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The structure of a company's board of directors plays a crucial role in
shaping its strategic direction, governance quality, and overall performance.
Among various corporate governance models, family firms — companies primarily
owned and controlled by family members — present a unique case. Recent
research indicates that family firms with fewer independent directors tend to
outperform their counterparts with a higher proportion of independent
members. This counterintuitive finding challenges conventional wisdom that
advocates for a board dominated by independent directors to ensure
objectivity and oversight. In this article, we explore the underlying reasons
behind this phenomenon, examine empirical evidence, and discuss the
implications for governance practices in family firms.

Understanding Family Firms and Their Governance
Structures

What Are Family Firms?
Family firms are enterprises where a family holds a significant ownership
stake, often controlling the strategic and operational decisions. These firms
are characterized by:

Long-term orientation driven by family values and legacy considerations

Concentrated ownership and control

Close-knit management often intertwined with family members

Distinct governance practices tailored to preserve family interests

Role of the Board of Directors in Family Firms
The board in family firms typically balances between:

Protecting family interests and legacy



Ensuring professional oversight and strategic guidance

Managing conflicts between family and non-family members

The composition of the board, especially the proportion of independent
directors, influences these dynamics significantly.

Traditional Views on Board Composition and
Independence

The Rationale for Independent Directors
Independent directors are presumed to:

Bring objective judgment untainted by family ties

Enhance oversight and reduce conflicts of interest

Improve transparency and accountability

Provide diverse perspectives and governance expertise

Common Governance Recommendations
Standard corporate governance guidelines often recommend:

Having a majority of independent directors on the board1.

Separating CEO and chairman roles2.

Establishing committees composed mainly of independent members3.

These practices are believed to increase firm performance and reduce agency
problems.

Empirical Evidence Showing Better Performance
with Fewer Independent Directors



Research Findings
Contrary to the traditional paradigm, several empirical studies have found
that:

Family firms with a lower proportion of independent directors tend to
outperform those with more independent members

Reduced independence correlates with increased strategic coherence and
agility

Fewer independent directors may mitigate conflicts and promote faster
decision-making

Key Studies and Data
Some notable research includes:

Study A: Analyzing publicly listed family firms across multiple
countries, researchers observed that firms with a higher percentage of
family members on the board and fewer independent directors showed
higher return on assets (ROA) and return on equity (ROE).

Study B: A longitudinal study of family-controlled firms in Asia
demonstrated that reducing reliance on independent directors during
certain periods resulted in better strategic execution and financial
performance.

Meta-Analysis: A synthesis of various studies concluded that in the
context of family firms, board independence does not always translate
into performance benefits and can sometimes hinder swift strategic
responses.

Reasons Why Fewer Independent Directors May
Enhance Performance in Family Firms

Alignment of Interests
In family firms, the owners' personal and financial interests are closely
intertwined with the company's success. Having fewer independent directors:

Ensures decisions are aligned with family objectives



Reduces potential conflicts between family members and outsiders

Faster Decision-Making and Flexibility
Family firms often operate in dynamic environments requiring quick responses.
Fewer independent directors:

Minimize procedural delays

Allow for more agile governance structures

Preservation of Family Values and Culture
A smaller, family-centric board:

Maintains the firm's unique culture

Ensures continuity and adherence to long-term vision

Reduced Bureaucracy and Overhead
While independent directors are supposed to add oversight, they can sometimes
introduce layers of bureaucracy:

Streamlining decision processes

Reducing costs associated with extensive governance structures

Potential Risks and Challenges of Fewer
Independent Directors

Risk of Entrenched Behavior and Lack of Oversight
A board with minimal independence might:

Exhibit groupthink

Reduce objective oversight, increasing risks of mismanagement



Conflict of Interest and Governance Lapses
Dependence on family members can:

Compromise transparency

Lead to nepotism or favoritism

Balancing Act: Finding the Optimal Board Composition
The challenge is to:

Maintain the benefits of family control

Introduce enough external oversight to prevent governance risks

Implications for Governance Practices in Family
Firms

Rethinking the Role of Independent Directors
Family firms should consider:

Assessing the actual contribution of independent directors

Customizing governance structures to fit their unique context

Ensuring independence does not come at the cost of strategic agility

Tailored Governance Frameworks
Recommended approaches include:

Selective appointment of independent directors with relevant industry1.
expertise

Creating advisory councils rather than full board mandates for outsiders2.

Implementing performance and transparency measures suited to family-3.



controlled firms

Long-Term Perspective and Sustainability
Balancing family control with effective governance can:

Enhance sustainability

Preserve family legacy while ensuring competitive performance

Conclusion

The conventional wisdom advocating for a high proportion of independent
directors on corporate boards is rooted in the principles of objectivity and
oversight. However, in the context of family firms, empirical evidence
suggests that having relatively fewer independent directors can lead to
superior performance. This phenomenon is driven by factors such as aligned
interests, rapid decision-making, cultural preservation, and operational
flexibility. Nonetheless, it is vital for family firms to strike a judicious
balance—leveraging the benefits of family control while mitigating associated
governance risks. Customizing board composition to fit the firm’s unique
characteristics and strategic needs remains key. As research continues to
evolve, family firms should remain adaptable, adopting governance structures
that promote both long-term sustainability and competitive advantage.

---

Note: This article synthesizes current research findings and best practices.
For specific governance strategies, family firms should consult tailored
advisory services and consider their unique circumstances.

Frequently Asked Questions

Why do family firms with fewer independent directors
tend to perform better?
Research suggests that family firms with fewer independent directors benefit
from stronger cohesion, quicker decision-making, and a unified strategic
vision, which can enhance overall performance.



What are the potential risks of having fewer
independent directors in family firms?
Having fewer independent directors may increase the risk of governance
issues, conflicts of interest, and reduced oversight, which can negatively
impact long-term sustainability if not managed properly.

How does the presence of family members on the board
influence firm performance?
Family members on the board often bring commitment, deep knowledge of the
business, and a long-term orientation, which can contribute to better
performance compared to firms with more independent directors.

Are there industry-specific reasons why family firms
with fewer independent directors outperform?
Yes, industries that rely heavily on trust, long-term relationships, and
specialized knowledge tend to benefit more from a tight-knit family board
structure, leading to improved performance.

Does the size of the family firm affect the
relationship between independent directors and
performance?
Smaller family firms may experience more pronounced performance benefits from
fewer independent directors, as decision-making is more centralized, whereas
larger firms might require more independent oversight.

What governance strategies can family firms adopt to
optimize performance with fewer independent
directors?
Family firms can implement strong internal controls, transparent decision-
making processes, and advisory boards to compensate for fewer independent
directors while maintaining effective governance.

Is the trend of better performance with fewer
independent directors consistent across different
regions?
While some studies indicate this trend globally, regional cultural, legal,
and economic factors can influence the effectiveness of having fewer
independent directors in family firms.



How might this research influence future corporate
governance policies for family businesses?
This research could encourage family firms to reevaluate their governance
structures, balancing the number of independent directors to optimize
performance while managing risks.

What are the implications for non-family firms
regarding independent director composition?
While the study focuses on family firms, it highlights the importance of
tailored governance structures; non-family firms might also consider the
optimal number of independent directors based on their specific context.

Can the performance benefits of fewer independent
directors be sustained long-term?
Sustaining long-term performance requires careful governance balance; while
fewer independent directors can boost performance initially, ongoing
oversight and adaptability are essential to maintain benefits over time.

Additional Resources
Family firms with relatively few independent directors have been shown to
perform significantly better—a statement that challenges conventional
corporate governance wisdom and prompts a reevaluation of how family
businesses structure their boards. This phenomenon has garnered increasing
academic and practical interest as researchers seek to understand the
underlying mechanisms that contribute to superior performance in such firms.
In this comprehensive review, we will explore the reasons behind this trend,
analyze the potential advantages and disadvantages, and consider the broader
implications for family business governance.
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