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Abstract

Purpose — This paper demonstrates that the effects of the presence of outside
directors on the board of directors can be different across family vs. non-family
firms, regarding the financial performance. We propose that the presence of outside
directors in the board is relevant to explain the performance of family firms,
because they better deal with mechanisms that reduce the type II agency conflicts.

Theoretical framework — Based on agency theory and its derivatives, we capture
the specificities of family firms relative to non-family firms.

Design/methodology/approach — Drawing from an extensive and updated database
of over 370 publicly listed companies in Brazil, this study conducted panel data
regressions with fixed effects on three different response variables, in order to have
a broader perspective and reduce the bias of the results. Moreover, we performed
robustness tests with different measurement methods. In addition, we tested the
selection of variables by addressing both internal and external validity criteria,
in addition to convergent and nomological validity, according to the literature.

Findings — The empirical results indicate that there is a relationship between board
independence and short-term financial performance for a cohort of family firms.

Practical & social implications of research — This research contributes to various
stakeholders by providing relevant insights about an important ESG criterion,
which opens up a path for further studies.

Originality/value — This is a novel approach to relevant phenomena from the
perspective of family firms compared to non-family firms. Also, this paper deepens
the study of family businesses and considers different cohorts of firms.

Keywords: Corporate governance, family firms, outside directors, firm performance,
emerging markets.
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1 Introduction

Investor protection depends on a firm’s ability to
mitigate agency problems through internal and external
oversight. This is particularly true for family firms that involve
family owners and non-family owners (Gonzdlez et al.,
2019). Shleifer and Vishny (1997) suggest that when the
family’s control exceeds its ownership rights, the potential for
expropriation by the company’s controllers from minority
shareholders is increased. Agency problems in family
firms primarily manifest themselves in the misalignment
of interests among shareholders, managers, controlling
family shareholders, and non-controlling shareholders
(Villalonga et al., 2015).

The board of directors represents a crucial internal
corporate governance mechanism to validate and monitor
managerial decisions (Fama and Jensen, 1983a), even
more so when the governance structure of family firms is
complex because of the interrelationships and overlapping
forms of family, ownership, and management influence
(Gnan etal., 2015; Tagiuri & Davis, 1996). The governance
mechanisms in family firms depend on the influence of
family members, top management, and the board of
directors (Khlif etal., 2016), who carry out multiple roles
in managing and governing the firm (Tagiuri & Davis,
1996), and are likely to differ from public corporations,
which have a board with predominant influence, separate
from the ownership structure (Gnan et al., 2015).
The prevalence of significant family ownership, and the
incentives that go with it, raise questions about whether
the board of directors can serve as an effective deterrent
to prevent the family from expropriating the wealth of
minority shareholders (Anderson & Reeb, 2004).

Most family business studies have consistently
shown the need for more active and external boards,
even in privately owned family businesses (Corbetta &
Salvato, 2004a). Similarly, board behavior and engagement
on strategic issues deserve more attention compared to
structure and composition (Judge & Talaulicar, 2017).
According to Fama and Jensen (1983a), outside directors
bring valuable knowledge and potentially important
connections to companies. They also have the responsibility
to monitor, discipline, and remove ineflicient managers.
Carter et al. (2003) focused on one of the key elements
of agency theory, board independence, which is crucial to
meet the interests of shareholders. These agents contribute
to better credit ratings (Ashbaugh Skaife et al., 2006) and
fraud prevention (Beasley, 1996).
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Based on this discussion, our research question is:
How does the presence of outside directors on the board
affects the performance of family firms versus non-family
firms? We propose a theoretical-empirical investigation of
the impact of outside directors on financial performance,
using intrinsic and extrinsic indicators to assess their
contributions to different cohorts of firms, both family
and non-family. We argue that the presence of outside
directors positively affects the financial performance of
companies, in short, due to their capabilities and the
role they perform on the board, and this effect is more
pronounced in family firms, where the family usually has
more control and influence over the business.

Our theoretical contribution is related to the type
IT agency conflict (Purkayastha et al., 2022), in that the
presence of outside directors functions as a mechanism
to mitigate the conflict between board members (family
majority shareholders) and the CEO (an executive director
within the same family nucleus), bringing a balance that
contributes to superior financial performance. We capture
the effect of outside directors on financial performance,
highlighting differential effects for family versus non-
family firms, and we present a comprehensive and new
quantitative analysis that provides contributions to both
academics and practitioners. For this study, the largest
database on the board composition of family and non-
family businesses was built for an emerging country, where
family firms are more prominent. Our results showed that
outside directors positively affect financial performance
for family firms when CEO duality is not present, and

when it is present the effect is the opposite.

2 Family firms

The literature converges on the definition of a
family business as, among other things, an organization
with controlling ownership and management within the
same family nucleus (Chua et al., 1999). Research often
shows that family-owned firms make decisions differently
from non-family firms, considering that the former seek
utility to preserve the socio-emotional wealth generated
by the non-economic characteristics of family firms, such
as the association of the family name with the business,
emotional ties to the firm, and the satisfaction of family
members working for the company (Gémez-Mejia et al.,
2011). One of the unique aptitudes of family businesses is
the ability to consider different trade-offs to achieve their

goals and maintain family control across generations, which
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brings important resources that are used at different times
(Goel & Jones, 2016). This investigation gains importance
since family firms are usually better managed and have
longer-term planning horizons than non-family firms.
In addition, family firms tend to be more innovative, more
involved with their local communities, and longer—lived
than non-family firms (Kaslow & Friedland, 2021).

The academic research explicitly recognizes the
prevalence and superior performance of family businesses
(FBs) worldwide (Allouche et al., 2008; Astrachan &
Shanker, 2003; Heck & Stafford, 2001; Sharma, 2004).
Family firms are comparatively more profitable from the
point of view of shareholders and other stakeholders or
fund providers. The results suggest that FBs use their
resources more efficiently and outperform non-family
businesses when a family member acts as CEO, and
performance is even better than with an external CEO,
making family ownership an effective organizational
structure (Anderson & Reeb, 2003). Because the family’s
wealth is so closely linked to the company’s well-being,
families may have strong incentives to monitor managers
and minimize the free rider problem inherent to small
shareholders (Anderson & Reeb, 2003). Anderson and
Reeb (2003) suggest that the continued presence of the
family in the company also creates powerful reputational
effects that provide incentives for family managers to
improve the company’s performance. As a result, the active
participation of the family in the firm’s management may
lead to differential performance compared to non-family
companies.

The peculiarities of family businesses in terms of
agency conflicts (Corbetta & Salvato, 2004a) are usually
ignored or underestimated since many corporate governance
problems are ownership related and most FBs have not
yet added qualified outsiders to their boards (Heidrick,
1988). The low family power resulting from the presence
of non-family owners and managers will increase the goal
conflict due to the separation of ownership and control
(Corbetta & Salvato, 2004a). Shleifer and Vishny (1997)
suggest that when the family’s control is greater than its
ownership rights, the potential for expropriation between
the company’s controllers and minority shareholders is
increased. Similarly, family managers may prioritize the
family interest approach to decision making (Newbert &
Craig, 2017) over stakeholders or minority shareholders.
In addition to reducing the possibility of type II agency
problems, family ownership can also produce good results
not only for the company but also for shareholders. Some

examples are based on the long-term orientation and
socio-emotional wealth sought by these structures. Such
characteristics allow family businesses to make decisions
geared towards growth and profitability, since the family
is dependent on the success of the business (Hoopes &
Miller, 2006).

According to agency theory, in family firms,
Chairperson of the Board/Chief Executive Officer (COB/
CEO) duality reduces the effectiveness of monitoring
activities and could lead to the expropriation of firm
resources by controlling family members (Chen et al.,
2012). Generally, without appropriate monitoring, CEOs
may abuse their power, put their own interests first, and
make decisions that are detrimental to the firm (or to some
of the firm’s owners), such as hiring well-connected but
incompetent individuals (Combs et al., 2011). In cases of
significant family influence, the separation of the two roles
is more effective when the family is not entrenched (Braun
& Sharma, 2007). This suggests that the simultaneous
occurrence of COB/CEQ duality and entrenchment could
have a negative effect on firm performance (Garcia-Castro
& Aguilera, 2014).

Based on the available data, this study established
two clusters of family firms, both with at least 15% of
equity ownership within the same family nucleus. The first
cluster is composed of companies where the CEO and
the Top Management Team (TMT) are members of the
same family nucleus. The second cluster is composed of
companies where the CEO and COB is the same individual.
These two cohorts are consistent with the suggestions of
Gomes-Mejia et al. (2013), Anderson et al. (2012), and
Anderson and Reeb (2003).

3 Board of directors

Corporate governance topics in emerging countries
are relevant because governance systems developed for
established economies may prove less effective in emerging
market environments (Chen et al., 2012). Corporate
scandals and executive failures persist, despite the growing
emphasis on governance reforms around the world and
increased activism by shareholders, governments, and
other stakeholders (Armitage et al., 2017). According
to Giannetti and Simonov (2000), research on foreign
investors reinforces the preference for investing in
companies with higher levels of corporate governance

in emerging markets. These agents also avoid buying
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stocks of companies with poor corporate governance in
emerging markets or developed economies.

In emerging economies, family businesses
predominate and are determined by closed ownership and
controlling shareholders (Armitage et al., 2017), making
corporate governance more divergent from in advanced
economies. Additionally, family control accounts for a large
proportion of the corporate sector in regions with different
institutional characteristics and regulatory frameworks
(Pindado & Requejo, 2015). Academic research recognizes
not only the prevalence and better performance of family
businesses worldwide, but also their better profitability and
resource use efficiency compared to non-family businesses
(Allouche et al., 2008). Further analysis reveals that the
relationship between family ownership and company
performance is not linear, and when family members run
the organization, the performance is even better than with
an external CEO. Thus, family ownership is effective in
the organizational structure (Anderson & Reeb, 2003).

The presence of an active and influential shareholder
can simplify decision making and lead to controversial
situations involving conflicts of interest inherent to a
specific group (Turnbull, 2000; Miiller et al., 2018), such
as the amount of director compensation, biased choices for
positions, and retirement of the CEO or board members,
in addition to the manipulation of accounting procedures,
among others. According to this argument, family wealth
is closely linked to the well-being of the firm, therefore
families may have strong incentives to monitor managers
and minimize the free rider problem inherent to small
shareholders (Anderson & Reeb, 2003). In addition, the
author suggests that a significant family presence in the
company also creates powerful reputational effects that
provide incentives for family managers to improve company
performance. As a result, the active participation of the
family in the management of the company can lead to
superior performance in relation to non-family businesses.

On the one hand, families that hold most of the
shares and control the managerial positions have significant
informational advantages over the other shareholders of
the company. Thus, family members are better able to
assess the company’s prospects, suggesting that they renew
their ties only with companies with favorable prospects.
On the other hand, when family control is greater than
family ownership rights, the potential for expropriation
between the company’s controlling shareholders and
minority shareholders is preeminent (Shleifer & Vishny,
1997). In many countries, the dominant shareholder is a
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multinational corporation that has established a publicly
traded subsidiary in another country. In emerging
economies, the dominant shareholders are typically the
founding entrepreneurs (Turnbull, 2002).

Among the reasons for studying Latin America
is the importance of family businesses in the region, as
they account for more than 85% of companies, 60% of
GDD, and 70% of the workforce (Aguinis et al., 2020).

In Brazil, corporate governance issues have become
more important in recent decades, as more data from
publicly traded companies were disclosed in 2010 and
there is a significant presence of foreign investors in the
Brazilian stock market, historically over 40% according
to B3 (Brazilian Stock Exchange) data.

In the last decade, Brazil has undergone major
political, social and economic changes that have required
more research on corporate governance issues. One relevant
event of the decade was the Federal Police’s Lava-Jato
(Car Wash) operation, which began in mid-2014 and has
continued until recent times. This operation investigated
and detained executives and shareholders of large
companies for corruption, illegal donations to political
parties, and other actions characterized as white-collar
crimes (Lagunes et al., 2021). Since then, there has been

a growing emphasis on board independence.

4. Outside directors and hypotheses

Modern corporate governance theory postulates
that director independence is essentially a mechanism for
reducing agency costs and a form of protection against
managerial self-dealing. Board independence from
management is essential to improve the quality of board
monitoring and provide better protection of shareholder
value (Shaw et al., 2021). In this sense, various countries
have forced listed firms to maintain a minimum proportion
of outside directors on the board (Joseph et al., 2014).

Global stock exchanges, such as the NYSE
(New York Stock Exchange), Nasdag, LSE (London
Stock Exchange) and BSE (Bombay Stock Exchange),
require that each specific corporate governance level
meets respective minimum membership quotas for
outside directors. According to the Financial Reporting
Council in the UK, an outside director or independent
non-executive director is someone who has not been an
employee of the company or group within the last five
years; has not had a material business relationship with

the company, either directly or as a partner, shareholder,
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director or senior employee of an organization that has
had such a relationship with the company within the
last three years; has not received or does not receive any
additional remuneration from the company other than
a director’s fee, does not participate in the company’s
stock option or a performance-related pay scheme, and
is not a member of the company’s pension scheme; does
not have close family ties with any of the company’s
advisers, directors or senior employees; does not have
cross-directorships or significant links with other directors
through involvement in other companies or entities; does
not represent a significant shareholder; and has not served
on the board for more than nine years from the date of
their initial appointment. The Instituto Brasileiro de
Governanga Corporativa (Brazilian Institute of Corporate
Governance) also takes into account pertinent issues related
to shareholdings, sources of income, previous experience
and interpersonal relationships of the outside director.

On the one hand, the literature indicates that
these agents make several contributions to the company,
such as valuable knowledge and potentially important
connections to other companies (Fama & Jensen, 1983a),
responsibility for monitoring, disciplining, and removing
ineflicient managers (Fama & Jensen, 1983a), better pursuit
of shareholder interests (Carter et al., 2003), more careful
monitoring of acquisitions, particularly when they involve
the diversification of core competencies that are not in the
long-term interests of the firm (Zajac & Westphal, 1996),
better credit ratings (Ashbaugh Skaife et al., 2006), and
better reputation and fraud prevention (Beasley, 1996).
Board diversity, including outside directors, has been
shown to contribute to financial profitability indicators
(Van Ness et al., 2010); moreover, companies with a
higher proportion of outside directors are considered
to be more socially responsible (Dunn & Sainty, 2009).

On the other hand, the literature presents several
potential implications of outside directors on the board,
such as limited knowledge about the company and,
therefore, higher risk aversion (Iwu-Egwuonwu, 2010) and
possible lack of conciseness and consensus in corporate
decisions by possibly bringing different points of view
(Guest, 2009). The fact that most outside directors serve
on multiple boards, among their other activities, may lead
to their limited ability to understand in depth the business
they are serving, potentially making their contribution
less effective and linked to financial performance (Fich
& Shivdasani, 2006). Based on the above, we propose
the following basic hypothesis:

Hypothesis H1. The level of board member independence
is positively related to financial performance.
The literature on family businesses suggests that

controlling shareholders may underestimate or ignore

agency conflicts (Corbetta & Salvato, 2004a), indicating
that these companies add qualified outsiders to their boards
to address corporate governance questions and public
ownership concerns (Heidrick, 1988). To illustrate, the
inclusion of active, external board members is justified
by the inability of family executives to understand the
limits of their behavior (Alderfer, 1988), due to the gap
between their goals and values as both family members and
executives (Miiller et al., 2018). The risk that the CEO’s
personal values and preferences may excessively influence
ethical and economic rationality justifies the recruitment

of qualified outsiders onto the board (Gallo, 1993).

Notwithstanding, outside directors typically accelerate

firms’ compliance with requirements (Shaw et al., 2021),

which is especially important in countries with weaker

shareholder protection, consequently facilitating the
obtainment of foreign investments.

Important contributions of outside directors
in family businesses relate to the mitigation of socio-
emotional wealth (Mensching et al., 2014), risk aversion
(Cucculelli etal., 2016), capital constraints that can inhibit
the financing of entrepreneurial activities (Kellermanns
& Eddleston 2006), aversion to external financing
(Chrisman et al., 2012), propensity to preserve the
legacy or inheritance of the entrenched family (Gomes-
Mejia et al., 2013; Kellermanns et al., 2012), and less
efficient managers (Berrone et al., 2012; Cennamo etal.,
2012) or a lack of specific knowledge such as in finance,
auditing, technology or ESG among board members.
Moreover, outside directors promote and galvanize
important issues on the board agenda that may accentuate
firm performance (Shaw et al., 2021). Thus, we propose
the following hypothesis:

Hypothesis H2a: The effect of board independence on
financial performance is greater in family firms
than in non-family firms.

Family firms also commit to more transparent
financial reporting and disclosure practices when outside
directors are part of the board (Duru et al., 2016).
To further explore the aforementioned phenomena, we
investigate the CEO duality parameter, which is more
prominent in family firms, since this parameter increases
the power the CEO has over the board, hindering the
independence between the board and the president
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(Duruetal., 2016) and resulting in negative performance
effects (Jensen, 1993). In summary, the contributions of
outside directors to family businesses can be associated
with the mitigation of conflict between the board and
the CEO, both from the same family nucleus. Hence,
we propose the following hypothesis:
Hypothesis H2b: CEO duality in family firms hinders the
contribution of board independence to financial

performance.

5 Methods and data

In this study, we conducted panel data regressions
with firm and period fixed effects. The methodology and
variables selected are analogous to those of Gonzdlez et al.
(2019), Wong et al. (2019), Turrent and Hughes (2017),
Khanna etal. (2015), Garcia-Castro and Aguilera (2014),
Miiller et al. (2018), Anderson et al. (2012), Arosa et al.
(2010), Guest (2009), Allouche et al. (2008), Perry and
Shivdasani (2005), and Carter et al. (2003).

The database (Supplementary Material — Appendix.
Supplementary Data 1 — Database) consists of 372 publicly
traded companies, including large and small caps, listed on
the Brazilian stock exchange (B3) from 2010 to 2021. Itis
important to mention that the CVM (Brazilian Securities
and Exchange Commission) only made the publication
of the board of directors mandatory for publicly traded
companies in Brazil in 2010. The number of companies
analyzed is largely representative and extensive, since the
Brazilian stock market is not very numerous in terms of
the number of listed companies. For comparison, at the
end of 2012 there were only 353 firms listed, while in
the US there were more than 4,000. The data collection
process was extensive and meticulous, considering the
unstructured data from multiple sources, therefore one
of the main challenges of this study was to build the
largest database of board member composition in an
emerging economy.

Brazilian companies were sampled as the country
is the leading economy in Latin America, where family
businesses play a crucial role in the region, accounting
for more than 85% of all companies, 60% of GDP,
and 70% of the workforce (Aguinis et al., 2020). It is
important to mention that there is a scarcity of published
quantitative studies related to family firms with Brazilian
data (Borges et al., 2012), which highlights the relevant

gap in the literature that this research aims to fill with a
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broader understanding and possible generalizations about
the aforementioned topics.

The period analyzed is specific to Brazil, since
it has undergone major political, social and economic
changes that have led to more corporate governance policies
for companies operating in the country, including the
Federal Police’s Lava-Jato (Car Wash) operation focused
on white-collar crimes, which began in mid-2009 and
has continued until recent times.

Financial sector companies, including banks,
were not considered in this study due to the financing
characteristics of the financial services industry. Unlike
other sectors of the economy, bank leverage can exceed
90% of equity (Adams & Ferreira, 2007). Comparatively,
Gornall and Strebulaev (2018) show that the average
leverage of banks typically ranges from 87% to 95%,
while the average leverage of non-financial companies
ranges from 20% to 30%.

Board membership data were obtained from the
CVM (Brazilian Securities and Exchange Commission),
and accounting or financial indicators were extracted from
the Economatica software.

To eliminate outliers in financial performance
indicators, the database went through a winsorization
process with a 1% rate because the top three companies
in market capitalization cause a large gap in total assets,
revenues and net worth in relation to the rest of the
database. These top three companies in market share are
Petrobras, Vale, and Ambev. After this, the cases where
the book values were very different from the averages of
the database, such as the cases of companies undergoing
judicial reorganization, were removed so as not to unduly

influence the results.
5.1 Response variables

Garcia-Castro and Aguilera (2014) present a
recent systematic literature review of performance measures
that empirically explore the relationship between family
involvement in the business and financial performance,
which were considered for this study.

The response variables selected for the equations
were ROE, ROA and Tobins Q, as chosen by other
authors such as Carter et al. (2003) and Erhardt et al.
(2003), since they capture both efficiency and expectations
regarding financial performance. The joint analysis of the

financial indicators allows a broader perspective of the
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effects studied, given the characteristics of each indicator,

and reduces the bias of the conclusions.
5.2 Explanatory variables

The board independence indicator is the ratio
of outside board members to the total number of board
members for each company and year (Anderson & Reeb,
2003). This study also considered a dummy variable
indicating whether the outside directors were appointed
by the controlling shareholder. The family firms considered
in this study include companies with family ownership
of 15% or more of ordinary shares, and CEO (Chief
Executive Officer), COB (Chairperson of the Board),
or TMT (Top Management Team) with members from
the same family nucleus (Gonzdlez et al., 2019; Newbert
& Craig, 2017; Berrone et al., 2012; Miller & Friesen,
1983; Aldrighi & Mazzer, 2007; Miller & Le Breton-
Miller, 2006). To differentiate the levels of family firms,
we created two clusters of firms encompassing the levels
of family influence in the business. The first one (FAM1)
considered only the cases of family members in the Top
Management Team and a family CEO, and the second
one (FAM?2) also considered the cases of a family COB.
The cohorts are consistent with the proposals of Gomes-
Mejia et al. (2013), Anderson etal. (2012) and Anderson
and Reeb (2003). The information on family members
in the TMT or as CEO and COB is endogenous and
publicly disclosed by the firms through the CVM (Brazilian

Securities and Exchange Commission) forms.
5.3 Control variables

The literature shows that the size of the board is
relevant to a firm’s profitability, revenue, cash flow, and
leverage (Van Ness et al., 2010; Guest, 2009). Moreover,
it can justify the development of interpersonal trust and
predicts more affiliated board members than outside
directors in family firms (Siebels & Zu Knyphausen-Aufsef3,
2012). The literature has shown that it can be related to
company performance (Van Ness et al., 2010) and that
small boards (less than nine members) may not provide
the necessary diversity of views, while large boards (nine
or more members) can be detrimental to performance
because of communication problems and difficulty in
reaching agreement, among other reasons.

Regarding board independence, Perry and Shivdasani
(2005) show that the larger the company, the greater

the tendency to have more outside directors. However,

this variable also controls for the proportion of outside
directors and changes in the number of members in each
firm and year, as family firms are expected to have fewer
members on the board (Siebels & Zu Knyphausen-Aufsef3,
2012). This variable also moderates possible different
outcomes when outside directors are a minority on the
board (Koerniadi & Tourani-Rad, 2012).

The selected financial performance indicators are
robust in terms of internal and external validity criteria,
as well as convergent and nomological validity. The four
financial indicators capture the key financial performance
issues that are typically discussed by the board and that
reinforce the contributions that outside directors typically
bring to the table: organic or inorganic growth strategies,
financing alternatives, financial leverage, and optimization
of operating expenses. As a result, we included the following
variables: total assets in natural logarithm, net revenue
growth, net debt to total assets ratio, and EDITDA to
total assets ratio. Notwithstanding, the selected financial
indicators represent growth, profitability and market value
to maintain superior robustness in accordance with Santos

and Brito (2012), as shown in Figure 1.

6 Robustness tests

Related studies have presented the results using
only OLS (ordinary least squares) or panel data methods.
This study also considered the system GMM (generalized
method of moments) with two lags analysis, for a better
instrumentation and comparison of the parameters.

The methodology was chosen due to the fact thata small

Net Revenue
Growth

Total Assets Ln
Profitability
Net Debt to Total
Assets Ratio
Ebitda to Total 3 Market
Assets Ratio Value

Figure 1. Control variables
Source: Developed by the authors
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part of the sample went public or private during the period,
therefore the use of system GMM based on forward
orthogonal deviations is appropriate for unobservable

firm heterogeneity.

7 Results

The results presented in this section empirically
support the hypotheses and thus the research problem
regarding the contributions of outside directors to family
and non-family firms. The descriptive statistics of the entire
database, in Table 1, showed an average ROE (return on
equity) of -10.303% and an average ROA (return on
assets) of -8.817%. In comparison, the average nominal
Brazilian interest rate (Selic rate) in the same period was
8.85% per annum, with maximum and minimum nominal
values in the period of 14.15% per annum and 2.00%
per annum, respectively. When family firms are compared
to non-family firms, the three response variables proved
superior for family firms, these being the ROE (1.9489 vs.
-12.5471), ROA (-1.4274 vs. -10.1518), and Tobins Q
(1.1412vs. 1.1923). These data are consistent with those
of Allouche et al. (2008), Astrachan and Shanker (2003),
Heck and Stafford (2001), and Sharma (2004). Thus,
family firms show better performance and are comparatively
more profitable from the point of view of sharcholders
when comparing ROE and from the point of view of
other stakeholders or fund providers when comparing
ROA. The results also converge with those of Anderson
and Reeb (2003), who argues that family businesses use
their resources more efficiently and outperform non-family
businesses, especially when a family member is the CEO,
therefore family ownership is an effective organizational
structure (Anderson & Reeb, 2003).

For Tobin’s Q, the average value is 1.229 and the
average percentage of outside directors in the sample is
21.36%, which can be explained by the 247 companies
listed in the Good Governance Index (Nivel IT and Novo
Mercado) of the Brazilian Stock Exchange in 2021,
which requires at least 20% of outside directors on the
firm’s board.

During the period analyzed, the number of outside
directors increased in quantity and representativeness,
and an insignificant number of companies reported the
presence of a representative of minority shareholders on the
board. This finding means that almost all the companies
reported that the outside directors were nominated by the

controlling shareholders. The average number of board
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members was 8.0, indicating an increase compared to the
number presented in the paper by Black et al. (2010),
who reported an average of 6.8 members in Brazilian
companies in 2005.

The correlation matrix and the quartiles analysis
of the data regarding the companies’ market capitalization
(Table 2) show that ROE, ROA and Tobin’s Q move
in the same direction, even though their correlation is
below 0.50. The higher the market capitalization of the
companies, the less efficient they are in terms of ROE
and ROA, while the Tobin’s Q indicator increases. As for
the average board independence index, as well as the size
of the board in terms of number of members, they move
in the same direction, that is, as the market capitalization
of the companies increases. For the sample analyzed, the
profile of the companies with the largest representation
of outside directors presents a similar result to in the
article by Perry and Shivdasani (2005), which shows
that the larger the company, the greater the tendency
to have more outside directors. The quartiles analysis of
the data regarding the companies’ market capitalization
shows that the ROE and ROA financial indicators move
in the same direction, contrary to the Tobin’s Q indicator.
The higher the market capitalization of the companies,
the less efficient they are in terms of ROE and ROA,
while the Tobin’s Q indicator increases.

In Table 3, it is possible to see the econometric
models with ROE and ROA as response variables, which
show that the board independence variable is statistically
insignificant (b = -14.6366, p = 0.2920, and b = -5.5937,
p = 0.1357, respectively). The results obtained with the
econometric models are consistent with those of Batista et al.
(2012), rejecting the hypothesis that board independence
does not affect the financial performance of companies
and that the presence of outside directors increases over
time. The results are also consistent with those of Fuzi et al.
(2015), who found that board independence does not
guarantee better financial performance of companies.

The Tobins Q response variable equation (Model
3) determined that the board independence variable was not
statistically significant, although the cross-variables board
independence X family firm1 (p = 0.0080, b = 2.1803)
and board independence X family firm2 (p = 0.0689, b =
-1.7471) were statistically significant and had positive and
negative coeflicients, respectively. The adjusted R* in the
econometric model with the Tobin’s Q response variable
was also representative (0.7014). The results indicate that
financial analysts and investors have a positive perspective on
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Table 3
Summary of the Regressions

Summary of the Regressions - Board Independence

ROE ROA Tobin’s Q
Variables (Model 1) (Model 2) (Model 3)
Panel Data FE ~ System GMM  Panel Data FE =~ System GMM  Panel Data FE =~ System GMM
BOARD 0.2741 0.3534 0.1445 0,0000*** 0.8132 0,0000***
INDEPENDENCE
-157.560 362.809 -56.475 -1.845.410 -0.0644 53.835
BOARD IND. X FAM1 0.8796 0.2636 0.6470 0.2113 0.0080*** 0.0076***
-64.418 -2.882.063 -54.908 -3.695.744 21.803 79.203
BOARD IND. X FAM2 0.9657 0.8725 0.8104 0.4973 0.0689* 0.0003***
21.351 752.122 33.583 -2.259.225 -17.471 -135.876
BOARD SIZE 0.5775 0.1880 0.8169 0.0976* 0.7906 0.7557
-0.5624 -84.339 -0.0633 52.870 0.0051 -0.0176
NOMINATED BY 0.3475 0.3781 0.1629 0.7224 0.7037 0.6839
SHAREHOLDERS
-90.741 384.673 -36.010 -52.870 0.0669 0.2100
REVENUE GROWTH 0.1103 0.0283** 0.3201 0.0235** 0.1724 0.1134
47.945 218.650 0.8207 158.238 0.0816 0.2636
TOTAL ASSETS (LN) 0,0000*** 0,0000*** 0,0000*** 0,0000*** 0,0000*** 0.4468
327.093 549.224 111.178 349.274 -0.4188 0.2383
DEBT/ASSET RATIO 0,0000*** 0.0111** 0.1318 0.1628 0,0000*** 0,0001***
-1.047.175 839.052 41.501 186.512 38.043 26.146
EBITDA/ASSET RATIO 0,0000*** 0,0000*** 0,0000*** 0,0000*** 0.0595* 0,0000***
1.304.921 -967.627 921.428 -836.427 0.3863 10.052
C 0,0000*** - 0,0000*** - 0,0000*** -
-4.680.623 - -1.647.817 - 65.624 -
ADJUSTED R? 0.4564 0.8611 0.6572

Summary table of the regression results with control variables: Board Size, Total Assets (In), Revenue Growth, Debt / Asset Ratio, Ebit
/ Asset Ratio. Response variables are: ROE, ROA, and Tobin’s Q. Panel Data Analysis Fixed Effects and System GMM, respectively. The
results presented are in order: P-Value and Coeflicient, respectively. Results for P-Value are in bold when corresponding to < 10% and
indicating *, ** and *** to represent statistical significance at the 10%, 5% and 1% levels, respectively.

Source: Developed by the authors.

companies with such board composition characteristics, but
CEO duality creates a negative perception that may not be
mitigated by outside directors. The results are consistent with
the literature that states that outside directors can increase
the informativeness of stock prices and reduce the incidence
of firm-specific stock price crashes (Sila et al., 2017).
According to Haynes & Hillman (2010), greater
board independence in family-owned businesses would
yield better results, and more heterogeneous boards are
more likely to encourage changes in business strategies.
The author also argues that the presence of outsiders with
their breadth and depth of knowledge can benefit board
decisions. In cases of CEO duality, he showed a significant

negative impact on financial performance, which can be
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justified by less influence of outside directors, so a strong
leadership structure or duality need more outside board
members to compensate for CEO influence, where board
independence is an important corporate governance
mechanism (Duru et al., 2016).

The results of the system GMM were consistent
with the regression model presented earlier and
showed higher coeflicients for board independence X
fam1 (p =0.0129, b =9.3097) and board independence
X fam2 (p = 0.0011, b = -14.3412). The literature
indicates that system GMM coeflicients are better
parameters for robustness to firm-specific patterns of
heteroskedasticity and serial correlation, along with

sample gaps in unbalanced panels.
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8 Conclusions and future directions

This study aimed to answer the following research
question: How do outside directors on the board affect
the performance of family firms versus non-family firms?
We find that there is an association between board
independence in family firms and company financial
performance, even though the ROE and ROA indicators
might be interpreted as meaning that outside directors do
not have a direct impact on the companies” short-term
results. On the contrary, these agents play an important
role for the capital market and compliance, as evidenced by
the fact that the Tobin’s Q variable is statistically significant
in the models. The capital market may understand the
contributions of outside directors as agents that, among
other things, ensure transparency and compliance and
promote corporate decisions that value long-term and
sustainable results for the organization. The positive
contributions of these agents for family firms have been
shown and suggest that these agents can add more value
to family firms than to non-family firms, except in cases
of CEO duality.

We contribute to agency theory in the perspective
of family firms, since we find that the presence of outside
directors on the board proves to be beneficial in terms of
mitigating agency problems, leading to better financial
performance for family firms, particularly those that show
more decentralized decisions and roles. The contributions
of outside directors can be associated with the mitigation of
risk aversion, capital constraints that inhibit the financing
of entrepreneurial activities, reluctance to seek external
financing, the propensity to preserve the family legacy, the
presence of entrenched managers, among others. In cases
of CEO duality, the measured results are the opposite,
indicating that overly powerful CEOs may inhibit the
contributions of outside directors.

The managerial contribution is also relevant since
family firms are a prominent organizational form in Brazil
and account for a significant part of the country’s GDP.
Thus, managers and family owners could benefit from
outside board members, since the number of outside
directors on the boards of publicly traded companies in
Brazil increased sharply in the period analyzed, generally
associated with the implementation of corporate governance
levels, especially the “Novo Mercado,” which requires
more transparency and investor protection.

This study has some limitations. First, it did not
consider qualitative issues regarding the contribution of

outside directors to the companies analyzed, or positive
and negative factors identified by the directors regarding
board independence or board size. Second, the study does
not include different cohorts of family firms, for example,
considering the generational evolution phase or tacit firm
characteristics that can be correlated with the presence
of outside directors on the board. There is a promising
avenue for future research that demonstrates the possible
contributions of outside directors to family firms at different
levels of corporate governance, especially companies with
a greater degree of controlling family influence. Lastly,
future studies could explore the relationship between the
CEO and board, since shareholders can obtain additional
benefits apart from the increased quality of advice that the
members can provide, and it is important that projects
approved by the board of directors, in accordance with
the shareholders™ preferences, are implemented by the

company.
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SUPPLEMENTARY MATERIAL
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This material is available as part of the online article from: https://doi.org/10.7910/DVN/SUGFCB.
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