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Abstract

This article examines the relationship between board composition and family firms’
performance. Namely, by adopting the theoretical framework of socio-emotional wealth and
analyzing a sample of Italian medium-sized family firms, we investigate how the presence of
non-family directors affects their financial performance, considering the generational stage as
a moderating variable. Findings suggest that a higher presence of non-family directors has a
less positive effect on first-generation family firms than in later generations of family firms.
Furthermore, by adopting a quantile regression, results show that this effect is more striking in
low-performing family businesses than in high.
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1. Introduction

Family firms are the prevalent form of business organizations across the globe (Zellweger,
2017). These companies are characterized by a deep and broad involvement of family members
in ownership, governance, and management across generations (Chua et al., 1999). Many
scholars maintain that the extent to which the owner family can affect firms’ profitability
mainly relies on the family’s involvement in governance systems and decision-making
(Sciascia & Mazzola, 2008; Kellermanns et al., 2012), while its involvement in business
ownership is considered less important (Sacristan-Navarro et al., 2011).
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This fact raises questions about the most effective composition of governance systems in
family firms. A crucial decision that owner families have to take, especially when the business
grows and managing it becomes more complex, concerns the possible involvement of non-
family directors (Sciascia et al., 2014). In fact, this decision implies that family members should
share business controlling and decision-making with non-family directors. Bearing in mind that
the board of directors is the main structure of corporate governance (Lane et al., 2006;
Nordqvist et al. 2014), several scholars have examined how its composition may influence
family firms’ profitability (Kowalewski et al., 2010; Mazzi, 2011; Mazzola et al., 2013;
Minichilli et al., 2016; Mustapha et al., 2017; Calabro et al., 2020; Fernandez-Temprano &
Tejerina-Gaite, 2020). To date, conflicting results have emerged. Indeed, prior research
suggests that the presence of non-family directors can be beneficial (Anderson & Reeb, 2004;
Voordeckers et al., 2007; Minichilli et al., 2009; Wright & Kellermanns, 2011; Basco &
Voordeckers, 2015; Corbetta et al., 2017; Arzubiaga et al., 2018), detrimental (Lee, 2006), or
neutral (Kowalewski et al., 2010; Mazzola et al., 2013; Minichilli et al., 2016) to family firms’
performance. Thus, how the involvement of non-family directors can affect family firms’
profitability is still unclear (Kowalewski et al., 2010; Mazzola et al., 2013; Minichilli et al.,
2016; O’Boyle et al., 2012; Pintado & Requejo, 2015), and the research gap is still unfilled.
This reality is especially true concerning non-listed small and medium-sized family firms
(Arzubiaga et al., 2018; Garcia et al., 2019), as existing studies mostly consider big and listed
companies. Moreover, many scholars compare family and non-family businesses and implicitly
consider family firms a homogeneous group (Chua et al., 2012; Daspit et al., 2018), thus failing
to capture the effects of their heterogeneity on financial performance.

To fill this gap, this study focuses on private medium-sized family firms and investigates
the relationship between board composition and family firms’ performance. In carrying out
such analysis, our starting point is that family businesses are not a homogeneous group. Apart
from the different levels of family involvement in family firms’ governance and management
(Nordqvist et al., 2014), one of the main sources of heterogeneity within family firms is the
generational stage (Daspit et al., 2018). Family firms in different generational stages can show
profound differences in business goals, strategic behaviors, decision-making processes,
management style, openness, and trust towards outside managers and directors (Kellermanns
& Eddleston, 2006; Gomez-Mejia et al., 2011; Cruz & Nordqvist, 2012; Sciascia et al., 2014;
Arrondo-Garcia et al., 2016; Garcia et al., 2019). Therefore, we believe that including family
firms’ generational stage in the analysis allows us to go into greater depth in exploring the effect
of family/non-family members’ involvement in family firms’ governance and its relationship
with firms’ performance.

In our analyses, we have adopted the Socio-Emotional Wealth (SEW) perspective (Gomez-
Mejia et al., 2007; Gomez-Mejia et al., 2010; Gomez-Mejia et al., 2011), assuming that the aim
of preserving affective endowments changes over generations (Berrone et al., 2012). It is higher
in first-generation family businesses (more oriented to non-financial goals) and lower in
multigenerational family businesses (more interested in financial goals) (Sciascia et al., 2014).

According to this perspective, we believe that the involvement of non-family directors on
family business boards could produce different effects depending on whether the family firm is
a first or subsequent generation. Notably, we posit that non-family directors' presence could
have a lower benefit when the founder generation is in charge because of the existence of
differences in terms of priorities and objectives between family and non-family members.

Moreover, we argue that the moderating effect of the generational stage on the relationship
between non-family directors and financial performance may vary across financial performance
levels (low or high). This occurs because when the family firm achieves high performance, the
family owners perceive that the SEW preservation is ensured (Zellweger, 2017), so conflicts
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with non-family directors are less likely to arise. Conversely, if the family firm experiences low
performance, conflicts between family and non-family directors may arise, especially in first-
generation family firms. On the contrary, these conflicts are less likely to occur in later-
generation family firms, which are less oriented towards SEW and, therefore, more willing to
take drastic decisions to protect financial performance, which is considered a priority. For that
reason, we hypothesize that the influence of non-family directors can change not only with
regard to the generational stage but also the distribution of family firms’ financial performance.

We have tested our hypotheses on a sample of 219 Italian medium-sized family firms. Mid-
sized companies have been widely neglected in research on family firms’ performance and
board of directors. That is why our focus is on this important yet under-researched segment of
companies. Our findings confirm that in first-generation family firms, the positive effect of
non-family directors is more limited than in later generation family firms. Furthermore, by
adopting a quantile regression, results show that this effect is more striking in low-performing
family business than in high-performing ones.

This study makes four theoretical contributions. First, we show that the involvement of
non-family directors is not a universal panacea for all family firms because these firms are not
a homogeneous universe. Notably, the involvement of non-family directors is less effective in
first-generation family firms and particularly in those with low performance. Second, our study
underlines the importance of performance level as a factor that can deeply affect the
relationships between non-family directors involvement and family firms’ financial
performance. Third, we further knowledge about professionalization (Bassani & Cattaneo,
2020) and possible variables that can shape the success of this critical process for medium-sized
family businesses. Finally, from a methodological perspective, this study confirms the
usefulness of the quantile regression to evaluate the effects of non-family directors on firms’
performance further.

In the remainder of the article, we describe our theoretical framework, develop our
hypotheses (Section 2), and present the research method, sample selection process, and the
definition variables (Section 3). Then, we show our results and robustness tests (Section 4),
ending with the discussion and conclusions (Section 5).

2. Theoretical framework and hypothesis development

The SEW perspective represents an all-encompassing approach that captures the “affective
endowments” of family owners, including the family's desire to exercise their authority, the
enjoyment of family influence, the maintenance of clan membership within the firm, the
appointment of trusted family members to important roles, the retention of a strong family
identity, and the continuation of the family dynasty (Gomez-Mejia et al., 2007; Berrone et al.,
2012). From this perspective, the uniqueness of family firms is given by the importance
attached to non-economic objectives (emotional and social needs of the family) in influencing
family firms’ decision-making and strategic choices (Gomez-Mejia et al., 2011). The
fundamental priority of a family business is to maintain family control over the company, acting
conservatively, and avoid business decisions that may jeopardize business continuity, even if it
means giving up higher performance (Gomez-Mejia et al., 2007).

Within the SEW perspective, the generational stage of family firms assumes a crucial role
and is considered one of the most important sources of heterogeneity among family firms
(Gomez-Mejia et al., 2007; Gomez-Mejia et al., 2010; Gomez-Mejia et al., 2011). Sentiments,
emotions, and relationships within the family controlling a firm may vary from one firm to
another and, within each firm, from one moment to another over time (Hoy & Sharma, 2010),
as do the aims, values, and perceptions of the family owners (Westhead & Howorth, 2006).
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Similarly, the need to preserve “affective endowments” in family businesses changes with the
passing of generations (Berrone et al. 2012). Thus, not all generations in control have the same
level of SEW and pursue the same goals in managing the business.

As affirmed by Arrondo-Garcia et al. (2016), corporate decisions are contingent on the
generation in control. Since first-generation family businesses present a stronger emotional
attachment to the firm than multigenerational family businesses, the former are more oriented
to non-financial goals and less interested in financial performance (Sciascia et al. 2014). First-
generation leaders prioritize their firm’s survival so that they can pass it on to later generations
(Arrondo-Garcia et al., 2016). In fact, in first-generation firms, one of the most important non-
financial aims is trans-generational sustainability, which has major implications for the
decision-making process (Astrachan & Jaskiewicz, 2008; Zellweger et al., 2010). The founder
generation tries to ensure the company’s stability as much as possible to ensure continuity
(Breton-Miller & Miller, 2009). Control, influence, sense of dynasty, and emotional attachment
have a stronger weight in the first generations, given these companies’ founder-centric
orientation (Berrone et al., 2012).

In this vein, several scholars have claimed that conflicting findings from extant research
on family/non-family members’ involvement in governance structure and a firm’s profitability
can be explained by considering the generational stage of the business (Arosa et al., 2010;
Garcia-Ramos & Garcia-Olalla, 2011; Chua et al., 2012; Sciascia et al., 2014; Maseda et al.,
2015; Arrondo-Garcia et al., 2016; Blanco-Mazagatos et al., 2016; Garcia-Ramos et al., 2017).
The generational stage is also recognized as a key factor in influencing business performance
(Cucculelli & Micucci, 2008; Garcia-Castro & Aguilera, 2014; Sciascia et al., 2014; Garcia-
Ramos et al., 2017; Miller et al., 2017).

According to these arguments, and in line with the SEW viewpoint, we posit that the
generation in control can act as a moderator in the relationship between board composition and
family firm’s financial performance. In fact, in first-generation family firms, the involvement
of non-family directors may be in conflict with first-generation priorities, as the latter care more
about preserving their SEW while non-family directors “might only focus on business
performance without taking into consideration family objectives” (Gémez et al., 2016). In a
first-generation family firm, the leader’s orientation towards non-financial goals (preserving
SEW, even at the expense of financial performance) could be in contrast with non-family
directors’ priorities, as the latter are less attached to the business and more oriented to
maximizing financial goals (Breton-Miller & Miller, 2013).

Consequently, in a first-generation family firm, a stronger agreement on objectives and
priorities is expected in a board of directors entirely or mainly composed of family members
rather than in a board with a high presence of non-family directors. When family members
mainly sit on the board, quicker and less conflicting decisions are expected, with a positive
effect on the firm’s performance. Hence, in first-generation family firms, the positive effect of
non-family directors diminishes because of potential conflicts, which may arise with family
members and slow down the decision-making processes to the detriment of financial
performance. On the other hand, when the business is managed by subsequent generations—
typically less concerned about preserving SEW—conflicts between family and non-family
directors are less likely, and greater harmony in the boardroom will benefit the company’s
financial performance.

In light of these arguments, we assume that non-family directors’ presence interacts with
the generational stage to influence family firm’s financial performance. Thus, we propose the
following hypothesis:
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Hpl. In first-generation family firms, the positive effect of non-family directors on
business performance is limited than in later generations.

We believe, furthermore, that this effect could vary across business performance levels.
Specifically, we argue that the relationship between board composition (e.g., presence of
family/non-family directors) and family firms’ performance can change according to the firm’s
performance level (poor performance or high performance). From a theoretical point of view,
the SEW paradigm provides an effective explanation of why priorities, behaviors, and choices
of owner families change according to the company’s level of performance. According to this
paradigm, family businesses consider the preservation of “affective endowments” their priority,
which has a substantial impact on strategic decision-making. However, Zellweger (2017)
argues that family firms can alter their scale of priorities (financial vs. non-financial goals)
depending on the circumstances the firm is facing (e.g., low or high performance). In other
words, according to the degree of vulnerability perceived in terms of SEW, family members
are more or less inclined to alter their attitudes and strategic decisions to protect the firm and
safeguard their SEW.

In conditions of financial well-being—that is, when the company achieves high
performance—family owners are less likely to modify their behavior and strategic decision
making (i.e., it is more likely that the board of directors will not have to take drastic decisions
that generate conflicts) because high performance guarantees not only the stability and survival
of the firm but also the maintenance of their SEW.

Vice versa, in conditions of low performance, the preservation of “affective endowments”
(Berrone et al. 2012) may be threatened, which then puts the survival of the firm at risk and
hence the maintenance of the SEW. According to Berrone et al. (2012), poor performance poses
a twofold threat: possible financial distress for the family, especially if family members have
invested most of their money in one organization, and the risk of losing their SEW, if they have
to sell or close the company. This vulnerability creates a strong sense of uncertainty and
financial instability. Therefore, under this threat, the family members may change their
priorities to restore the financial well-being of the firm and thereby preserve the SEW
(Zellweger, 2017).

However, we argue that, especially in first-generation family firms, non-financial goals do
not disappear, and family business owners may experience a great sense of pressure in
simultaneously pursuing both financial performance recovery and SEW preservation. Dealing
with poor performance can require radical and/or extreme decisions, and first-generation family
directors (more oriented towards finding a balance between financial recovery and SEW
preservation) might come into conflict with possible non-family directors (mainly oriented
towards performance recovery). For instance, non-family directors may press to dismiss some
employees to reduce costs and improve financial performance. Nevertheless, first-generation
family directors may be less willing to do this as it could compromise the family firm’s
relationship with employees and its corporate social responsibility, which are both crucial
concerning the preservation of their SEW (Berrone et al., 2012).

The trade-off between the conflicting perspectives of family and non-family directors
could slow down the decision-making processes and the strategic behavior of the business.
Thus, the benefits stemming from the involvement of non-family directors in first-generation
family firms may prove to be less significant in the case of low-performing firms than high-
performing ones.

From a methodology point of view, the prior empirical literature has commonly studied the
relationship between board composition and financial performance, by taking for granted that
the effect of this relationship is always constant across the distribution outcomes. However,
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some scholars (Arrondo-Garcia et al., 2016; Conyon & He, 2017) in governance studies made
a call to analyze the differential effect that could take place at different levels of performance.

In this context, we have introduced the performance level to understand whether the
influence of non-family members’ involvement in the board can change along with the
distribution of family firm’s financial performance. In doing so, we agree with scholars who
posit that the effects of specific governance features (e.g., the composition of a board of
directors) on a firm’s performance can vary across the distribution of the outcome variable
(Conyon & He, 2017).

This perspective implies that the effects of the board’s composition on a family firm’s
performance should be analyzed, not only considering the generational stage (first generation
or otherwise) but also the business’s level of performance. Thus, in contrast to what has been
assumed in previous studies—where the effect of board composition is considered constant
across the performance distribution—our hypothesis is as follows:

Hp2. The moderating effect of the generational stage on the relationship between
non-family directors and financial performance varies across performance
levels.

3. Research method: model, sample, data, and variables
3.1 Model

To test our Hp1, we have adopted the ordinary least squares (OLS) estimator. Specifically, we
ran the following conditional mean regression model:

Yii=a+ BG; + YXkie + & (Hpl)

Where Yi: represents the dependent variable, in our case, financial firm performance in
year t. The term G indicates our main independent variables of interest. Particularly, these are
measured by the percentage of non-family members on the board, generation in control, and
the interaction term between the previous two. Lastly, X is a set of control variables (all
variables are defined below).

Results from OLS regression were further investigated using quantile regression. The
rationale behind this choice is that OLS regression does not allow us to take into account that
the relationship between board composition and family firms’ performance can change
according to the firm’s performance level. In fact, OLS regression only predicts the average—
conditional mean—relationship between an input variable X and outcome quantity Y.
Therefore, in most analyses on this topic, the effect of board composition is considered constant
across the distribution of performance.

Quantile regression can be applied to predict single parts of the distribution of an outcome
variable, named quantiles (Koenker & Gilbert, 1978), and offers two main advantages. First,
quantile estimates are less likely to be influenced by extreme data points. Second, as suggested
by Conyon and He (2017), the effects of specific governance features (independent variable)
can vary across the distribution of the outcome variable (dependent), and adopting a quantile
regression allows for a more comprehensive picture of that relationship. Several scholars in
governance studies have highlighted advantages stemming from the use of quantile regression
(Arrondo-Garcia et al., 2016; Conyon & He, 2017) and have suggested using such a method to
overcome the contradictory results obtained so far when adopting OLS regression (Arosa et al.,
2016; Conyon & He, 2017). That is why we believe that adopting quantile regression can make
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a significant contribution to further knowledge on the relationship between board composition
and family firms’ performance.

In line with these arguments, we have used quantile regression to test our Hp2, arguing that
the moderating effect of the generational stage can vary along with the distribution of financial
performance. Namely, the Hp2 has been tested using the following quantile regression to
estimate conditional quantile functions (Koenker & Gilbert, 1978):

Q. =ar+B.Gi + v 3 Xiie + & (Hp2)

Q- represents the T quantile regression function. In this study, we have estimated the 25"
(Q25), median (Q50), and 75" (Q75) percentiles of the performance distribution. More
specifically, firms with low performance are located in the first quantile (Q25), while high-
performance firms are located in the last quantile (Q75). The interpretation of the results derived
from the application of the quantile regression is similar to an OLS estimator. However, three
different coefficients are obtained (Q25, median, Q75), which represent in detail the
relationship between financial performance (dependent variable) and the covariates
(independent variables).

3.2. Sample and data collection

Research on the relationship between board composition and family firms’ performance mainly
focuses on large and listed firms (Bammens et al., 2011), even though the majority of family
firms worldwide are small and medium-sized, unlisted companies. Only a few studies have
analyzed small family businesses (Westhead & Howorth, 2006; Sciascia & Mazzola, 2008;
Mazzola et al., 2013; Sciascia et al., 2014), while mid-sized companies are completely
neglected. That is why this paper focuses on private and medium-sized family businesses. We
aim to shed light on this important yet under-researched segment of companies. Indeed,
medium-sized businesses represent a very important class of business, which has been playing
an increasingly important role in many countries in the last decades, such as Italy (Ciambotti &
Palazzi, 2015; Songini et al., 2015; Coltorti et al., 2017), because of their ability to contribute
to innovation, employment, exports, and the growth of the Italian economy.

Moreover, medium-sized firms present some distinctive features that significantly
differentiate them from large and publicly traded companies, such as lower use of management
techniques and mechanisms, less professionalization, and less involvement of independent
managers and directors. When it comes to board composition and its effect on firms’
performance, considering medium-sized family firms is particularly important as results from
previous studies concerning the boards of large family businesses can hardly be extended to
medium-sized family businesses. In fact, small family firms usually only include family
members on the boards, but when the business grows and proceeds through its life cycle,
managing the company becomes more complex, new and more qualified skills are required,
and the involvement of non-family members becomes necessary. However, the presence of
non-family directors is not always beneficial for the performance of family firms as a mix of
family/non-family members on the board and in the management team is not always able to
produce the desired effects (Lee, 2006; Daspit et al., 2018). It is, therefore, important to
understand the conditions and variables that can favor or hinder the ability of non-family
directors to contribute to the improvement of the performance of family businesses.

Our sample covers private medium-sized family firms located in Central Italy. Following
the definition presented by the European Union Commission Recommendation in 2003, we
have classified a firm as medium-sized when it has more than 50 employees but less than 250
and generates annual sales between 10 and 50 million euros. According to the definition of
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Central Italy provided by the Italian Institute of Statistics (Istat), we have collected data from
the Marche, Lazio, Tuscany, and Umbria regions. Central Italy is a particularly interesting area
for analysis because of the significant presence of medium-sized family businesses
(Mediobanca & Unioncamere, 2015).

Family businesses were identified considering companies in which a family holds a share
of capital that allows it to control the company. Specifically, we have classified a firm as a
family business when an individual or a family (two or more family members) hold more than
50% of equity (Minichilli et al., 2010; Naldi et al., 2013). Since there is no official database of
Italian family businesses, we have adopted a manual procedure to classify companies as family
or non-family businesses, conducting an in-depth review of the ownership structure of the
selected firms. The kinship among shareholders was ascertained based on their surnames (Arosa
et al., 2010; Corbetta et al. 2015). This procedure is widely shared and applied in the empirical
research on family business and have been adopted, bearing in mind that it could lead to an
underestimated sample. To minimize the measurement bias, in some cases, we also used
information found in the media, company websites, etc.

The final data set is composed of 219 family firms. Data were collected in 2012, and two
data sources merged: the AIDA database to extract the sample and collect financial information
(ROA, Ebitda margin, etc.) and the reports from the Italian Chamber of Commerce to obtain
information about the structure of the boards of directors and the ownership. STATA software
was used for data analysis.

3.3. Definition of variables

To test our hypotheses, we have applied a financial performance measure as the dependent
variable, namely, return on assets (ROA), expressed as earnings before interests and taxes
divided by total assets. It has frequently been considered particularly suitable for analyzing firm
profitability (Arrondo-Garcia et al., 2016; Minichilli et al., 2016; Sciascia et al., 2014). To
robustness check, we have also considered the Ebitda margin, which is equal to earnings before
interest, tax, depreciation, and amortization (Ebitda), divided by the overall turnover. This
margin is a sound proxy indicator of the firm’s ability to generate cash flow through its core
business (Granata & Chirico, 2010; Dolenc et al., 2012; Cesaroni et al., 2017).

This analysis checked the following independent wvariables: Non-family board,
Generational stage, and interaction term: Non-family board x Gen stage. Non-family board
measures the percentage of non-family members on the board of directors and is defined as the
number of non-family directors vis-a-vis the total number of directors (Lee, 2006; Arosa et al.,
2010; Mazzola et al., 2013; Sciascia et al., 2013). We have used a 25-year cut-off point to
capture generational effects following prior family business research (Gersick et al., 1997;
Arrondo-Garcia et al., 2016; Blanco-Mazagatos et al. 2016; Gottardo & Moisello, 2017). The
generational stage has been codified as a dummy variable: code 1, first-generation family firms
under 25 years old; 0, later generations family firms 25 years old or older. Although this proxy
has been used in previous family business studies, we have discussed this as a limitation in the
conclusions. To identify the moderating generational effect between non-family directors and
financial performance, we have calculated the interaction between the generational stage and
non-family board (Non-family board x Generational stage).

To guarantee a suitable model and take account of other possible reasons for the differing
performance of family firms, a number of control variables have been analyzed on the basis of
previous empirical research. We have considered the Family ownership variable by using the
percentage of equity owned by the family since family involvement in ownership represents an
important heterogeneous factor in family firms (Daspit et al., 2018), which may influence
performance (Sciascia & Mazzola 2008; Sciascia et al., 2012; Sciascia et al., 2013; Arzubiaga



ournal of economic behavior mvol. 10, 2020 s——— /| 5

et al., 2018). We have also included the Past performance variable, calculated by using the
revenues from the previous three years and coded in a multi-categorical variable: constant,
increase, or decrease. The reason for including this variable is that, as widely recognized in
literature, past performance can affect present financial performance (Cucculelli et al., 2016;
Minichilli et al., 2016). Moreover, we have considered the Family CEO variable because, as
extant studies have pointed out, the family CEOs may influence the firm’s behaviors (Umans
et al., 2020) and performance (Corbetta & Salvato, 2004; Minichilli et al., 2016). The family
nature of the CEOs has been determined by checking the surname with that of the controlling
family and measured by a dummy variable, with a value of 1 if a family member leads the
company, and 0 otherwise. Another governance-level factor that has been considered is the
variable of women on the board, calculated as the ratio between the total number of women on
the board of directors and the total number of directors. This factor takes into account the
potential influence of women directors on financial performance (Minichilli et al., 2016;
Poletti-Hughes & Briano-Turrent, 2019; Samara et al., 2019; Terjesen et al., 2009).

Finally, we checked for other, more traditional drivers of business performance commonly
used in empirical studies (Arosa et al., 2010; Mazzola et al., 2013; Sciascia et al., 2013; Ansari
et al., 2014; Blanco-Mazagatos et al. 2016; Cucculelli et al., 2016; Minichilli et al., 2016;
Cavaco et al., 2017; Garcia-Ramos et al., 2017): company size (Total assets) by using the
natural logarithm of the book value of total assets; debt level (Financial independence) by
adopting the ratio of equity divided by total assets; and the industry (Industry) by using dummy
variables based on the Italian industrial sectors (Ateco, 2007): code 1 for manufacturing firms;
0, otherwise.

4. Results

4.1. Descriptive analysis

Table 1 presents descriptive statistics for the analyzed variables providing mean, median,
standard deviation, and median differences between first-generation and later generation family
firms. Concerning firm size, measured by total assets, as expected, first-generation family
businesses are smaller than later generation businesses, and this difference is statistically
significant. In regard to the debt level, the median value of the financial independence indicator
is higher for later generations of family firms than first-generation ones. In other words, later
generations family firms seem to be more able to finance their own activity autonomously.
Regarding non-family members’ involvement in the board of directors (Non-family board),
what emerges is a limited presence of non-family members in the governance of both first and
later generation firms. The family involvement in ownership (Family ownership), as predictable
in small-medium sized businesses, appears to be strongly concentrated in the hands of the
family. In both cases (first-generation and later generations family firms), the median presence
of family is almost 100% of the total equity. Concerning the presence of women in governance
(Women board), women’s involvement in the board of directors remains very low both for first
and later generations.

Concerning performance indicators, later generations outperformed first-generation family
firms, both in terms of Return on assets (ROA) and the Ebitda margin, and this difference is
always statistically significant. Table 2 shows the correlations among the variables used in the
present analysis. Multicollinearity is not an issue. Moreover, the absence of multicollinearity
among the independent variables is confirmed by variance inflation factors (VIF) obtained
through the OLS regression analyses, which never exceed 3 (the recommended threshold)
(Myers, 1990).
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Table 1 — Descriptive statistics

Variables First-generation (1) Later generation (0) Difference
Mean  Median S.D. Mean Median S.D. (median)

Total assets 20234.28 20501.39 10584.36 24796.52 21801.77 12953.28 -1300.38**
Fin. independence  0.288 0.228 0.185 0.377 0.321 0.216 -0.093%**
Non-family board ~ 0.325 0.292 0.356 0.200 0 0.283 0.292%*
Family ownership  0.891 1 0.176 0.887 0.994 0.155 -0.006
Women board 0.169 0 0.242 0.198 0 0.241 0.000
Ebitda margin 0.057 0.049 0.054 0.083 0.069 0.068 -0.020%**
ROA 0.029 0.024 0.075 0.051 0.032 0.067 -0.008*
N. firms 67 152

*kxF* and * indicate significance at the 1%, 5%, and 10% levels, respectively.

Table 2 — Correlation matrix

(1 2 (€) “ 6) (6) (7

(1) ROA .

(2) Ebitda margin 0.711*

(3) Family board 0.039  -0.026 .

(4) Family ownership 0.032 0.061 0.371*

(5) Women board 0.009  0.024 0.009 0.043

(6) Total assets 0.039  0.368* 0.067 0.149*  0.037

(7) Financial independence 0.335*  0.453* -0.014  0.047 0.173* 0.283*
*p<.05

4.2. Findings

Table 3 presents results for the OLS and quantile regression by considering our main dependent
variable (ROA) and the robustness dependent variable (Ebitda margin).

Concerning our first hypothesis —"“In first-generation family firms, the positive effect of
non-family directors on business performance is limited than in later generations”—results
from OLS regression support our assumption. They show that the generational stage moderates
the relationship between board composition and financial performance. Particularly, the
presence of non-family directors has a positive effect on the performance of later-generation
firms (Non-family board: f=0.052, p<.05). However, this positive effect is diminished in first-
generation family firms (the moderating effect: Non-family board X Gen stage, = -0.100, p<
.001). These findings were confirmed by the same model but with the robustness dependent
variable (Ebitda margin, B=- 0.086, p < .01). Our results also show that the coefficient of the
Generational stage, which represents the effect of passing from one generation to another on
financial performance when no external member is involved in the board, does not show
significant influence.

Regarding the control variables included in the models—Family ownership, Family CEO,
Women Board, Past performance, Total assets, Financial independence, and Industry—the
following results were obtained. Concerning family involvement in ownership, it is not possible
to establish any relationship between the variable in question and firm performance. Also,
regarding Family CEOs and women directors, no relationship with financial outcome appears.
Concerning Past performance, as reasonably expected, if the performance during the past three
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years showed an increase, current performance is positively influenced. Firm size (Total assets)
seems to have a negative influence on family firms’ performance. Moreover, a higher level of
financial independence has a positive effect on profitability. Lastly, no relationship was found
between manufacturing family firms and performance.

Summing up, our findings suggest that the generation in control represents an important
factor of heterogeneity of family firms. As we hypothesized, the generational stage leads to a
moderating effect on the relationship between board composition and financial performance.

Specifically, the positive moderating effect is less powerful in first-generation family firms
than in later ones. In other words, the presence of non-family members on the board produces
lower benefits in terms of financial performance when the founder generation controls the
family firm.

Quantile regression was used to test our second hypothesis “The moderating effect of the
generational stage on the relationship between non-family directors and financial performance
varies across performance levels”. As mentioned above, the interpretation of the findings is
similar to that of OLS regression, but for each term, we have more coefficients to interpret: the
25" the median, and the 75" quantile. They represent—from the lowest to the highest—the
different points across the outcome variable distribution (ROA, Ebitda margin).

Overall results from quantile regression confirm previous findings obtained by OLS
regression; however, those results indicate a clear difference across performance distribution.

Regarding the interaction term (Non-family board X Gen stage), results in table 4 support
our second hypothesis. The moderating effect of the generational stage varies throughout the
different levels of performance (ROA). Particularly, this effect emerges as negative and
significant in the first quantile (f=-.048, p<.01) when the performance is low; and in the second
quantile, although less significant, (3=-.043, p<.10) when performance is median. In the third
quantile, at high performance, no significant effect is apparent. In other words, findings
demonstrate that the positive effect on financial performance of non-family members in
governance, which emerged in the case of later-generations firms, is diminished for first-
generation family firms, specifically in family businesses with low performance. In another
point of outcome distribution, the third quantile (75™), no influence appears. Thus, taking into
account the different levels of a firm’s financial performance, the moderating effect of the
generational stage is not homogeneous across the range of distribution of return on assets.

Furthermore, the effect of the Non-family board variable is positively and statistically
significant in the second quantile alone (= .034, p <.10). This variable indicates that a greater
presence of non-family members on the board positively influences performance in the case of
later-generation family firms, but this effect proves more significant in the median quantile
rather than in the case of lower performance (first quantile) or higher performance (third
quantile).

As regards the generational stage variable, findings do not show a significant influence
across the distribution of performance.

In addition, regarding the control variables, the findings for Family ownership, Family
CEO, Women board, Past performance, Total assets, Financial independence, and Industry
show a different effect across performance distribution. For instance, ROA has a negative
relationship with the firm-size measured as the logarithm of total assets at the 75" quantile. Past
performance, if increased in the last three years, positively affects the current financial
performance at the median and 75" quantile. Return on assets has a positive relationship with
Financial independence at the 25%, median, and 75" quantile. The sector has a positive
relationship with both profitability indicators (ROA and Ebitda margin) at the 25" and median
quantile, while other control variables such as Family ownership, Family CEO, and Women
boards are not found to be statistically significant at any point in the performance distribution.
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Table 3 — Findings

Variables ROA EBITDA margin ROA EBITDA margin
Q25 Q50 Q75 Q25 Q50 Q75
Non-family board 0.052%* 0.054** 0.015 0.034* 0.049 0.0252%* 0.029* 0.045
(0.026) (0.022) (0.013) (0.018) (0.032) (0.012) (0.016) (0.029)
Generational stage 0.010 0.008 0.004 0.001 0.005 -0.0035 0.013 0.005
(0.012) (0.009) (0.008) (0.11) (0.019) (0.007) (0.009) (0.017)
Non-family board X Gen stage -0.100%*** -0.086%*** -0.048*** -0.043* -0.062 -0.046***  -0.064%** -0.063
(0.039) (0.026) (0.018) (0.026) (0.046) (0.017) (0.023) 0.040
Family ownership 0.004 0.006 -0.006 0.003 -0.016 -0.002 -0.009 0.004
(0.030) (0.025) (0.018) (0.026) (0.045) (0.017) (0.023) (0.040)
Family Ceo 0.013 0.006 0.008 0.014 0.000 0.011 -0.003 -0.000
(0.013) (0.012) (0.008) (0.010) (0.018) (0.007) (0.009) (0.016)
Women board 0.001 -0.004 -0.008 -0.017 -0.001 -0.002 -0.018 0.004
(0.018) (0.018) (0.011) (0.016) (0.028) (0.011) (0.014) (0.025)
Past performance
increasing 0.035%** 0.020%** 0.007 0.0194** 0.029* 0.004 0.013 0.013
(0.010) (0.009) (0.006) (0.009) (0.017) (0.006) (0.008) (0.014)
decreasing 0.012 0.021*** -0.011 0.017 0.015 0.0148%* 0.023%* 0.012
(0.013) (0.013) (0.009) (0.013) (0.023) (0.008) (0.011) (0.020)
Total assests -0.023** 0.021*** -0.008 -0.012 -0.025* 0.0087* 0.012%* 0.030%*
(0.011) (0.006) (0.005) (0.008) (0.013) (0.005) (0.007) (0.012)
Financial independence 0.118%** 0.116%** 0.029** 0.060%** 0.12]1%** 0.042%** 0.075%** 0.140%**
(0.026) (0.028) (0.014) (0.019) (0.035) (0.013) (0.018) (0.031)
Industry 0.016 0.006 0.018%** 0.018** 0.018 0.026*** 0.019%* 0.011
(0.010) (0.013) (0.006) (0.009) (0.016) (0.006) (0.008) (0.014)
F statistics 4.20%** 8.5]#** - - - - - -
R-squared 0.244 0.348 - - - - - -
Pseudo R-squared - - 0.100 0.093 0.175 0.191 0.192 0.236
N 219 219 219 219 219 219 219 219

*** ** and * indicate significance at the 1%, 5%, and 10% levels, respectively.
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To draw more robust conclusions, next, we explored the relationship between the term of
interaction (Non-family board X Gen stage) and the Ebitda margin as the outcome variable. At
the 25" and median quantile, we identified a negative and significant relationship (B= -.046, p
<.01; p=-.064, p < .01 respectively) between the term of interaction (Non-family board X Gen
stage) and the outcome variable Ebitda margin. It is important to highlight that this relationship
does not emerge in the subsequent quantile, 75%. This indicates that the combined effect of the
generational stage and non-family members’ involvement is not found in the case of high-
performance family firms (i.e., those located in the third quantile of outcome distribution). The
results allowed us to confirm previous analyses obtained with the main dependent variable,
ROA.

In summary, findings show that a higher presence of non-family members on the board of
directors has a less positive effect (called the negative moderating effect) in the case of first-
generation family firms by comparison with later generations. Furthermore, this effect is more
striking in low-performing family businesses than in high-performing ones.

Finally, to verify the reliability of the results, some robustness tests were performed. We
re-estimated our main model using the Ebitda margin, which is equal to earnings before interest,
tax, depreciation, and amortization (Ebitda), divided by the overall turnover. This margin is a
sound proxy indicator of the firm’s ability to generate cash flow through its core business
(Granata & Chirico, 2010; Dolenc et al., 2012; Cesaroni et al., 2017). Findings for OLS
regression and quantile regression report a similar consistency with the main model applied.

5. Discussion and conclusions

This study examines the relationship between board composition and family firms’
performance, considering the generational stage as a moderating variable. Specifically,
adopting the theoretical framework of SEW and investigating a sample of Italian medium-sized
family firms, we have analyzed how the presence of non-family directors affects the
performance of first-generation or later-generation family businesses. Empirical findings
suggest that a higher presence of non-family directors has a less positive effect on firms’
financial performance in the case of first-generation family firms than in later generations.
Furthermore, by adopting a quantile regression, we have demonstrated that this effect is more
striking in low-performing family businesses than in high-performing ones.

Our findings show that the involvement of non-family members in the boards produces
different effects depending on the generation in charge. In first-generation family firms, the
family directors’ willingness to preserve SEW (Gomez-Mejia et al., 2007; Gomez-Mejia et al.,
2010; Gomez-Mejia et al., 2011; Berrone et al., 2012) could be in contrast with the priority of
non-family directors, less attached to the business and more oriented to increasing financial
performance (Le Breton-Miller & Miller, 2013). This contrast is diminished in later generation
family firms as they are characterized by a lower emphasis on SEW preservation and a stronger
commitment to increase financial performance (Sciascia et al. 2014). These arguments explain
why non-family directors generate a more limited benefit on first generation family firms’
profitability than on later generations.

Furthermore, our findings show that the moderating effect of the generational stage on the
relationship between non-family directors and financial performance varies across financial
performance levels and is more impressive in low-performing businesses than in high-
performing ones. The reason is that when the family firm achieves high performance, family
owners perceive that SEW preservation is ensured (Zellweger, 2017), and radical and/or
extreme decisions (e.g., dismissing employees), which could create conflicts between family
and non-family directors, are not needed. On the contrary, when the family firm faces low
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performance, non-family directors might press for drastic decisions to recover financial
performance, but family directors, especially in first-generation family firms, may be less
willing to assume those decisions to preserve the SEW. The trade-off between the conflicting
perspectives of family and non-family directors could slow down decision-making processes
and the strategic behavior of the business, thus explaining why the benefit of non-family
directors on financial performance is lower in low-performing family firms than in high-
performing ones.

Our findings contribute to family business literature in four ways.

First, our analysis suggests that the relationship between board composition and family
firm’s performance is not univocal, given family firms heterogeneity in terms of the
generational stage. Specifically, the SEW theoretical framework has helped us to identify
situations in which the involvement of non-family directors may be more or less beneficial for
family firms. From this perspective, we have discussed the role of the generational stage as a
key moderating variable, and we have also shown that the moderating effect changes according
to the performance level. Thus, we have furthered knowledge about family firms and board
composition effectiveness by explaining that the involvement of non-family directors is less
effective in first-generation family firms, especially in those with low performance. Previous
research has provided mixed results on this subject, as different authors-have suggested that
non-family directors’ involvement can be beneficial (Anderson & Reeb, 2004; Voordeckers et
al., 2007; Minichilli et al., 2009; Wright & Kellermanns, 2011; Basco & Voordeckers, 2015;
Corbetta et al., 2017; Arzubiaga et al., 2018), detrimental (Lee, 2006), or neutral (Kowalewski
et al.,, 2010; Mazzola et al., 2013; Minichilli et al., 2016) to family firms’ performance.
However, existing studies have mostly considered big and listed companies (Bammens et al.,
2011), while private mid-sized family firms have been completely neglected (Arzubiaga et al.,
2018). Furthermore, they have mostly implicitly considered family firms as a homogeneous
group (Chua et al., 2012; Daspit et al., 2018), ignoring how their heterogeneity may influence
financial performance. In this regard, our study confirms that heterogeneity matters and helps
to explain why previous research on this topic has given very conflicting results.

Second, our study is one of the first to underline the importance of performance level as a
factor that can influence the relationships between family/non-family directors and firm
performance consequently. In this regard, results from the quantile regression show that the
influence of non-family directors changes along with the distribution of financial performance
and is less beneficial in first-generation family firms that face low performance than in those
with high performance. Consequently, in addition to the level of family involvement in family
firms’ governance and management (Nordqvist et al., 2014) and generational stage (Daspit et
al., 2018), the performance level should be considered another important source of
heterogeneity within family firms.

Third, we have furthered knowledge on medium-sized family businesses and the possible
consequences of non-family directors in their governance structure. Medium-sized family firms
have been largely neglected in previous studies on this topic, despite their increasing relevance
in most economies, like Italy (Ciambotti & Palazzi, 2015; Songini et al., 2015; Coltorti et al.,
2017). Professionalization is a critical process for those firms, as they often experience growing
participation of external managers in governance and management structure. Thus, knowing
the variables that can shape the success of this process is of great importance (Bassani &
Cattaneo, 2020; Sandu, 2020), and our results provide important suggestions by proving that
the involvement of non-family directors does not always generate the expected beneficial
effects on performance.

Finally, from a methodological point of view, this paper confirms the usefulness of the
quantile regression in evaluating the effects of non-family directors on firms’ financial
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performance. This method has effectively allowed us to observe that the effects of non-family
directors vary across the distribution of financial performance. Conyon and He (2017) called
for greater use of this analysis method to explore other potential reasons, explaining the
conflicting results in the relationship between governance structure and family firms'
performance. We have responded to this call, and the results from our analysis have helped to
shed new light on the application of this statistical method when analyzing this subject.

From a practical point of view, our study may prove very useful to founders, owners, and
CEOs of family businesses as it offers valuable indications to guide choices related to the
composition of corporate governance bodies and the involvement of non-family directors. Even
if professionalization of family firms is generally considered a necessary process to improve
firms’ performance and encourage its growth, our analysis shows that the involvement of non-
family directors may not always be beneficial to the firms as other variables—namely the
generational stage and the performance level—can affect such result. This important result
sheds new light on corporate governance mechanisms that occur in family businesses,
especially when they are in a transition phase from small to medium size. In other words, the
proper valorization of the external professionals involved in a firm strongly depends on the
cultural context in which they operate. Family members should, therefore, remodel their
mentality and attitude towards external subjects to avoid conflicts which, in the worst case, may
cause non-family directors to leave and the consequent depletion of resources and competencies
needed for the firm’s growth (Sentuti et al., 2020). Practitioners and advisors should take due
account of these findings in their consulting work with family firms.

This study is not free from limitations, which reveal stimulating avenues for future
research. First, our analysis is based on data referring to a restricted geographical area. Although
this area is particularly suitable for our analysis, given the high presence of medium-sized
family businesses, our findings suffer from generalization limits. Therefore, future studies
should examine larger areas, both in Italy and other countries, to verify the validity of the results
obtained. It would also be interesting to replicate our analysis in countries with different
features, especially from the cultural point of view. In fact, the importance of family, the
strength of family ties, and the relationship between the owner family and the business are all
factors that can influence the results that emerged from our analysis. Thus, replicating such
analysis in other geographical areas could be useful for understanding the effect of cultural
variables. Second, our analysis is based on data referring to just one year. Although we
introduced the “Past performance” control variable to increase the robustness of the results,
further research could be performed using a panel analysis. Other limitations concern the
independent variables used in our analysis. We defined the generational stage using a rough
proxy based on a 25-year cut-off point. This proxy has been used in previous studies (Gottardo
& Moisello, 2017). Moreover, we tested the sensitivity of our findings using an alternative
threshold of 30 years (Fernandez & Nieto, 2005). However, we are aware that this approach
may be seen as a limitation. Therefore, future research could use the generation running the
business to test the moderator effect of the generational stage. Moreover, to obtain a more
nuanced picture of the relationship between board composition and family business
performance, the analysis could be enriched by including other variables that could affect the
effectiveness of the board and thus influence the company’s performance. In particular, the
percentage of affiliated/unaffiliated outsiders and the CEO duality/non-duality (Corbetta &
Salvato, 2004) could be considered.
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