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How do CEQOs see their roles?
Management philosophies and
styles in family and non-family firms

William Mullins ; Antoinette Schoar ;

SE=XZF-DFEEHFhk , MeET-AEEEFb

2016 Journal of Financial Economics
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Introduction

1. Introduction

The importance of leadership, and the extent to which CEQOs contribute to company
success are questions that have long been at the center of economic debate. A number of
recent studies have shown that individual CEOs are key determinants of how companies are
managed, and of how they perform; see, for example, Bertrand and Schoar (2003), Bennedsen
et al. (2007), and Bandiera, Prat and Sadun (2013). These papers also show significant
heterogeneity in the management styles, skills, and even the hours worked by CEQOs. Moreover,
there are important differences across countries in the governance structures of firms, and
especially in the involvement of family members in top management. Following the seminal
paper of La Porta et al. (1999), a large number of studies have reported that, in comparison
to non-family firms, family firms tend to have weaker performance and worse governance
structures, and Bloom et al. (2012a) show that they are slower to adopt managerial best
practices.! These differences in turn might well be related to how CEOs perceive their roles,

and the responsibilities they have at their firms.

49



/,
/ Literature Review

> Existing studies:
(1)Differences between family and non-family firms
(2)The performance implications of leadership transitions within family firms

» Contribution:
Large sample size and wide regional coverage
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/ Before analysis: classification of firms and CEOs

* Basis: Firm ownership ; CEOs’ relationship to the founding family
« Family firms . Lead by founders or by related CEOs are classified as family firms

* Professional CEOs : Neither the founder, nor related to the founder, and that his or her family
does not own over 20% of the firm*s equity

o1



Categories

Founder CEOs

Related CEOs

Professional CEOs of
family firms

Professional CEOs of
non-family firms

12.6

18.0

21.0

48.4

Definition

CEO is the founder of the
firm

CEO is arelative either of
the founder or of
shareholders who own at
least 20% of the firm

Features

Higher cash flow and control rights. on

company Board. Chairman. name the directors. fewest
number of managers reporting directly to them (Vertical
reporting structure) . supervise and monitor decisions. third
parties (banks) >shareholders. maintaining.

high of cash flow and contrg] rights. on
company Board but not Chairman. third parties (banks)
>shareholders. maintaining. flatter reporting structure.

Shareholders value maximization. change. fewer rights. lower
ownership.

Generating change. Have sufficient Power, Shareholders
important than banks. Generalist background
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¢ Study design
/

Data source : survey of over 800 CEOs of the largest public and private firms in 24 emerging market
countries ;

Cooperation : World Bank, the International Finance Corporation

Range : CEOs or Managing Directors of the largest one hundred companies in each country;

Methods : phone and online link
Content : Company information, personal information, educational background, prior work

experience, the CEQ's business approach, family background, country culture, and company structure.
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/ Summary statistics

Conclusion 1 : Panel A: Fims Whole ~ Founder  Relted  Prof CEOof  Prof CEQof #Ofobs in
ample — (E0 (E0 famlyfrm — nonfamilyfim  calculation
» Founder and Related CEO firms are significantly smaller than
Non-family firms in terms of sales family firms are smaller on average ;  #(f each firm-CEQ type 26% 18,0k 0% 4844 823
> Founder—r-un firms are substantially younger on average than all o —— % g p ” 0 5
other types of firms ; Sales milion LS, mean 36 u;u T |l | 110 T [v; 1l
> Non-family firms are more likely to be controlled by multinational 34 millon 5D, median) i Il 100 14 b7
I . Publicly listed firms i) 17k 308 0% 20 | CB0 backgrnd 823
parents than family firms ; , ,
% Ownership of top 3 equity holders 8% T8 0% T8k 81k b36
» Firms run by related CEOs and non-family firms are both more  Fms witha parent company 45% 3 i} iy 50% 193
likely than the other two firm-CEO types to be publicly listed ; Firms owned by a multinational I It i) Idi 3 i3
 English legal origin 3 i 18 i i A

»  Family firms are less likely to have a professional CEO in English

legal origin countries.

Sales are winsorized at 5% and 95%. Sales statistics are in million USD (2006).
Firm and CEO ages, as well as tenure statistics, are in years.
Firm age is winsorized at 5%.

Results are virtually identical without winsorizing.
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/ Summary statistics

Conclusion 2

» Founder CEOs : older, more likely to have been CEO from
the start of their time at the firm, much longer average and
median tenures, much more likely to own more than 5% of the

firm, less likely to have undergraduate degrees

» Related CEOs : longer tenures . more likely to own at least

5% of the firm’s equity, have a degree from a foreign country
( they were groomed for a role at the family firm from an early

age, and because of the economic advantages of being related to a

successful founder CEO )

»  The personal characteristics and professional experience of

the two types of professional CEOs are very similar.

Panel A: Firms Whole  Founder  Rebtd  ProfCEOof  Prof CEQof #0fobs i
ample (B0 (E0 fmiyfm  nonfamilyfm  clculation
Panel B: CEOs
CEO age il 56 il 3l 52 816
% Men 98% 0% 0Tk 6% 98% 82
CEO education:
Undergraduate o1% 82k 907 928 934 819
MBA o grad. degree 464 35 46% 50% 484 823
International education i) 41 7 JRUCERY 50% 307
Prior position
On 2 Board of Directors 14 19% 15% 14 12k 823
Asa CEO 3 2k I 41k i 823
In financial feld 15% i 8% 20% 18% 823
It Job at current firm was as CEO 2 b3k [T 42 47k 5]
Tenure (years, mean) 5 5 max |12 6 5 138
CEO owns »5% of firm 264 80% 67 T i 166
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/ Empirical strategy

Linear probability model (LPM):

Survey responsejics = o+ ' CEOtype; + Controls, . + ¢

'jics

> | . firm-CEO types ; ( founders , related CEOs , professional CEOs of family firms , professional CEOs of non-

family firms is omitted )
I . individual CEO-firm pairs ;

c . the country of the firm's headquarters ;

>

>

» s . indexes the firm‘s two-digit SIC code ;

» Controlsl : Ln(GDP per capital), Anti-corruption index, Property rights index, Legal origin(1=English ; 0=French)
>

Controls2 : SIC code fixed effects, public listing controls, Ln(sales) 2006, missing sales information
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/ Empirical analysis

CEO governance structures, management approaches, and business

philosophies

« Confirming firm classifications :CEO appointment
« Ownership and governance

« CEO management approaches

« CEO business philosophies

CEOQO family ties and origins

« Politics and family ties
« Family backgrounds of CEOs
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/ CEO governance structures, management approaches, and business philosophies

/ 1.The appointment process of the CEO

>

Professional CEOs of family firms are 7% more likely to
answer, “the Founder or his/her relatives” than the omitted

category professional CEOs at non-family firms;

Related CEOs are often monitored by a powerful founder figure ;
( 31%)

Founders and related CEOs: they are (47% and 77%
respectively) more likely to answer affirmatively to the question

“Were any of your relatives ever employed in an upper-level
management position at your firm?” than professional CEOs
of either type.

Founder is 17% more likely to appoint directors at family firms

with professional CEOs compared to non-family firms.

CEO appointed by founder Were any of your relatves Founder names directrs
ever in the upper

Or Psfher relatives management of [arge fims?
Founder CED 023 04 016%

6348 [6:363] 13247)
Related CE0 031 07 016*

3621 |1893] 307
Prof. CEO of Family fm o7 -003 0

13082] |- 10%] 16192)
(ountry controls Y | \
Sales & public stng contrals Y | \
Industry fixed effects Y | y
Observations B2 1% 186
Adused 019 051 0l
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/ CEO governance structures, management approaches, and business philosophies

2.0wnership and governance

» Founders and related CEOs have much higher propensities to
own over 5% of their firms (77% and 62%) , but less likely to
receive stock or options as part of their compensation(-20%o,-18%)

— their holdings are already large on average

» Family firms run by both related and professional CEOs have a
higher number of blockholder types, while the total equity holdings
of the top three shareholders are lower of firms run by related
CEOs.

» Professional CEOs of family firms are relatively dis-

empowered in comparison to the other firm-CEO types.

» Founders are more influential in major business decisions at

family firms with related CEOs ;

Panel A: Ownership Does CEO own Does CEO own Does CEO receive Number of Equity % of
stockfoptions 3 largest
equity in firm? »5% of firm? in compensation? blockholder types(2) shareholders
Founder CEO 061" 0.7 =020 007+ -693*
[11653] (16,00 [~3107]
Related CEO 052 062 =018
[003] [18297] [~ 15%0]
Prof. CEO of Family firm 0.07 0.2 -010°
[1429) [0840] [-2005]
Country controls Y ¥ Y
Sales & public listing controls Y ¥ Y
Industry fixed effects Y ¥ Y
Observations )| 763 51
Adjusted K2 031 054 0
Panel B: Governance Is CE0 also Is CEQ also Does CEQ name Was previous CEO Is Founder involved
terminated by in major
on board? chairman? most directors? the founder? investment decisions?
Founder CEO 0.09% 023% 016 0.04 0.03
[3635] [3.906] 3578] 1114 0623
Related CED 03 008 i
[3445] [141] 177 [3.490] NE
Prof. CEO of Family firm \ =001 =021 =005* | 003% 00
[-03m)] [-5377] [-2603] 12363) [0686]
Country controls Y ¥ Y ¥ Y
Sales & public listing controls ¥ ¥ Y ¥ ¥
Industry fixed effects ¥ ¥ Y ¥ ¥
Observations 806 804 786 706 718
Adjusted B2 015 0.14 0.06 0.05 021
Blockholder types:The founder/ relatives of the founder/Foreign
investors/Foreign corporations /Domestic corporations/The government 99
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1.Politics and family ties

CEO family ties and origins

» Family-controlled firms are best suited to the role of
counterparties in rent-seeking games with long-serving
officials in government, due to the prospect of repeated
games and the many points of contact between these firms

and the government;

» Related CEQOs appear to have more privileged backgrounds;
» Professional CEOs of family firms are also less likely (7%) to
have been brought up in low income households;

» Founders and professional CEOs of non-family firms

provide opportunities for upward mobility. In contrast, family firms
promote their own descendants into these positions or hire

professional CEOs that come from higher income classes

Fanel A: Politics and family ties

Business tries to
maintain relationship

Business generally does not
have close relationships with
with all political parties any political party or candidate

Family relationships  Family relationships are
facilitate access
to information

very /moderately
important in business

Founder CEO 00.06 -0.01 (.03 0.01
[0.890] .132] -0.403] [0.125]
Related CEO | 02 . 180%# 0.115% 0.161%* |
[4.318] [-3.486] [2.749] 267
Prof. CEQ of Family firm 0.00 0.00 0.01 (L143*+*
[0.066] [0.080] [0.160] [3.670)
Country-level controls Y Y Y Y
Sales & public listing controls Y Y Y Y
SIC code fixed effects Y Y Y Y
Observations 720 720 821 796
Adjusted R? 0.06 0.06 0.03 0.03

FPanel B: Family Origins

Parental income

Father was a

Father was a

Father was a Father was a

when growing blue collar business husiness
up was low worker professional manager owler
Founder CEO 0.04 0.01 -0.14* -(.04 0.17*
[0.978] [0.195] -1.876] [-1.304] [1.894]
Related CEQ ‘ -0.16%#* -().19%## (). 23%# 0.13* (.34%#*
[5.700] [0.333] [0.237] [L812] [4.907]
Prof. CEQ of Family firm -0.07% -0.04 (.02 0.08* -0.01
[-2.674] [-1.091] ~0.413) [2.052) [-0.195]
Country-level controls Y Y Y Y Y
Sales & public listing controls Y Y Y Y Y
SIC code fixed effects Y Y Y Y Y
Observations 759 693 0693 694 (94
Adjusted R? 0.11 0.06 0.04 0.01 0.09
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CEO family ties and origins

/ 2.CEO parental income

» Business people : business owners or managers or high or middle income

farmers;

» Professional : medical doctors, judges, engineers, teachers, high or middle

income government officials, or other clearly identifiable professionals;

» Blue-collar workers : salesmen, clerks, manual workers, or artisans ;

> The entrance of CEOs either as founders or the heads of non-family

firms allows talented individuals from less privileged backgrounds

to become involved in the management of the largest firms ;
> It may be harder to make the occupational leap from a nonbusiness
family environment to top CEO status in a single generation ;

» Related CEQOs are (mechanically) more likely to have a father in business

Whole Founder Related  Prof. Prof.
zample CED CED CED of CEO of
family non-
firm family
firm
CEQ's parents’ income
Low 14% 23% 3% % 18%
Middle 40% 34% 61% o7%
High 34% 28% 63% 30% 25%
Father's occupation
Elue collar 15% 19% 1% 15% 19%
Professional 26% 17% 8% 31% 34%
In business 59% B5% 92% 4% 46%
Paternal grandfather’s occupation
Elue collar 11z 1% 8% 10% 13%
Professional 13% 11X 534 15% 14%
In business “_EE!; 39% 65% 38% 29%
In government 4% g % 9%
Farmer 20% 34% 16% 28% 35%
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