
Galeras de Administración

Mecanismos de gobierno corporativo 
en empresas familiares. Evidencia de la 
rotación de gerentes de empresas

Facultad de Administración
Universidad de los Andes

Management Galleys

d
ic

ie
m

b
re

 d
e 

20
13

37

Corporate Governance Mechanisms 
in Family Firms:
Evidence from CEO Turnovers

37 Corporate Governance Mechanisms
in Family Firms:
Evidence from CEO Turnovers

Mecanismos de gobierno corporativo 
en empresas familiares. Evidencia de la 
rotación de gerentes de empresas

How sensitive is CEO turnover to firm performance in the context of family firms?
Using a detailed database of mostly non-listed Colombian firms, we found that family ownership (direct 
and indirect through pyramidal structures) reduces the probability of CEO turnover when financial 
performance has been poor; however, we found that the opposite effect is true when families 
participate actively on the board of directors. These results hold true even when the manager is a family 
member, even though the probability of turnover is lower for a family member. This lower probability 
does not affect the firm's financial performance. In other words, a benevolent entrenchment of the 
family CEO seems to occur.

Pregunta de investigación:  ¿Qué tan sensitiva es la rotación de los gerentes al desempeño de la firma en 
un contexto de empresas familiares?

Resultados: Utilizando una base de datos longitudinal de empresas cerradas de Colombia, encontramos 
que la propiedad familiar (directa e indirecta) reduce la probabilidad de la rotación de los gerentes cuando 
el desempeño financiero ha sido pobre. Sin embargo, se encuentra el efecto opuesto cuando las familias 
participan activamente en las juntas directivas. Estos resultados se mantienen, inclusive, en el caso de 
gerentes familiares, a pesar de la menor probabilidad de rotación de un miembro familiar. Esta menor 
probabilidad no afecta el desempeño financiero de la firma. En otras palabras, se observa un 
atrincheramiento benevolente en el caso de gerentes familiares. 
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Abstract

Manuscript Type: Empirical

Research Question/Issue: How sensitive is CEO turno-
ver to firm performance in the context of family firms?

Research Findings/Insights: Using a detailed database 
of mostly non-listed Colombian firms, we found that 
family ownership (direct and indirect through pyrami-
dal structures) reduces the probability of CEO turnover 
when financial performance has been poor; however, 
we found that the opposite effect is true when families 
participate actively on the board of directors. These 
results hold true even when the manager is a family 
member, even though the probability of turnover is 
lower for a family member. This lower probability does 
not affect the firm’s financial performance. In other 
words, a benevolent entrenchment of the family CEO 
seems to occur.

Theoretical/Academic Implications: First, the theore-
tical premise that bad financial performance usually 
leads to changes in top management has been widely 
tested around the world; however, this study is among 
the few to deal with this issue in terms of closely held 
firm micro-data. Second, our results contribute to the 
growing literature on problems of agency within family 
firms. Third, this study contributes to the empirical 
literature of corporate governance in family firms for 
an understudied region that has gained relevance in 
the world economy. 

Practitioner/Policy Implications: Family firms are 
usually treated as a single unit, ignoring the different 
ways families may influence governance decisions. This 

Resumen

Pregunta de investigación: ¿Qué tan sensitiva es la ro-
tación de los gerentes al desempeño de la firma en un 
contexto de empresas familiares?

Resultados: Utilizando una base de datos longitudinal 
de empresas cerradas de Colombia, encontramos que 
la propiedad familiar (directa e indirecta) reduce la 
probabilidad de la rotación de los gerentes cuando el 
desempeño financiero ha sido pobre. Sin embargo, se 
encuentra el efecto opuesto cuando las familias participan 
activamente en las juntas directivas. Estos resultados se 
mantienen, inclusive, en el caso de gerentes familiares, 
a pesar de la menor probabilidad de rotación de un 
miembro familiar. Esta menor probabilidad no afecta el 
desempeño financiero de la firma. En otras palabras, se 
observa un atrincheramiento benevolente en el caso de 
gerentes familiares. 

Implicaciones teóricas: La premisa de  malos desempeños 
financieros usualmente implican cambios en las gerencias, 
lo cual ha sido estudiado alrededor del mundo; sin em-
bargo, este estudio es de los primeros que se concentran 
en el caso de empresas cerradas. Nuestros resultados 
contribuyen a la literatura creciente de agencia dentro 
de empresas cerradas.

Palabras clave
Empresas familiares, rotación de gerencias, control familiar.
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study considers three dimensions of family involve-
ment: management, ownership (direct and indirect), 
and control. It also shows that the impact of family 
on governance decisions is not uniform and depends 
largely on the different ways that families are involved 
in business.

Keywords

Family Businesses, CEO Turnover, Family Control.

Introduction

Corporate governance in Latin America has become a 
very dynamic field of research. As Chong & López-de-
Silanes (2007) described, low levels of investor protec-
tion in the region has given rise to a growing interest 
on the part of national governments to implement legal 
reforms that make the regional markets more attractive. 
This illustrates the importance of corporate governan-
ce as a vital determining factor affecting investment, 
stability, and economic development. 

This study considers corporate governance in Latin 
America by evaluating the efficiency of governance 
mechanisms that involve family members in business 
activities, specifically, the sensitivity of CEO turnover 
to firm performance. As far as we know, this is among 
the first studies to analyze the influence of family 
involvement on CEO turnover in emerging markets 
(Weisbach, 1988; Gibson, 2003). Furthermore, the 
working sample is drawn from a dataset of privately 
held firms, most of them with family as controlling 
blockholders. This ownership structure is common in 
Latin America and other emerging markets. Within the 
extensive literature on corporate governance, very few 
focus on closely held family firms.

Studies on corporate governance in Latin American 
markets are recent. Among the earliest are those by 
Kappler & Love (2002) and Gibson (2003) for Brazil, 
Chile and Mexico; followed by Lefort & Urzúa (2007) 
for Chile; Garay & González (2007) for Venezuela; and 
Gutierrez, Pombo & Taborda (2008) and Gutierrez 
& Pombo (2009) for Colombia. However, all of these 
studies are based on samples of listed firms. This paper 

incorporates the family firm dimension into the study 
of corporate governance.

Agency theory for family firms highlights the impor-
tance of managing conflicts among family blocks (Dyer, 
1994; Sorenson, 1999). Issues such as sibling rivalry, 
generational conflicts, marital problems, differences 
regarding objectives related to the development of the 
firm (value versus growth), and the existence of non-
economic preferences hinder coordination and could 
lead to decisions that are not optimal when there is a 
family CEO (Eddleston & Kellemanns, 2007; Schulze 
et al., 2001). Martín de Holan & Sanz (2006) argue 
that a negative family dynamic along with low levels of 
legal protection for investors can result in an increased 
risk of expropriation for minority shareholders even if 
they are members of the founding family. Therefore, 
effective governance mechanisms are as important in 
family businesses as in any other firm.

The effects of family involvement on management, 
ownership, or control over CEO turnover are mediated 
by firm performance. To assess the impact on CEO 
turnover, we built a dataset of 523 Colombian firms, 
428 of which are closely held, for the 1996-2006 pe-
riod. We obtained the following results: First, when 
the CEO is the founder or an heir of the founder, the 
probability of turnover is lower. However, this lower 
probability does not affect the negative relationship 
between financial performance and CEO turnover. 
In other words, a benevolent entrenchment of the 
family CEO seems to occur. Second, when a family is 
the major shareholder (directly or indirectly through 
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Theoretical Review and Development of Hypotheses 

1.1. The Classical Relationship Between Manage-
ment Turnover and Firm Performance

The level of protection available to shareholders depends 
on the internal and external supervision mechanisms 
that exist in a firm. These mechanisms should mitigate 
the agency problems that emerge when ownership and 
control are separated. Ownership concentration in the 
hands of majority shareholders and well-designed 
boards of directors are key internal supervision me-
chanisms, where as the discipline exercised by the 
external capital market and the legal system is an 
external control mechanism. 

Analyzing CEO turnover and its relation to firm perfor-
mance is one way to assess the quality of corporate go-
vernance at the firm level. According to Coffee (1999), 

a successful system of corporate governance penalizes 
managers who deliver poor financial performance and 
low cash flow levels. This premise has been extensively 
tested in the financial literature. Coughlan & Schmidt 
(1985) analyzed CEO turnover in the United States 
as a test of corporate control, finding strong empirical 
evidence for a relationship between a firm’s performan-
ce and CEO turnover. Weisbach (1988) examined the 
supervision exercised over managers by internal and 
external directors; again a firm’s poor performance and 
the probability of CEO turnover is strongly linked. In 
the same vein, Warner, Watts, & Wruck (1988) also 
found a negative relationship between CEO turnover 
and a firm’s stock performance. The authors state that 
this might be explained by the supervisory role played 
by the board, the management team or majority sha-
reholders. The findings of Morck, Shleifer, & Vishny 

pyramidal structures) the sensitivity of turnover to 
performance is lower. This might indicate that a family 
is indifferent to firm performance as long as the CEO 
is aligned with its private interests above those of any 
other shareholder. Third, CEO turnover in firms with 
boards that are dominated by family members shows 
greater sensitivity to performance, which implies better 
management supervision when there are family mem-
bers on firms’ boards. These findings are consistent 
with Li & Srinivasan (2011) who show that family 
directors are more likely to replace poor performing 
CEOs than directorates lacking a family presence.  In 
sum, this research shows that family involvement 
in management and ownership (direct and indirect) 
reduces the probability of CEO turnover due to poor 
financial performance, but when family members are 
active on the board the results are the opposite, even 
when the manager is also a family member.

This study contributes to the current empirical lite-
rature on corporate governance and family firms in 
several ways. First, it focuses on a specific corporate 
governance mechanism—the sensitivity of CEO turno-
ver to firm performance—taking into account a family 
involvement dimension based on datadrawn mostly 
from private firms. Second, while studies usually 

treat a family business as a single unit, ignoring the 
different ways families may influence governance de-
cisions, this study follows the approach of Villalonga 
& Amit (2006) who consider family involvementin 
three dimensions: management, ownership (direct 
and indirect), and control. Third, even though the 
sample is restricted to Colombia, this study contribu-
tes to a better understanding of family firms not only 
in Latin America but also in other emerging markets 
where most family-controlled firms are privately held. 
From a financial development perspective, Colombia 
is a representative capital market in Latin America. It 
has the region’s fourth largest equity market and the 
fourth largest economy. As shown in recent surveys, 
family firms in emerging markets are important and 
yet highly understudied (Claessens & Yurtoglu, 2013; 
Fan et al. 2011). 

The remainder of the article is structured as follows: 
Section 2 presents the theoretical outline regarding the 
mechanisms of corporate governance within family 
firms and develops the main working hypotheses. Sec-
tion 3 describes the database and the research design. 
Section 4 reports the main findings. Section 5 displays 
the robustness tests of our econometric results. Section 
6 offers a discussion and the conclusions.
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(1989) are consistent with a disciplinary role for boards 
regarding CEO turnover in firms with poor financial 
performance. Huson, Parrino, & Starks (2001) analy-
zed CEO turnover in US listed companies between 
1974 and 1994, finding a stable negative relationship 
between turnover and performance. 

Studies on firm performance and CEO turnover out-
side the United States also report a negative relation, 
implying that, for a company, low returns increase 
the probability of CEO turnover. For instance, studies 
undertaken by Kaplan & Minton (1994) and Kang & 
Shivdasani (1995) for Japan, Kaplan (1994) for Ger-
many, Volpin (2002) for Italy and Renneboog (2000) for 
Belgium find evidence of a link between past financial 
performance and CEO turnover. Considering listed 
firms in Venezuala, Garay & González (2007) compa-
re the probability of changes in management and the 
boards of director in response to financial performance. 

Latin American entrepreneurial development shares 
common characteristics, such as the relative importance 
of economic groups, the extended use of pyramidal 
ownership structures to control other firms, highly 
concentrated ownership and, more importantly, the 
involvement of families in many dimensions of the 
business activities. Therefore, it is relevant to evaluate 
the efficiency of corporate governance mechanisms in 
this particular context, especially for closely held firms 
where there is not much information in the literature 
for emerging economies (Claessens & Yurtoglu, 2013; 
Fan et al., 2011). 

The above findings support a test of a negative relation-
ship between CEO turnover and poor firm performance 
based on a working sample of Colombian companies:

Hypothesis 1. The probability of CEO turnover will be 
higher in periods of bad financial performance.

1.2. Family Involvement in Management

Supervisory mechanisms operate differently when 
the relationships are mediated by family members. 
For example, in an analysis of the Spanish print and 
media sector between 1966 and 1993, Gómez–Mejía 
et al. (2001) found that the tenure of CEOs without 
any family links to the company owners is associated 
with good financial performance and risk–taking. For 
the United States, Denis & Denis (1994) found that 
turnover levels were much lower for a given level of 

performance in companies with controlling sharehol-
ders when compared to widely held firms. They also 
found that controlling shareholders in those firms often 
held senior management positions. 

CEO turnover can be affected in different ways, depen-
ding on the kind of family involvement in the firm. For 
example, when a member of the founding family serves 
as CEO the probability of turnover is likely to be lower 
even though the family may not be the majority share-
holder. This is explained by the degree of entrenchment 
that a manager who is also a member of the founding 
family might attain. For Morck, Shleifer, & Vishny 
(1988) managers can entrench themselves because 
of their personality or their status as family members. 
According to these authors, a high concentration of 
ownership by managers is not a prerequisite for entren-
chment if the other factors are present. Another source of 
CEO entrenchment could be the business and political 
connections that the CEO can use to his own benefit 
(You & Guqian, 2012). Palia, Ravid, & Wang (2008) 
argue that intangible non-monetary benefits of the CEO 
position in the hands of a family member can also lead 
to entrenchment. Along with González, Guzmán, & 
Trujillo (2010) they point out that founders and heirs so-
metimes become benevolently entrenched because they 
exert higher levels of effort. Similarly, Burkart, Panunzi, 
& Shleifer (2003) argue that the non–monetary benefits 
families enjoy when a family member is CEO need not 
negatively affect the interests of minority shareholders 
and that an entrenched family CEO does not necessa-
rily indicate a bad outcome for the other shareholders 
(other family blocks or non-family shareholders). These 
arguments lead to the following hypothesis:

Hypothesis 2a. The involvement of family in manage-
ment, whether as a founder CEO or an heir CEO, will 
have a negative effect on the likelihood of CEO turnover. 

The presence of an entrenched family CEO (Hypothesis 
2a) will affect the sensitivity of CEO turnover attributa-
ble to bad financial performance. Schulze et al. (2003) 
argue that altruism can create a sense of entitlement 
among founding family members since a family CEO 
can use firm resources to provide family members with 
employment, perquisites, and privileges that they would 
not otherwise receive. Or, for example, founding family 
managers could seek private control-oriented benefits 
(e.g. paying university tuition, financing a family trip) 
and prefer higher payouts while other family owners or 
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minority shareholders might prefer using firm resources 
to finance growth (Claessens et al., 2002; Johannis-
son & Huse, 2000; Morck & Yeung, 2003; Pindado, 
Requejo, & De la Torre, 2013). Thus, the presence of 
non-economic preferences can create potentially serious 
agency problems in family firms. Because all owners 
(family and non-family shareholders) are expected to 
share common economic interests such as profitability, 
growth, and market share, there is no reason to believe 
they share common non-economic preferences (Schulze 
et al., 2001). In light of these arguments, the effect of 
bad financial performance on the probability of CEO 
turnover will be lower when the founder or an heir is 
the firm’s CEO, as described in the following hypothesis:

Hypothesis 2b. The probability of CEO turnover due 
to bad financial performance will be lower when 
the CEO is the founder, an heir or a member of the 
founder family.

1.3. Ownership Structure and CEO Turnover

Studies of corporate ownership and control document 
mechanisms by whichownership structures influence 
CEO turnover. For example, Denis, and Denis & Sarin 
(1997) find that CEO turnover is negatively related to 
ownership concentration by insiders. They also show 
that the probability of executive change is less sensitive 
to performance if managers own a high proportion 
of the firm’s shares. Volpin (2002) finds that the re-
lationship between CEO turnover and performance 
is less sensitive when control is concentrated in the 
hands of just one shareholder. According to La Porta 
et al. (1999),outside the United States, and especially 
in countries with low levels of legal protection for 
investors, ownership structure is characterized by the 
presence of large controlling shareholders, mainly 
families. These usually exert control over firms either 
because they appropriate voting rights that are dispro-
portionate to their cash flow rights (using pyramidal 
structures and cross-share holdings) or because they 
hold management positions in the firms they control. 
Furthermore, since an important role of controlling 
shareholders is to supervise management performan-
ce—which in these cases is usually in the hands of 
family members—it is not surprising to find ways in 
which minority shareholders are expropriated. 

This pattern is observed in Colombia. Gutierrez & Pom-
bo (2009) show that large corporations in Colombia tend 

to form business groups where investment companies 
and fiduciary funds play a central role in controlling 
the boards of directors. Generally, these conglomerates 
have a family at the apex of the pyramid, and their 
direct ownership and control rights as majority sha-
reholders average 35 percent of the equity holdings. 
The four largest shareholders hold around 65 percent 
of all shares. 

1.4. Family Involvement in Ownership.

Traditional agency models suggest that the concentra-
ted nature of family ownership, the usually undiver-
sified equity holdings and control over management 
should attenuate agency cost (Fama & Jensen, 1983; 
Jensen & Meckling, 1976). Increased supervision 
over the CEO by a majority or controlling shareholder 
reduces the probability of opportunistic behavior and 
mitigates information asymmetries. Therefore, the 
presence of family members as majority shareholders 
and the control they exert from pyramidal structures 
can affect CEO turnover.

Volpin (2002) argues that business groups generate 
an intense “CEO market” within the groups and finds 
high probability of CEO turnover in subsidiaries. In 
Colombia, it is a common practice to rotate CEOs bet-
ween companies in the same business group, perhaps 
seeking to transfer the private knowledge of CEOs to 
other companies, or to favor the control exerted by the 
founding family. On the basis of these arguments, we 
propose the following hypothesis:

Hypothesis 3a. Family involvement through owner-
ship as majority shareholder or family control through 
pyramidal structures will have a positive effect on the 
likelihood of CEO turnover. 

However, when financial performance is considered, 
the conflict of interests between minority and contro-
lling shareholders makes us expect a negative effect on 
the likelihood of CEO turnover. When a family is the 
major shareholder or controls a firm through pyramidal 
structures in a business group, there is the potential 
for extraction of private benefits, including taking 
resources out of the business (Claessens et al., 2002). 
Steijvers & Voordeckers (2009) argue that once a family 
has enough ownership for unchallenged control, it can 
begin to abuse its power by using firm resources for 
direct personal benefit (Schulze, Lubatkin, & Dino, 
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2003) or for excessive compensation (Anderson & 
Reeb, 2003). Several studies summarized by Morck, 
Wolfenzon, & Yeung (2005) illustrate the governance 
problems in pyramidal business groups, especially in 
countries with weak legal protections. Among the most 
difficult problems in this environment is the presence 
of tunneling, which is a transaction that involves the 
transfer of shares and profits at prices different from 
the market value to benefit the controlling blockhol-
ders (Johnson et al., 2000). Evidence of this kind of 
behavior in the US context is provided by DeAngelo 
& DeAngelo (2000), who reported cases of CEOs 
retaining their positions only because they responded 
to the interests of the founding family at the expense 
of other shareholders. 

For Morck et al. (2005), pyramidal business groups 
are mechanisms that families use worldwide to retain 
control. Pyramidal structures permit shareholders with 
low levels of ownership to preserve controlling rights, 
which leads to agency problems when entrenched fami-
lies make decisions that are not based on market rules 
and that expropriate the wealth of minority sharehol-
ders. Kuo & Hung (2012) show that investment-cash 
flow sensitivity is higher in firms with excess family 
control. On the basis of this discussion, we propose 
the following hypothesis: 

Hypothesis 3b. The probability of CEO turnover due to 
bad financial performance will be lower when family 
involvement is exerted through ownership as majority 
shareholder or through pyramidal structures.

1.5. Family Involvement in the Board of Directors.

The presence of large shareholders generates a potential 
conflict of interest between dominant and minority sha-
reholders (Claessens et al., 2002; Johannisson & Huse, 
2000), and this tension holds true for family firms also 
(Gomez-Mejia et al., 2001; Morck & Yeung, 2003; 
Schulze et al., 2001, 2003). Agency theory highlights 
the need to manage conflicts among family blocks for 
business survival (Dyer, 1994; Sorenson, 1999).

Voordeckers, Van Gils, & den Heuvel (2007) support 
the argument that boards in family firms function not 
only as a mechanism through which a family block can 
discipline management (Johannisson & Huse, 2000), 
but also as arbitrators in family conflicts. This reaso-
ning is consistent with boards serving as an arbitration 
channel among different family blocks (Whisler, 1988). 

Moreover, Sur, Lvina, & Magnan (2013) argue that 
this role of boards is ex ante determined by the firm’s 
aggregated ownership structure. 

The presence of family members on the board can have 
a negative impact on the likelihood of CEO turnover. 
Sraer & Thesmar (2007) show how family firms es-
tablish long-term relationships with their workforces 
and that, by offering contracts with implicit long-term 
job security, they are able to employ well-qualified staff 
and obtain high levels of productivity. The authors also 
found that families soften the impact of industry cycles 
and endeavor to honor implicit aspects of labor con-
tracts. Therefore we propose the following hypothesis: 

Hypothesis 4a. Family involvement through the board 
of directors will have a negative effect on the likelihood 
of CEO turnover. 

The presence of family members on the board of direc-
tors increases the sensitivity of CEO turnover to bad 
financial performance. Family members on the board 
seek to maximize wealth but also to ensure the firm’s 
long-term survival (James, 1999; Thomsen & Pedersen, 
2000) and reputation (Wang, 2006). Moreover, family 
directors could have greater firm-specific experience 
that increases management oversight (Li & Srinivasan, 
2011). Families can also use highly qualified represen-
tatives to extend their influence within the firm (Chen, 
Gray, & Nowland, 2013). These arguments lead to an 
expectation of more rigorous family boards in terms 
of evaluating financial performance. Klein, Shapiro, & 
Young (2005) find that the independence of boards is 
negatively associated with the performance of family 
firms, and this finding supports the claim that a high 
degree of board independence does not necessarily lead 
to improved financial performance in family businesses.

This higher sensitivity of CEO turnover to financial 
performance may occur even when the CEO is a 
founding–family member (Eddleston & Kellermanns, 
2007; Schulze et al., 2001, 2003). Martín de Holan & 
Sanz (2006) argue that a negative family dynamic along 
with low levels of legal protection for investors can 
result in an increased risk of expropriation for minority 
shareholders even if they are members of the founding 
family. These arguments lead to our last hypothesis:

Hypothesis 4b. The probability of CEO turnover due 
to bad financial performance will be higher when the 
family is involved in the board of directors.
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Research Sample and Methodology

2.1. Data and the Working Sample

Our database combines firm-level information for pri-
vately held Colombian companies affiliated to business 
groups (89% of the total sample) and for listed firms 
(11% of the sample). The main sources of financial, 
ownership, and board-related information were ob-
tained from Colombia’s Financial Superintendence 
(Superintendencia Financiera, SFIN) and the Superin-
tendence for Commercial Societies (Superintendencia 
de Sociedades, SSOC). SFIN is the financial regulator 
for all security issuers (stock and bonds) while SSOC is 
in charge of supervising and monitoring all corporate 
restructuring and bankruptcy processes. Additionally, 
SSOC maintains financial records and notes for about 
9,000 medium-sized and large privately owned firms. 
Notes to financial statements are subject to statistical 
confidentiality and include 16 appendices per com-
pany. These list major shareholders, appointments to 
the board, CEO, auditing firms, and parent-subsidiary 
commercial relations. 

The sample selection took into account the following 
criteria: first, all firms had to be in possession of infor-
mation on board members and shareholders for at least 
three consecutive years within the 1996-2006 period; 
second, firms were not to be subject to specific regula-
tion (e.g., financial institutions). Applying these criteria, 
we identified 1,224 firms, 694 of which were seemingly 
independent. In order to reach accurate computations 
of voting rights, we imposed two additional constra-
ints: at least 50 percent of the group’s total number of 
companies had to be represented by sample firms from 
economic groups, and firms with incomplete informa-
tion at the second ownership layer were excluded. 

Additional company information was drawn from the 
special certificates of directorates and CEOs issued 
by the Chambers of Commerce where companies are 
registered and the Colombian Stock Exchange. After 
allowing for all restrictions, data sources yielded 523 
firms, 28 business groups (25 were still family-con-
trolled by 2006), and 53 independent firms. Closely 
held firms number 428. Total dataset length is 5,094 
firm-year observations. 

2.2 Measures

CEO turnover: A dummy variable—CEO turnover—
isused to measure CEO turnover as a proxy of the 
effectiveness of a firm’s corporate governance. It takes 
the value of 1 when there is a change of CEO for every 
company i, in year t; zero otherwise. 

Financial performance: Given that the sample primarily 
contains unlisted firms, accounting measures were used 
to measure financial performance. The performance va-
riable was defined by using the return on assets (ROA) 
measured as the relationship between net profits and 
total assets. For robustness checks we created a dummy 
variable—profitdummy—asan alternative measure of 
financial performance. This variable is equal to 1 when 
firm i reports profits in year t, and zero otherwise. To 
tackle the problem of a potential double causality in 
the performance/turnover relation, the lagged value 
of ROA (LROA) was our main performance measure. 
Financial performance was industry-adjusted. To calcu-
late the industry-adjusted return on assets for each firm 
(AROA), we divided the sample into eleven industrial 
sectors, using the ISIC’s two-digit code, and calculated 
the average ROA by industry. Then, for each individual 
firm in the working sample, AROA was measured for 
each year as the difference between the individual ROA 
and the average industry ROA. 

Family Involvement: Family CEO takes the value of 1 if 
a founding family member serves as CEO in the firm. 
Two additional dummy variables distinguish between 
whether the CEO is the founder (founder CEO) or 
one of the heirs (heir CEO). Family ownership equals 
1 when founding families are the largest shareholder 
of the firm, and zero otherwise, and Pyramidal family 
control equals 1 when the family has indirect control 
over a firm through a pyramidal structure and cross-
shareholdings. In addition we define the Family board 
[%] variable asthe percentage of family members on 
the board of directors (as a direct control mechanism 
over the firm’s decision-making process) and a dummy 
variable—Majority Family Board—that takes the value 
of 1 if the percentage of family board members is 50 
percent or higher, zero otherwise. 



8 Corporate Governance Mechanisms in Family Firms:...

Control Variables:The model introduces standard 
idiosyncratic and financial control variables such as firm 
age, firm size, leverage, assets tangibility, and growth 
opportunities, as well as a firm affiliation dummy.  The 
empirical model includes corporate governance varia-
bles as a control related to board characteristicssuch 
as the participation of outside and foreign directors 
and board reputation. In addition, the model includes 
board turnover, CEO age (when it is available), recipro-
cal CEO interlocks, CEO participation on the board, 
external auditing, and the degree of control exercised 
by the largest shareholders (contestability). The age of 
the CEO is calculated as the id issuance date plus 18 
years. In Colombia, The National Civil Registry has the 
date of birth of Colombians under statistical reserve and 
only reveals their id issuance date. In addition, people 
can only get the id number when they are 18. Specific 
definitions of the variables and their methodologies are 
described in the Appendix. 

2.3. Sample Structure 

Table 2.1 presents the database structure. Panel A shows 
the average CEO turnover for all firms classified by busi-
ness groups. Measurements are reported for Colombia’s 
top five largest non-financial business groups and for 
the rest of the sample. The Santo Domingo group, with 
companies in the brewing, transport, and telecommu-
nications sectors has the highest turnover levels, more 
than 20 percent, and above the overall average of 15.54 
percent. The Carvajal group, in the print and media 
sectors, has turnover rates below the sample average. 
CEO turnover in non–affiliated firms is higher than in 
firms that are affiliated with a business group. 

Panel B displays the average level of CEO turnover by 
ISIC classification at two-digit levels. The category “in-
vestment firms” in this case does not refer to financial 
firms as the name suggests, but holding companies 
that are legal vehicles to retain control and facilitate 
cross-share ownership structures. This panel provides a 
preliminary analysis showing that the frequency of CEO 
turnover varies between industries. The highest average 
turnover rates (over 18%) occur in the transportation 
and telecommunications, hotel and restaurant, and 
mining sectors. The lowest levels, around 8 percent, 
are reported for agriculture. The overall average for a 
total of 4,568 firm-year observations (a value obtained 
by considering observations lost during the turnover 
estimates) was 15.5 percent. (See Table 2.1.)

Panel C shows the relationship between CEO turnover 
and different quintiles of board reputation (measured 
as the total number of external directorships held by 
board members over board size). According to this 
panel, boards with the highest or lowest levels of 
reputation are associated with greater rates of CEO 
turnover. This finding suggests that an inexperienced 
or extremely busy board may not be able to provide 
adequate support, increasing the likelihood of turnover 
among senior management because of poor financial 
performance by the firm. 

2.4 Summary Statistics

Table 2.2 displays the summary statistics for financial 
firm characteristics and corporate governance variables.  
Three main comments are relevant. First, the median 
age of firms in the sample is 25 years, meaning that 
most firms in the sample are well-established.  Second, 
corporate governance indicators show that directorate 
median is six members while the mean (median) of the 
outside director ratio is 0.29 (0.17), which is consistent 
with the findings of other country case studies in La-
tin America (Garay & González, 2007, for Venezuela; 
Lefort & Urzúa, 2007, for Chile; Pombo & Gutierrez, 
2011, for Colombia). Nevertheless, this value might 
be overestimated given other relationships—such as 
family representatives (Chen et al., 2013)—that exter-
nal board members may have with the firm but that 
are not possible to infer from the data. Third, CEOs in 
the sample are 50 years old on average, 50 percent of 
the firms are externally audited and 33 percent of the 
CEOs sit on other boards both within and outside the 
business group. (See Table 2.2.)

2.5 Family Presence and CEO Turnover

Table 2.3 depicts the influence that family presence 
within firms may exert on CEO turnover in response 
to fluctuations in firm financial performance. CEO 
turnover is negatively associated with performance for 
the entire sample. Furthermore, the data distribution 
by quintiles shows how CEO turnover decreases, as 
performance improves. Differences in mean (medians) 
of turnover ratios by type of family involvement are 
significant in most cases between the lowest and highest 
performers. (See Table 2.3.)
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Table 2.1. Database Structure

Panel A - Number of firms, industrial sectors and CEO turnover ratios by business group affiliation

Panel B - CEO turnover ratio by industry (Averages and standard deviations)
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Table 2.1- Continued

Panel C - CEO turnover ratio by industry (Averages and standard deviations)

Panel D - CEO Turnover ratios for different board reputation levels

This table illustrates the turnover ratios by business groups, industry and board reputation. Standard deviation coefficients are in parentheses. 
Board reputation (Panel C) is measured as the total number of board seats members occupy on other companies, over the size of the board. 
Sources: International Standard Industrial Classification (ISIC), Superintendencia de Sociedades de Colombia, Superintendencia Financiera de 
Colombia, Bolsa de Valores de Colombia, BPR Benchmark, Registro Único Empresarial (RUE), Confederación Colombiana de Cámaras de Comercio 
(Comfecámaras), Registro Nacional de Valores e Intermediarios (RNVI), and Gutierrez and Pombo (2009).
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Table 2.2. Summary Statistics

This table presents the summary statistics of control variables covering financial performance, firm characteristics and groups of variables 
pertaining to corporate governance.

Table 2.3. Family Presence and CEO Turnover

This table illustrates the percentage of CEO turnover by performance quintiles. Performance is measured as the industry-adjusted return on 
assets. The observations are grouped under five categories according to firm performance (1=low, 5=high). Similarly, the observations are 
categorized according to different levels of family presence. CEO turnover is compared between firms with the lowest and highest perfor-
mance using the t–statistic and the non-parametrical Wilcoxon Test.
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Results

This section reports the main econometric results regar-
ding the determinants of CEO turnover. The baseline 
empirical equation follows a Probit-panel regression 
model with CEO turnover as the dependent variable. 
That is, 

where: Yit is CEO turnover ratio; FI is the vector with 
family involvement dummies and the fraction of family 
members on the board; CG is the vector that includes 
corporate governance, ownership, control, and con-
testability variables; X is the vector with the financial 
and idiosyncratic controls; and the term iµ  captures 
the individual random effect component.

The random effects model is chosen because family 
involvement variables, mostly dummy variables, are 
time-invariant.  However, the model passed the tradi-
tional specification tests for panel and random effects 
regressions (Breusch & Pagan, 1980; Hausman, 1978). 
Regression coefficient standard errors are corrected by 
robust White-Hubert estimators. 

3.1. The Classical Relation between Turnover and 
Performance

Table 3.1 presents the results regarding the classical 
relation between CEO turnover and financial perfor-
mance, controlled by firm and corporate governance 
characteristics. Following Bhagat & Jefferis (2002), 
Hermalin & Weisbach (1991) and Himmelberg, 
Hubbard, & Palia (1999), we use lagged performance 
variables in panel regressions to control for potential 
biases from double causality in the relationship bet-
ween turnover and financial performance. Financial 
performance in these regressions is measured as the 
lagged industry-adjusted ROA. 

Regression equations show that Hypothesis 1 is strongly 
supported, given the strong inverse relationship between 
CEO turnover and firm performance (b = 172, p < .001 in 
Col. 1). This means that the likelihood that a CEO will be 
removed is much higher after a period of poor financial 
performance. Additional comments concern the control 

variables. First, the size of the company has a positive 
and statistically significant effect on CEO turnover (b = 
.003, p < .05 in Col. 1). The probability that a CEO will 
be removed or resign from a large company with poor 
performance is higher than for small businesses in the 
sample. Second, the greater the number of tangible assets 
possessed by the firm, the lower the probability that the 
CEO will be removed (b = .103, p < .001 in Col. 1). Third, 
the presence of foreigners on the board (b = .106, p < .05 
in Col. 1) or of an external auditing firm (b = .03, p < 
.05 in Col. 1) increases the probability of CEO turnover. 
Fourth, the reciprocal interlocks of CEOs show a negative 
relation to the probability that they will be removed (b = 
-.023, p < .05 in Col. 1). Reciprocal interlocks are com-
mon within cross-shareholdings. There is no restriction 
on this type of ownership structure in Colombia. Fifth, 
CEO age has a negative relation with CEO turnover (b 
= -.008, p < .001 in Col. 2). This finding might reflect 
cultural values that associate age with expertise; thus, 
generating respect for executives and board members 
who remain in office for long periods (Zhang, Tao, and 
Wang, 2011). (See Table 3.1) 

3.2. The Effect of Family Presence on the 
Relationship between CEO Turnover and 
Performance

The results of the Probit random effects the regre-
ssions model shown in Table 3.2, reflecting the effect 
of family presence on CEO turnover and whether 
family presence affects the negative relationship bet-
ween turnover and performance. Columns 1, 3 and 
5 display the results without distinguishing whether 
the family CEO is the founder of the firm or one of the 
heirs, while columns 2, 4 and 6 distinguish between 
these types of family CEOs. In addition, the first two 
columns measure the presence of family members on 
the board of directors with the variable Family board 
[%]. In an attempt to determine whether results are 
different when a board is dominated by the founding 
family, this variable is replaced in columns 3 and 4 by 
the dummy Majority Family Board. Columns 7 and 8 
report the result of running the specification in columns 
1 and 2 with CEO age.
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Table 3.1. Classical Relationship between CEO Turnover and Financial Performance

This table presents the results of the panel probit regression model used to analyze the relationship between financial performance and the 
CEO turnover dummy. Column 2 includes the CEO age when we were able to find it. The reported coefficients are transformed to represent 
the change in probability for an infinitesimal change in the CEO turnover dummy as an independent variable evaluated at the mean values.

Regarding Hypothesis 2a, we find that the probability 
of CEO turnover is lower when the CEO is a member 
of the founding family (b = -.045, p < .01 in Col. 3), 
whether founder (b = -.112, p < .001 in Col. 4) or heir 
(b = -.034, p < .05 in Col. 4). Contrary to Hypothesis 
2b, we observe no significant effect on the relationship 
between the CEO turnover and the firm’s financial 
performance when the CEO is a family member, as re-
ported in the interaction variables performance*Lagged 
Family CEO (b = -.019, statistically insignificant in Col. 

3), performance*Lagged Founder CEO (b = 1.047, statis-
tically insignificant in Col. 4), and performance*Lagged 
Heir CEO (b = -.054, statistically insignificant in Col. 4). 

Regarding Hypothesis 3a, we find that the probability 
of CEO turnover increases only when a family controls 
a firm through pyramidal structures (b = .041, p < .01 
in Col. 4). In relation to Hypothesis 3b, the sensitivity 
of CEO turnover to changes in performance is weake-
ned when the family is the majority shareholder or 



14 Corporate Governance Mechanisms in Family Firms:...

exerts control over pyramid structures, as shown in the 
interaction variables Performance*Family Ownership (b 
= 0626, p < .05 in Col. 4) and Performance*Pyramidal 
Family Control (b = .334, p < .01 in Col. 4). 

Consistent with Hypothesis 4a, we found that when fa-
milies have a majority representation on the board, the 
probability of a CEO turnover is significantly reduced 
(b = -.050, p < .001 in Col. 4). As for Hypothesis 4b, 
the results indicate that a board dominated by a family 
is more rigorous or less permissive with the CEO in 
terms of financial performance and is more likely to 
remove a CEO following a period of poor results (b 
= -.448, p < .05 in Col. 4). An unreported analysis of 
marginal effects shows that these results are maintained 
even if the CEO is a family member, which suggests 
that some family members on the boards can represent 
the interests of those family members not represented 
by the family CEO. (See Table 3.2).

3.3. Robustness 

This section presents the analysis of instrumental 
variables regression (IV) to control for endogeneity 
and double causality between CEO turnover and firm 
performance. The estimating equation uses the lagged 
values of adjusted ROA as the performance variable. 
Formally, a variable is endogenous if the assumption 
of conditional independence with the error term is 
violated, but it could be argued that this violation 
does not refer to the endogenous variable and the 
non-contemporary error term. However, it is impor-
tant to recognize that using lagged variables does not 
necessarily resolve the problem of double causality. In 
this context, double causality can be understood as 
follows. On the one hand, poor financial performance 
might lead to CEO turnover, but it is also possible that 
a CEO with private information about the future poor 
prospects of the firm will decide to resign. 

To tackle this issue with the available data, the empirical 
model includes the instrumented financial performance 
variable. The lag of industry-adjusted ROA is the ins-
trumented variable that uses the payout ratio and the 
second lag of return on assets as instruments, as well as 
the other exogenous variables included in the original 
specifications (vector Z). Table 3.3 illustrates the main 
results. Column 1 shows the estimates of the original 
regressions (Col. 4 of Table 5) with the CEO turnover 
dummy as the dependent variable. Column 2 shows 

the results of the instrumented regression. The sign and 
the statistical significance of the regression coefficient 
of financial performance remain basically unchanged 
(b = -.267, p < .001 for the original specification and 
b = -.428, p < .01 for the instrumented ROA). Hence, 
the empirical model is robust. 

Three additional consistency tests were performed on 
the above econometric result. First, webuilt a dummy 
variable, Unfriendly CEO Turnover, which takes the value 
of 1 when there is a change of CEO in firm i for each 
year t and the departing CEO does not remain on the 
board, and zero otherwise. If departing CEOs are not 
appointed to the board, it can be assumed that their 
departure was caused by poor managerial performance. 
Otherwise, firms are likely appoint departing CEOs to 
the board as advisors to mentor their successors, espe-
cially when their performance has been successful. It is 
worthwhile to test this model by analyzing unfriendly 
CEO turnover since, when such an event occurs, it 
is expected that corporate governance mechanisms 
discipline the CEO for the firm’s poor performance. 
Under this new specification of the model we expect to 
find statistically significant negative coefficients for the 
interactions between performance and family presence 
in the firm. However, results show that the sensitivity 
of CEO turnover to performance is not affected by fa-
mily CEOs (b = .053, statistically insignificant) and is 
weakened when the family is the major shareholder (b 
= .436, p < .10) or controls the firm through pyramidal 
structures (b = .211, p < .05). The relation is still negative 
but not statistically significant when family involvement 
is through the board of directors (b = -.256). Hence, 
using unfriendly CEO turnover as a dependent variable 
shows that the sensitivity of turnover to performance is 
not affected by family CEOs. However, this sensitivity 
is weakened when the family is the major shareholder 
or exerts control through pyramidal structures. This su-
ggests that the family is indifferent to firm performance 
as long as the CEO is aligned with its private interests 
above those of any other shareholder.

We next used an alternative proxy for financial perfor-
mance -profit dummy- which takes the value of 1 when 
firm i reported a profit in year t, and zero otherwise. 
The main results remain unchanged. Finally, we ran a 
test for variance inflation factors (VIFs). Results lead us 
to reject the hypothesis of linear-collinearity among the 
model’s independent variables. The above consistency 
checks are available upon request. (See Table 3.3).
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Table 3.3. Endogeneity between CEO Turnover and Financial Performance 

In this table, Column 1 shows the results of the original specification using the dummy for CEO turnover as the dependent variable (Table 
3.2 Column 4) to allow a comparison with the new results. Column 2 shows the results of the regression using an instrumented financial 
performance. The industry-adjusted return on assets uses as instruments the dividend ratio and the lagged industry-adjusted ROA plus 
the other exogenous variables included in the instrumented equation (vector Z). The reported coefficients are transformed to represent the 
change in probability for an infinitesimal change in the CEO turnover dummy as an independent variable evaluated at the mean values.
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Discussion and Conclusions

This study analyzes the effectiveness of corporate go-
vernance mechanisms by focusing on the sensitivity of 
CEO turnover to performance. It examines the impact 
of different forms of family involvement (management, 
ownership, and control) on this relation in a sample 
of 523 Colombian companies. The sample firms are 
mostly non-listed and affiliated with business groups. 

The results provide empirical support for CEO turno-
ver being more likely after a period of poor financial 
results, which according to Coffee (1999) is a necessary 
condition for a successful corporate governance system. 
The study also finds that when the CEO is the founder 
of the firm or an heir of the founder, CEO turnover is 
low. This result was expected given the natural entren-
chment that a family CEO enjoys, even when the CEO 
does not necessarily represent the whole family block 
(and other non-family shareholders). The family CEOs 
in our sample appear to be “benevolently entrenched” 
(Burkart et al., 2003; Gonzalez et al., 2010; Palia et al., 
2008). However, the possibility of turnover remains 
after a period of bad financial performance, especially 
when one of the main family goals is long-term survival 
of the firm (James, 1999; Thomsen & Pedersen, 2000).  

Family involvement as the major shareholder (directly 
or indirectly through pyramidal ownership structure) 
also increases CEO turnover. In the context of firms 
within business groups, this is the expected result. 
Business groups create an active “CEO market” (Volpin, 
2002) where successful CEOs are transferred to bigger 
or more important businesses within the same group. 
However, this practice can significantly reduce the pro-
bability of CEO turnover after a period of poor financial 
performance, a finding consistent with the argument 
that a family is likely to retain a CEO even when the 
firm performs poorly if it is obtaining private benefits 
from control (Anderson & Reeb, 2003; Claessens et al., 
2002; Schulze et al., 2003).

When family involvement is exerted through boards, 
CEO turnover is lower. This finding is expected from 
family firms because board members serve as arbitra-
tors in family conflicts (Johannisson & Huse, 2000; 

Voordeckers et al., 2007). Family based members also 
tend to establish long-term relationships with mana-
gers and soften the impact of industry cycles (Sraer 
& Thesmar, 2007). But, interestingly, family boards 
are very sensitive to financial performance even when 
the CEO is a family member. This is important not 
only because family boards are concerned with the 
firm’s long-term survival (James, 1999; Thomsen & 
Pedersen, 2000), they also look after the interests of all 
family blocks and non-family shareholders (Eddleston 
& Kellermanns, 2007; Schulze et al., 2001).

This article contributes to the literature on corporate 
governance and family firms in several ways. First, the 
theoretical premise that bad financial performance leads 
to changes in the top management in a good corporate 
governance system has been widely tested around the 
world; however, this is among the few studies that deal 
with this issue for mainly closely held firm micro-data. 
Second, this research follows the approach of Villa-
longa and Amit (2006) regarding the type of family 
involvement (management, ownership, and control) 
and shows that the types of involvement have different 
impacts on CEO turnover. Hence, our results contribu-
te to the growing literature on problems agency within 
families (Martin de Holan & Sanz, 2006; Schulze et 
al. 2003). Third, this article is the first comprehensive 
country-case study for a large Latin American economy 
regarding corporate governance mechanisms in the 
context of family firms, an understudied region that 
has gained relevance for its capital market dynamics 
and importance in the world economy. 

The main limitation for this study was the difficulty 
of collecting information on privately held firms but 
provide interesting challenges for future research. It 
may be that some family representatives could not be 
identified in our variable construction process. Chen 
et al. (2013) estimated that omitting family represen-
tatives underestimates the influence of a controlling 
family by 46 percent. There is also a possibility that 
the firms are led not by the family CEO, but by a top 
team of professional managers. These issues merit 
further analysis.
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NOTES

1. Management entrenchment as proposed 
by Shleifer & Vishny (1989) occurs when 
managers invest in specific assets that do not 
generate value for the company, but which 
enable them to protect their job. Palia, Ravid 
& Wang (2008) describe a model in which 
founders who play a management role work 
harder than the most suitable external mana-
ger available in the labor market would. This 
concept of benevolent entrenchment of the 
founder-manager was extended to heirs in 
González et al. (2010).

2. For the sake of completeness, the model 
specification took into account a statistical 
test among the explanatory variables (Larcker 
& Rusticus, 2010). In particular, we ran the 
over-identifying restriction test (Sargan test) 
and compared the first-stage R2, the partial 
R2 and the variance inflation factor, obtai-
ning results that statistically support the 
chosen instruments.
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Appendix

Description of Variables

CEO Turnover Variables

CEO Turnover
Dummy variable equal to 1 when there is a change of CEO for each firm i and for each 
year t, and 0 otherwise.

Unfriendly CEO Turnover
Dummy variable equal to 1 when there is a change of CEO for each firm i and for each 
year t and the departing CEO no remains in the board. 0 otherwise.

Performance Variables

Return on Assets
Return on assets after interest, tax, depreciation and amortization (or net income) divided 
by total assets.

Industry-Adjusted Return on Assets
Industry-Adjusted Return on Assets as the difference between the company’s annual 
return less the median return of the industry for all firms belonging to defined industrial 
categories.

Family Involvement Variables

Family CEO Dummy variable equal to 1 if the CEO has the founding family last name, and 0 otherwise.

Founder CEO Dummy variable equal to 1 if the CEO is the founder of the firm, and 0 otherwise.

Heir CEO Dummy variable equal to 1 if the CEO is a founder' heir, and 0 otherwise.

Family Ownership
Dummy variable equal to 1 if the firm has the founding family as the largest shareholder, 
and 0 otherwise.

Pyramidal Family Control
Dummy variable equal to 1 if the  family is the largest blocholder's firm or has the con-
trol of largest blockholder´s firm through direct or indirect ownership, and 0 otherwise.

Family Board [%]
Percentage of directors who have the same CEO last name or the same founding family 
last name.

Majority Family Board
Dummy variable equal to 1 if the participation of family board  members is more than 
50%, and 0 otherwise.

Non-Majority Family Board
Dummy variable equal to 1 if the participation of family board  members is less than 
50%, and 0 otherwise.
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Firm Characteristics Variables

Firm Age Firm age as the number of years since the firm's inception.

Firm size Firm size as the natural log of the total sales.

Leverage
As the ratio of long term liabilities divided by the sum of long term liabilities and book 
value of equity.

Assets tangibility As the sum of inventories and fixed tangible assets divided by total assets.

Growth opportunities As the percentage growth in real tangible fixed assets.

Group Affiliation Dummy variable equal to 1 if the firm is affiliated with a business group, and 0 otherwise.

Corporate Governance Variables

Boardsize Total number of directors. Includes principals and substitutes.

Outside directors [%]

Percentage of board members who have not been managers of the firm, who were never 
managers in any related firm, who do not sit on any of the boards of related firms and 
do not have family ties with founding family or the CEO as far as the scope of the sample 
allows us to tell besides than being on the board of directors  for all interval of time.

Foreign directors [%] Percentage of board seats occupied by foreigners.

Board Turnover  [%] Percentage of directors of year n that are no longer on the board at year n+1.

CEO age
In Colombia The National Civil Registry has the date of birth of Colombians under sta-
tistical reserve and only reveals their id issuance date. In addition, people can only get 
the id number when they are 18

CEO board dummy Dummy variable equal to 1 if a firm's CEO sits on its board, and 0 otherwise.

Reputation directorate
Total number of external directorships held by the board members within firms affiliated 
with the business group or other businesses groups divided by board size.

Reciprocal CEO interlocks
For a firm i, the number of times that its CEO sits on the board of a firm whose CEO is 
reciprocally seated on the board of firm i.

Auditing firm
Dummy variable equal to 1 if the audit of financial statements is undertaken by a firm, 
and 0 otherwise.

Contestability Index
As the voting stakes of the second and third blockholder relative to the largest voting 
block. CI = (votes2 + votes3)/votes1. 

Description of Variables
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Mecanismos de gobierno corporativo 
en empresas familiares. Evidencia de la 
rotación de gerentes de empresas

How sensitive is CEO turnover to firm performance in the context of family firms?
Using a detailed database of mostly non-listed Colombian firms, we found that family ownership (direct 
and indirect through pyramidal structures) reduces the probability of CEO turnover when financial 
performance has been poor; however, we found that the opposite effect is true when families 
participate actively on the board of directors. These results hold true even when the manager is a family 
member, even though the probability of turnover is lower for a family member. This lower probability 
does not affect the firm's financial performance. In other words, a benevolent entrenchment of the 
family CEO seems to occur.

Pregunta de investigación:  ¿Qué tan sensitiva es la rotación de los gerentes al desempeño de la firma en 
un contexto de empresas familiares?

Resultados: Utilizando una base de datos longitudinal de empresas cerradas de Colombia, encontramos 
que la propiedad familiar (directa e indirecta) reduce la probabilidad de la rotación de los gerentes cuando 
el desempeño financiero ha sido pobre. Sin embargo, se encuentra el efecto opuesto cuando las familias 
participan activamente en las juntas directivas. Estos resultados se mantienen, inclusive, en el caso de 
gerentes familiares, a pesar de la menor probabilidad de rotación de un miembro familiar. Esta menor 
probabilidad no afecta el desempeño financiero de la firma. En otras palabras, se observa un 
atrincheramiento benevolente en el caso de gerentes familiares. 
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