pp. 171-179. 

Vancil, R. F. (1987) Passing the Baton. Managing the Process of CEO Succession, 

Harvard Business School, Boston. 

Villalonga B, Amit R. (2006) How do family ownership, control and management affect 

firm value?, Journal of Financial Economics vol. 80 no. 2 pp. 385-418. 

Voordeckers, W., Van Gils, A. and Van den Heuvel, J. (2007) Board Composition in 

Small and Medium-Sized Family Firms, Journal of Small Business Management, vol. 

45, nº 1,  pp. 137–156 

Wang D. (2006) Founding family ownership and earnings quality, Journal of 

Accounting Research vol. 44 no. 3 pp. 619-656. 

Weisbach, M. (1988) Outside directors and CEO turnover, Journal of Financial 

Economics, nº 20, pp. 431-460. 

Westhead, P., and C. Howorth (2006) Ownership and Management Issues Associated 

with Family Firm Performance and Company Objectives, Family Business Review vol. 

19, pp. 301–316. 

Westphal, J.(1999) Collaboration in the boardroom: Behavioral and performance 

consequences of CEO-board social ties, Academy of Management Journal, vol. 42, pp. 

7-24. 



22 

Yermack, D. (1996) Higher Valuation of Companies with a Small Board of Directors, 

Journal of Financial Economics, nº 40, pp. 185-212. 


