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Abstract
We examine the impact that family involvement in management, ownership, and control has on director turnover (direct
effect) and on director turnover/performance sensitivity (moderating effect). Using a sample of mostly closely-held
Colombian firms from 1996 to 2006, we find a strong negative relationship between turnover and firm performance, a far
from obvious result in the context of closely held firms in emerging markets. We also show that while family involvement
in management, ownership and boards leads to more stable boards, it does not affect director turnover/performance
sensitivity. This finding implies that boards in firms with family presence are benevolently entrenched.
Keywords: Family firms, Corporate governance, Director turnover, Emerging markets.
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1. Introduction
This paper contributes to the discussion of corporate governance in closely held firms with some level of ownership
dispersion by evaluating not only the direct effect that family involvement in management, ownership, and control has on
director turnover, but also its moderating effect on director turnover/performance sensitivity. This distinction is important
because, as we argue, family involvement can affect director turnover without necessarily influencing the expected negative
director turnover/performance sensitivity. We hand-collected data for 523 mostly closely held firms in Colombia for the
period 1996-2006, the majority of them having business group affiliation. As far as we know, this is the first study that
analyzes the influence of family involvement in different dimensions on director turnover and director
turnover/performance sensitivity.

Classical agency theory suggests that concentration of ownership and control in family hands reduces agency
tensions within these firms (Jensen and Meckling, 1976; Fama and Jensen, 1983). However, family involvement could
either mitigate or exacerbate agency problems in family firms. “As the separation of ownership from control in widely held
firms drives a wedge between the interests of principal and agent, the dispersion of ownership in family-held firms drives a
wedge between the interest of those who lead a firm—and often own a controlling interest—and other family owners”
(Schulze, Lubatkin, and Dino, 2003:181). Non-economic preferences in the utility function of family members create
another set of agency tensions within the organization, and family involvement could lead to actions that go against the
economic interests of other family factions or other minority shareholders. Hence, good corporate governance practices are
as important in family firms as in firms with dispersed ownership (Schulze et al., 2001).

We find empirical evidence for the direct effects that family involvement has on director turnover. However, we
did not find any moderating effect on director turnover/performance sensitivity in our sample. Specifically, and regarding

direct effects, we find a lower probability of director turnover when there is a family CEO, when the family is the largest

shareholder, or when the board is dominated by the family. These findings suggest that family involvement is related to



more stable boards, which is consistent with the implicit long-term contracts between families and their collaborators (Sraer
and Thesmar, 2007; Hwang and Kim, 2009). In contrast, we find that family involvement as indirect ownership through
pyramidal structures increases director turnover, which suggests the existence of internal director markets inside business
groups. Internal resources markets have been discussed in previous studies (Khanna and Palepu, 2000a, 2000b), and Volpin
(2002) and Gonzalez et al. (2014b) demonstrate the existence of this market for CEOs.

Regarding moderating effects, we find that family involvement has no impact on director turnover/performance
sensitivity. That is, director turnover attributable to poor firm performance is equally likely regardless of family presence in
the firm. This result could be associated with the concept of benevolent entrenchment characterized by more stability of the
boards in firms with some level of family involvement, but not necessarily less competence. Family businesses will
reconfigure boards in the case of poor financial performance just like any other organizational structure, especially
considering the particular interests of families such as firm survival and legacy, among other non-monetary aspects (Fama
and Jensen, 1985; James, 1999; Burkart et al., 2003; Bertrand and Schoar, 2006). Overall, we not only find a strong negative
director turnover/performance sensitivity, a new result in the context of closely held firms in emerging markets, but we also
find differentiated direct effects depending on the type of family involvement.

This paper contributes to the corporate governance literature on family firms in several ways. First, we provide a
closer look at the direct and moderating effects that family involvement has on director turnover. Most of the empirical
literature on corporate governance analyzes CEO turnover/performance sensitivity, but only a few papers study board
turnover in the context of listed firms (Hermalin and Weisbach, 1988; Denis and Sarin, 1999). In general, little is known
regarding the director turnover/performance relationship (Easterwood et al., 2012). Even more scant is analyses of the effect
of family involvement on director turnover, where the main contribution of this paper lies. We consider family involvement
in three different dimensions: management, ownership (direct and indirect), and control in the largely unexplored field of
closely held family firms. This is important because “one of the great challenges in adapting definitions of corporate
governance to the privately held firm is that much of the research and academic debate pertains to large listed firms”
(Uhlaner, Wright, and Huse, 2007: 226).

Second, although Colombia is a single country it shares many features with other emerging economies, such as
predominance of family firms and business groups, concentrated ownership, and low investor protection (Chong and Lopez-
de-Silanes, 2007; Gonzalez et al., 2012, 2013). Family firms in emerging markets are an important yet highly understudied
subject, according to recent surveys of research on corporate governance in these markets (Claessens and Yurtoglu, 2013;

Fan, Wei, and Xu, 2011). Finally, the level of detail provided by the database is in itself a contribution to the literature,
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given that the majority of the companies in the sample (81%) are closely held firms that represent an enormous universe of
understudied firms.

The article is organized as follows. The second section introduces the theoretical review and the development of
hypotheses, the third section describes the data and methodology, the fourth section presents our results, the fifth section
presents the robustness tests, and the final section concludes.

2. Theoretical Review and Development of Hypotheses
Coffee (1999) argues that a successful system of corporate governance will remove managers who deliver poor financial
performance. This sensitivity of turnover to performance has been widely studied regarding CEOs. Among the classical
studies for the United States are Coughlan and Schmidt (1985), Denis and Denis (1994), Huson, Parrino, and Starks (2001),
Morck, Shleifer, and Vishny (1989), Warner, Watts, and Wruck (1988), and Weisbach (1988). In general, these studies have
found a strong negative CEO turnover/performance sensitivity.

In this paper, we argue that the disciplinary connection between performance and turnover also applies to boards.
Analyzing board composition, Hermalin and Weisbach (1988) and Denis and Sarin (1999) report that board turnover is
related to poor financial performance. In the Japanese context Kaplan and Minton (1994) found that directors with financial
backgrounds are hired following poor financial performance, and Gilson (1990), Yermack (2004), Srinisasan (2005) and
Easterwood et al. (2012) report higher board turnover in poor performing firms. Harford (2003) demonstrates that board
members of firms in hostile takeovers not only lost their board seats but also suffered fewer nominations to other boards
following the takeover. All these studies were based in advanced economies, and the samples were listed firms.

Context could impact corporate governance mechanisms. La Porta, Lopez-de-Silanes, Shleifer, and Vishny (1998,
2000) posit that investor protection at the national level is the most important factor for good corporate governance at the
firm level. Hence, in an environment with low investor protection, board turnover/performance sensitivity could be weaker
and lead to entrenched directors. However, high ownership concentration and controlling shareholders with the incentives
and power to discipline managers and directors counterbalance poor investor protection and mitigate agency problems
within the firm (Fama and Jensen, 1983; Jensen and Meckling, 1976).

Colombia, like other Latin American countries, has some distinguishing characteristics, such as relatively low legal
protection for investors, the importance of business groups, the extended use of pyramidal ownership structures to exert
control over firms, high ownership concentration and, more importantly, different levels of family involvement in various
dimensions of business activity. In this context we expect that controlling shareholders penalize poor performing directors,

as stated in the following hypothesis:



Hypothesis 1. The probability of director turnover will be higher in periods of poor financial performance.

In the context of closely held firms with some level of ownership dispersion, the probability of director turnover
could be affected by the different levels of family involvement in management, ownership and control. On the one hand,
family presence in the firm may have a direct effect on turnover because of the intrinsic characteristics that families possess
as stakeholders; on the other hand, family involvement could have a moderating effect on turnover/performance sensitivity
because of alignment or misalignment of interests between the family and other stakeholders.

The empirical literature is silent regarding the direct effect of family involvement on director turnover, although
some studies have documented the different ways that ownership structures influence CEO turnover. For example, Denis et
al. (1997) find that CEO turnover is negatively related to ownership concentration by insiders. La Porta et al. (1999) show
that outside the United States, and especially in countries with low investor protection, there is a high level of ownership
concentration, mainly by families.

Sraer and Thesmar (2007) show that family firms often establish long-term relationships with their workforce.
Bertrand and Schoar (2006) emphasize that families consider the firm as a legacy for future generations and thus display
excessive risk aversion, considering firm survival as the main business objective. In addition, the tacit knowledge of family
members regarding the firm’s operations has two relevant implications for director turnover. First, family presence in the
firm alleviates information asymmetries and makes monitoring more effective (Pollak, 1985; Tsai et al., 2006). Second,
families have longer investment horizons, avoiding the typical preference for short-term results and profits associated with
managerial myopia (James, 1999; Stein, 1988, 1989). Following this line of reasoning in the context of Colombia, we
propose the following hypothesis:

Hypothesis 2a: The probability of director turnover will be lower when family involvement is exerted through
management, ownership, or control.

Hypothesis 2a suggests the existence of a certain level of entrenchment in firms with some degree of family
involvement. However, whether this generates positive or negative consequences for the firm depends on the moderating
effect of family involvement. That is, a weaker negative relationship between firm performance and director turnover
attributable to family presence on the firm will imply a harmful board entrenchment, while a stronger or even a similar level
of sensitivity of director turnover to firm performance in comparison to firms without family involvement will imply a
benevolent board entrenchment.

Studying ownership and regulation effects, respectively, Morck et al. (1988) and Garay et al. (2007) have

suggested that it is in the interest of board members to entrench themselves in their positions. Denis et al. (1997) find that
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the probability of executive change is less sensitive to performance in firms with a high ownership concentration among top
management, an indication of harmful entrenchment.

Many non-monetary family benefits and goals like high ownership concentration, reputation, undiversified wealth,
family survival and legacy (Fama and Jensen, 1985; James, 1999; Burkart et al., 2003; Bertrand and Scholar, 2006)
characterize family firms and could imply a good level of monitoring over CEOs and directors in this organizational
structure. For directors, families’ high levels of risk aversion, together with legacy, firm survival preference, and family
monetary and non-monetary benefits, will guarantee an adequate level of directors’ supervision. Following this reasoning,
we expect a benevolent board entrenchment, as stated in the following hypothesis:

Hypothesis 2b: The negative relationship between director turnover probability and firm financial performance
will not be affected when the family is involved in management, ownership, and control.

3. Database and Methodology
As shown in Table 1, Panel A, our sample is based on a unique dataset that combines firm-level information for listed (15%
of the sample) and closely held firms (85% of the sample), a feature not commonly found in studies of corporate governance
and family firms. Regarding business group affiliation status, 89 percent of the sample is composed of affiliated firms, 11
percent of independent firms. We include listed firms in our sample because some firms in family business groups are also
listed; excluding them would distort the true nature of business groups in Colombia and Latin America.

Financial, ownership, and board-related information is drawn largely from two Colombian government agencies,
the Financial Superintendence (Superintendencia Financiera, SFIN) and the Superintendence for Commercial Societies
(Superintendencia de Sociedades, SSOC). SFIN is the financial regulator for all security issuers of stocks and bonds; SSOC
supervises and monitors corporate restructuring and bankruptcy processes. Additionally, SSOC maintains financial records
and notes for medium-sized and large privately owned firms. Notes to financial statements are subject to statistical
confidentiality and include 16 appendices per company, listing among others major shareholders, and parent-subsidiary
commercial relations. We drew additional information about directorships and CEOs from the Chambers of Commerce
where the companies are registered. Table 1, Panel A, summarizes the construction of the sample.

[Insert Table 1]
3.1. Indicators of board turnover
In order to analyze the turnover of board members as a corporate governance mechanism, board turnover was defined using
three alternative specifications: board turnover measured as the number of board members in year #—/ who were not present

in year t, board turnover [%] measured as the percentage or fraction of board members in year /—/ who were not present in



year t, and dummy for board turnover, equal to 1 if at least one director was replaced for each firm i and for each year ¢, and
0 in other cases.

3.2. Financial performance

Given that the sample is made up mainly of unlisted companies, the financial performance variables are based on
accounting information. The performance variable is the Return on Assets, (ROA), which calculates the relation between
net profits to total assets. For robustness we also use an alternative measure for financial performance, the binary variable
profit dummy, equal to 1 when the company, i, reports a profit in year t, and 0 otherwise. To tackle the problem of double
causality in the turnover/performance relationship, we use lagged values of the performance variable (ROA). In the
robustness section we use an instrumental variable approach to deal further with this problem.Additionally, ROA was
adjusted by the average ROA of the industry sector to which each company belonged.

3.3. Indicators for family presence

The presence of family members in the firm might influence decisions concerning management turnover and, therefore, the
oversight and control mechanisms employed. This study seeks to evaluate the sensitivity of board turnover to variations in
performance when there is a family presence. To carry out this analysis the following binary variables were created. Family
CEO, takes the value of 1 if the CEO has the same two surnames as the founding family, and O if not. This variable was
chosen to indicate whether family presence in the firm represents the founder or one of his direct offspring. Family
ownership equals 1 if a family member is the majority shareholder, and 0 if not. Pyramidal family control equals 1 if the
family controls the majority shareholder either directly or indirectly (through pyramidal structures) and O if not. To capture
the participation of the family on the board as a supervisory body, the variable family board [%] was created to measure the
percentage of board members who share the surname of the founding family. At the same time the binary variable majority
family board was created, equal to 1 if family participation in the board is above 50 percent, and 0 if not.

3.4. Control variables

Firm characteristics included firm age, firm size, leverage and growth, as well as business group affiliation and
public/private status dummies. The corporate governance variables include CEO turnover, a contestability index and
external auditing firm, as well as characteristics of the boards such as reputation, size, foreign directors, CEO board dummy
(or CEO duality) and proportion of outside directors. Specific definitions of variables and their construction methodologies

are described in the Appendix.



3.5. Univariate analysis

Panel A of Table 2 shows the average Board turnover classifying firms by business groups. Measurements are reported for
Colombia’s five largest non-financial business groups and for the remaining sample. The Santo Domingo business group,
featuring firms engaged in the brewery, transport, and telecom sectors, shows the highest turnover level — more than 24
percent, above the average in the sample (16.5 percent). In contrast, 23 of the business groups in the sample have turnover
levels below the average, and the lowest in the sample. Board turnover in independent firms is higher than in affiliated
firms.

An overview of the summary statistics presented in Panel B Table 2 shows that the sample is composed of firms with
an average age of 30 years and a median age of 25. Additionally, the corporate governance variables show that the average
number of board members in the sample is 7 and the aggregate fraction of outside directors is 29 percent. However, by
construction, this value might be overestimated because of the relations outside directors might have with top management.
On average, directors sit on between one and two other boards, and the participation of foreign directors is low, at 5 percent
on average. Fifty percent of the firms have an external audit firm, 33 percent of CEOs are members of their companies’
boards, and CEO turnover occurs in 16 percent of the sample.

[Insert Table 2]

4. Results
We test our hypotheses empirically by first examining the classical relation between board turnover and performance (H1).
Second, we study the direct effect of family involvement in management, ownership, and control on board turnover (H2a),
and finally we analyze the effect of family involvement on the board turnover/performance sensitivity (H2b). We use a
panel data negative binomial model and a panel data random effects model with board turnover [#] and board turnover
[%], respectively, as endogenous variables explaining board turnover.

A random effect model is chosen after applying the Breusch and Pagan (1980) and Hausman (1978) tests together
with the time-invariant nature of our family involvement variables. The regressions coefficients standard errors on board
turnover [%] were corrected by robust White-Hubert estimators (White, 1980). In addition, we apply overdispersion tests to
decide whether a poisson or negative binomial model should be used for the variable board turnover [#] (not reported but
available upon request).

4.1. Relation between board turnover and firm performance
Table 3 presents the results for the relation between board turnover and financial performance after controlling for firm

characteristics and corporate governance variables. Following Bhagat and Jefferis (2002), Himmelberg, Hubbard and Palia



(1999), and Hermalin and Weisbach (1991), we use lagged performance variables to minimize the potential double causality
between board turnover and financial performance. In these regressions financial performance is measured as the lagged
industry-adjusted ROA.

Results support H1 by showing a statistically significant negative relation between board turnover and firm
performance. Column 1 of Table 3 shows that the incidence rate ratio (IRR) is 0.6977, which implies that an increase of 10
percent in the firm’s lagged industry-adjusted ROA will decrease the board turnover rate ratio by a factor of 0.9646
(0.697770.1), or reduce director turnover by 3.54 percent on average. Column 2 shows that an increase of 10 percent in firm
financial performance will reduce the percentage of board turnover by 0.93 percent. Overall, control variables behave as
expected.

[Insert Table 3]
4.2. Family involvement and board turnover
H2a and H2b test the direct effect of family involvement on board turnover and the moderating effect on the board
turnover/performance sensitivity. First, to test turnover in terms of number of seats, we use a negative binomial panel model
(Table 4); second, to test turnover as a percentage of seats, we use a random effects panel model (Table 5). In both
specifications we use dummy variables to assess family presence together with their interactions with financial
performance.

Columns 1, 3 and 5 of Tables 4 and 5 report the results without distinguishing whether the family CEO is the
founder of the firm or an heir, while columns 2, 4, and 6 differentiate between these two types. Furthermore, the first two
columns in both tables measure the presence of the family on the board by using the variable family board [%]. In columns
3 and 4 this variable is replaced with the dummy majority family board, and in columns 5 and 6 by the dummy variable
non-majority family board.

Regarding H2a, the results suggest that family presence lowers the probability of board turnover, whether exerted
through management or direct ownership and even when the board is controlled by family members. In Table 4, column 5,
the IRR of 0.8673 implies that when there is a family CEO, the board turnover rate ratio will decrease by a factor of 0.8673.
Table 5, column 5 also shows that a family manager reduces the percentage of board turnover by 2.1 percent. Regarding
direct ownership, when the family is the largest shareholder, turnover will also decrease (IRRs lower than 1 in columns 3-6
in Table 4, and negative coefficients in columns 3-6 in Table 5). And majority family control on boards reduces board

turnover (IRRs of 0.59 for the Majority Family Board variable in Table 4, columns 3 and 4, and negative coefficients of



0.055 for this variable in Table 5, columns 3 and 4). Note that director turnover is higher (columns 5 and 6, Tables 4 and 5)
when families have a minority presence on the board.

These findings appear to indicate that the boards of firms with a family presence are more stable, a result of the
implicit long-term contracts established between the family and its collaborators (Sraer and Thesmar, 2007). It might
therefore be understood that directors of firms with some level of family involvement enjoy a certain degree of
entrenchment. In addition, family involvement through the indirect ownership of pyramidal structures increases board
turnover, possibly because of internal transfers of directors within business groups. IRRs are 1.2312, 1.2278, 1.1407 and
1.1377 in Table 4 columns 1 to 4, respectively, when a family controls the firm through pyramidal structures. According to
Gonzalez et al. (2014b), internal labor markets in Colombian business groups are used to transfer knowledge and experience
from one firm to another and to make the most of top management teams that serve the interest of the controlling
shareholder. These findings regarding top management teams could easily apply to directors in business groups, and our
results support this argument.

[Insert Tables 4 and 5]

Director entrenchment is not necessarily harmful to firm performance. The results related to H2b indicate that,
faced with poor financial performance, firms with some level of family involvement are as prepared to reconfigure the
board as firms without family presence. None of the interaction terms between family involvement and firm performance
are statistically significant. As mentioned before, Colombia is characterized by high ownership concentration, which could
be a strong governance mechanism. Concentrated ownership could lead to lower agency costs (Jensen and Meckling, 1976;
Fama and Jensen, 1983) by creating both the ability and economic incentives to monitor management (Shleifer and Vishny,
1997). Colombia ranks low in terms of corporate governance (Djankov et al., 2008, Gonzalez et al., 2014a) and, as in many
other countries, firms are perceived as an important legacy for future generations (Anderson, Mansi, and Reeb, 2003;
Bertrand and Schoar, 2006). These characteristics make the control that blockholders (e.g., families) exert on management
and boards more relevant..

5. Robustness
This section presents some additional regressions in an attempt to test the robustness of our results. In particular, we deal
with the potential endogeneity problem between board turnover and firm performance. To tackle this issue, we include in
our model the instrumented financial performance variable. The industry-adjusted ROA uses dividends and the sector-
adjusted lagged ROA as instruments alongside the other exogenous variables included in the original specifications. As

argued in Gonzalez et al (2014b), dividend ratio can be used as an instrument because it is clearly affected by the firm’s



performance; yet, managerial turnover is not affected in any direct way, given that dividend policy is decided once
performance is revealed, just as CEO and director turnover decisions are. The instrumented variable approach we follow did
not change our main results (table not shown for lack of space but available upon request).

We perform additional robustness tests. First, we estimate our regressions using alternative measures for board
turnover, such as a dummy variable that takes the value of 1 if there was a turnover in firm i at time ¢, 0 otherwise. The
results (not reported but available upon request) are similar to the results presented here. Second, we use different financial
performance measures. Specifically, we use a profit dummy variable, which is equal to 1 when firm 7 reports profits in year
t, 0 otherwise. The results (not reported but available upon request) are similar to those reported in previous sections of this
paper. Finally, we test for the variance inflation factor (VIF) to detect problems of multicollinearity; the factors calculated
(not reported but available upon request) indicate that the variables included in the regressions are not affected by problems
of multicollinearity.

[Insert Table 6]
6. Conclusions and Discussion

In this analysis, we find a strong negative director turnover/performance sensitivity, which is a far from obvious result in the
context of closely held firms in emerging markets. Hence, it is important to demonstrate that in this understudied context we
still have a corporate governance system that penalizes poor performing directors. We were able to evaluate not only the
direct effect that family involvement in management, ownership, and control has on director turnover, but also the
moderating effect on director turnover/performance sensitivity, an important distinction in the literature pertaining to family
business and corporate governance. Our results add to the discussion about internal resources markets within business
groups in emerging economies, where directors seem to actively rotate when family involvement is exerted through
pyramidal structure. In addition, we show that family involvement in management, ownership and boards, although
producing more stable boards, does not generate an entrenchment that affects firm performance. This is known in the
literature as benevolent entrenchment. Here we provide empirical evidence that boards in family firms are in fact
benevolently entrenched.

7. References

[1]. Adams, Renée, Heitor Almeida and Daniel Ferreira, 2005, Powerful CEOs and Their Impact on Corporate Performance, The Review of
Financial Studies 18(4):1403—-1432.

[2]. Adams, Renée and Daniel Ferreira, 2007, A Theory of Friendly Boards, The Journal of Finance 62(1):217-250.

[3]. Adams, Renée and Daniel Ferreira, 2009, Women in the boardroom and their impact on governance and performance, Journal of Financial
Economics 94(2):291-309.

[4]. Anderson, Ronald, Sattar Mansi and David Reeb, 2003, Founding family ownership and the agency cost of debt, Journal of Financial
Economics 68(2):263-285.

[5]. Attig Najah, Omrane Guedhami, and Dev Mishra, 2008, Multiple large shareholders, control contests, and implied cost of equity, Journal of
Corporate Finance 14(5):721-737.

[6]. Bebchuk, Lucian and Alma Cohen, 2005, The costs of entrenched boards, Journal of Financial Economics 78(2):409—433.

10



[71.

[8].
[9].

[10].
[11].
[12].
[13].
[14].
[15].
[16].
[17].
[18].
[19].
[20].
[21].

[22].
[23].

[24].
[25].
[26].

[27].
[28].

[29].
[30].
[31].
[32].
[33].
[34].
[35].
[36].
[37].
[38].
[39].
[40].
[41].
[42].
[43].
[44].
[45].
[46].
[47).

[48].
[49].

Bebchuk, Lucian, Alma Cohen and Allen Ferrell, 2009, What Matters in Corporate Governance? The Review of Financial Studies 22(2):783-
827.

Bertrand, Marianne and Antoinette Schoar, 2006, The Role of Family in Family Firms, Journal of Economic Perspectives 20(2):73-96.

Bhagat, Sanjai, and Richard Jefferis, 2002, The Econometrics of Corporate Governance Studies, The MIT press: Cambridge, Massachusetts.
Black, Bernard and Woochan Kim, 2012, The effect of board structure on firm value: A multiple identification strategies approach using
Korean data, Journal of Financial Economics 104(1):203-226.

Boal, Kimberly, and John Bryson, 1987, Representation, testing and policy implications of planning processes, Strategic Management Journal
8(2):211-231.

Breusch, Trevor and Adrian Pagan, 1980, The Lagrange multiplier test and its applications to model specification in econometrics, The Review
of Economic Studies 47(1):239-253.

Brunello, Giorgio, Clara Graziano and Bruno Parigi, 2003, CEO turnover in insider-dominated boards: the Italian case, Journal of Banking and
Finance 27(6):1027-1051.

Burkart, Mike, Fausto Panunzi and Andrei Shleifer, 2003, Family Firms, Journal of Finance 58, 2167-2202.

Claessens, Stijn, and Burcin Yurtoglu, 2013, Corporate governance in emerging markets: A survey, Emerging Markets Review 15(1):1-33.
Chong, Alberto and Florencio Lopez—de—Silanes, 2007, Corporate Governance in Latin American Firms, in Alberto Chong and Florencio
Lopez—de-Silanes editors, Investor Protection in Latin America, Stanford University Press — The World Bank.

Coffee, John, 1999, The future as history: the prospects for global convergence in corporate governance and its implications, Northwestern
University Law Review 93(3):641-708.

Coles, Jeffrey and Chun-Keung Hoi, 2003, New Evidence on the Market for Directors: Board Membership and Pennsylvania Senate Bill 1310,
Journal of Finance 58(1):197-230.

Core, John, Robert Holthausen and David Larcker, 1999, Corporate governance, chief executive officer compensation, and firm performance,
Journal of Financial Economics 51(3):371-406.

Coughlan, Anne and Ronald Schmidt, 1985, Executive Compensation, Management Turnover and Firm Performance: An Empirical
Investigation, Journal of Accounting and Economics 7(1— 3):43-66.

Dahya, Jay, John McConnell and Nickolaos Travlos, 2002, The Cadbury Committee, Corporate Performance, and Top Management Turnover,
The Journal of Finance 57(1):461-483.

Denis, David and Diane K. Denis, 1994. Majority owner-manager and organizational efficiency. Journal of Corporate Finance 1(1):91-118.
Denis, David, Diane Denis and Atulya Sarin, 1997, Ownership Structure and Top Executive Turnover, Journal of Financial Economics
45(2):193-221.

Denis, David and Atulya Sarin, 1999, Ownership and Board Structure in Publicly Traded Corporations, Journal of Financial Economics
52(2):187-223.

Djankov, Simeon, Rafael La Porta, Florencio Lopez—de—Silanes and Andrei Shleifer, 2008, The law and economics of self-dealing, Journal of
Financial Economics 88(3):430-465.

Easterwood, John, Ozgiir ince and Charu Raheja, 2012, The evolution of boards and CEOs following performance declines, Journal of
Corporate Finance 18(4):727-744.

Faleye, Olubunmi, 2007, Classified boards, firm value, and managerial entrenchment, Journal of Financial Economics 83(2):501-529.

Faleye, Olubunmi, Rani Hoitash and Udi Hoitash, 2011, The costs of intense board monitoring, Journal of Financial Economics 101(1):160—
181.

Fama, Eugene and Michael Jensen, 1983, Agency problems and residual claims, Journal of Law and Economics, 26(2):327-349.

Fama, Eugene and Michael Jensen, 1985, Organizational forms and investment decisions, Journal of Financial Economics 14:101-119.

Fan, Joseph, K.C. John Wei and Xinzhong Xu, 2011, Corporate finance and governance in emerging markets: A selective review and an agenda
for future research, Journal of Corporate Finance 17(2):207-217.

Fich, Eliezer and Anil Shivdasani, 2007, Financial fraud, director reputation, and shareholder wealth, Journal of Financial Economics
86(2):306-336.

Garay, Urbi and Maximiliano Gonzalez, 2007, CEO and director turnover in Venezuela, In Investor Protection and Corporate Governance:
Firm—Level Evidence across Latin America edited by A. Chong y F. Lépez—de—Silanes, Stanford University Press.

Garay, Urbi, Maximiliano Gonzalez and Carlos Molina, 2007, Firm Performance and CEO Reputation: New evidence from Venezuelan
banking crisis. Emerging Markets Finance and Trade, 43(3):16-33.

Gonzalez, Maximiliano, Alexander Guzman, Carlos Pombo and Maria—Andrea Trujillo, 2012, Family firms and financial performance: The
cost of growing, Emerging Markets Review, 13(4): 626—649.

Gonzalez, Maximiliano, Alexander Guzman, Carlos Pombo and Maria—Andrea Trujillo, 2013, Family firms and debt: Risk aversion versus risk
of losing control, Journal of Business Research, 66(11): 2308-2320.

Gonzalez, Maximiliano, Alexander Guzman, Carlos Pombo and Maria—Andrea Trujillo, 2014a, Family Involvement and Dividend Policy in
Closely Held Firms, Family Business Review, forthcoming.

Gonzalez, Maximiliano, Alexander Guzman, Carlos Pombo and Maria—Andrea Trujillo, 2014b, The Role of Family Involvement on CEO
Turnover: Evidence from Colombian Family Firms, Corporate Governance: An International Review, forthcoming.

Gonzalez, Maximiliano, Alexander Guzman, and Maria—Andrea Trujillo, 2010, The role of heirs in family businesses: The case of Carvajal,
Innovar Journal 20(36):49-66.

Gilson, Stuart, 1990, Bankruptcy, boards, banks, and blockholders, Journal of Financial Economics 27(2):355-387.

Giiner, Burak, Ulrike Malmendier and Geoffrey Tate, 2008, Financial expertise of directors, Journal of Financial Economics 88(2):323-354.
Harford, Jarrad, 2003, Takeover Bids and Target Directors’ Incentives: The Impact of a Bid on Directors’ Wealth and Board Seats, Journal of
Financial Economics 69(1):51-83.

Hausman, Jerry, 1978, Specification Tests in Econometrics, Econometrica 46(6):1251-1271.

Hermalin, Benjamin, and Michael Weisbach, 1988, The Determinants of Board Composition, RAND Journal of Economics, 19(4):589-606.
Hermalin, Benjamin, and Michael Weisbach, 1991, The Effect of Board Composition and Direct Incentives on Firm Performance, Financial
Management 20(4):101-112.

Himmelberg, Charles, Glenn Hubbard and Darius Palia, 1999, Understanding the Determinants of Managerial Ownership and the Link between
Ownership and Performance, Journal of Financial Economics 53(3):353-384.

Huson, Mark, Robert Parrino and Laura Starks, 2001, Internal Monitoring Mechanisms and CEO Turnover: A Long-Term Perspective, Journal
of Finance 56(6):2265-2297.

Hwang, Byoung-Hyoun and Seoyoung Kim, 2009, It pays to have friends, Journal of Financial Economics, 93(1): 138-158.

Jara-Bertin, Mauricio, Felix Lopez-Iturriaga and Oscar Lopez-de-Foronda, 2008, The Contest to the Control in European Family Firms: How
Other Shareholders Affect Firm Value, Corporate Governance: An International Review 16(3):146—159.

11



[50].
[51].

[52].
[53].
[54].
[55].
[56].
[57].
[58].
[59].
[60].

[61].
[62].

[63].

[64].
[65].

[66].
[67].

[68].
[69].

[70].
[71].
[721.
[73].
[74].

[75].
[76].

[771.

[78].
[79].

[80].
[81].
[82].
[83].
[84].

[85].
[86].

[87].

James, Harvey, 1999, Owner as manager, extended horizons and the family firm, International Journal of Economics of Business 6(1):41-55.
Jensen, Michael and William Meckling, 1976, Theory of the firm: Managerial behavior, agency costs and ownership structure, Journal of
Financial Economics 3(4):305-360.

Khanna, Tarun, and Krishna Palepu, 2000a, Is Group Affiliation Profitable in Emerging Markets? An Analysis of Diversified Indian Business
Groups, The Journal of Finance 55(2):867-891.

Khanna, Tarun, and Krishna Palepu, 2000b, The Future of Business Groups in Emerging Markets: Long-Run Evidence from Chile, The
Academy of Management Journal 43(2):268-285.

Kang, Jun-Koo and Anil Shivdasani, 1995, Firm Performance, Corporate Governance and Top Executive Turnover in Japan, Journal of
Financial Economics 38(2): 29-58.

Kaplan, Steven and Bernadette Alcamo Minton, 1994, Appointments of Outsiders to Japanese Boards: Determinants and Implication for
Managers, Journal of Financial Economics 36(2): 225-258.

Kaplan, Steven, 1994, Top Executives, Turnover, and Firm Performance in Germany, Journal of Law, Economics and Organizations 10(1):
142-159.

La Porta, Rafael, Florencio Lopez—de—Silanes and Andrei Shleifer, 1999, Corporate Ownership around the World, The Journal of Finance
54(2):471-517.

La Porta, Rafael, Florencio Lopez—de—Silanes, Andrei Shleifer and Robert Vishny, 1998, Law and Finance, Journal of Political Economy
106(6):1113-1155.

La Porta, Rafael, Florencio Lopez—de—Silanes, Andrei Shleifer and Robert Vishny, 2000, Investor Protection and Corporate Governance.
Journal of Financial Economics 58(1-2):3-27.

Lefort, Fernando and Francisco Urzua, 2007, Board independence, firm performance and ownership concentration: Evidence from Chile,
Journal of Business Research 61(6): 587-706.

Li, Feng and Suraj Srinivasan, 2011, Corporate governance when founders are directors, Journal of Financial Economics 102(2):454-469.
Linck, James, Jeffry Netter and Tina Yang, 2009, The Effects and Unintended Consequences of the Sarbanes-Oxley Act on the Supply and
Demand for Directors, The Review of Financial Studies 22(8):3287-3328.

Maury, Benjamin, 2006, Corporate Performance, Corporate Governance and Top Executive Turnover in Finland, European Financial
Management 12(2): 221-248.

Maury, Benjamin and Anete Pajuste, 2005, Multiple large shareholders and firm value. Journal of Banking & Finance 29(7):1813—1834.
Morck, Randall, Andrei Shleifer and Robert Vishny, 1988, Management ownership and market valuation: An empirical analysis, Journal of
Financial Economics 20:293-315.

Morck, Randall, Andrei Shleifer and Robert W. Vishny, 1989, Alternative Mechanisms for Corporate Control, The American Economic Review
79(4): 842-852.

Palia, Darius, Abraham Ravid and Chia-Jane Wang, 2008, Founders versus non-founders in large companies: financial incentives and the call
for regulation, Journal of Regulatory Economics 33(1):55-86.

Pollak, Roben, 1985, A transaction cost approach to families and households, Journal of Economic Literature 23(2):581-608.

Renneboog, Luc, 2000, Ownership, Managerial Control and the Governance of Companies Listed on the Brussels Stock Exchange, Journal of
Banking and Finance 24(12): 1959-1995.

Ryan, Harley and Roy Wiggins, 2004, Who is in whose pocket? Director compensation, board independence, and barriers to effective
monitoring, Journal of Financial Economics 73(3):497-524.

Schulze, William; Michael Lubatkin, Richard Dino and Ann Buchholtz, 2001, Agency relationships in family firms: theory and evidence,
Organization Science 12(2):99-116.

Schulze, William; Michael Lubatkin, and Richard Dino, 2003, Exploring the agency consequences of ownership dispersion among the directors
of private family firms, Academy of Management Journal 46(2):179-194.

Shivdasani, Anil and David Yermack, 1999, CEO Involvement in the Selection of New Board Members: An Empirical Analysis, The Journal
of Finance 54(5):1829-1853.

Shleifer, Andrei and Robert Vishny, 1989, Management entrenchment: The case of manager-specific investments, Journal of Financial
Economics 25(1):123-139.

Shleifer, Andrei and Robert Vishny, 1997, A Survey of Corporate Governance, The Journal of Finance 52(2):737-783.

Srinisasan, Suraj, 2005, Consequences of financial reporting failure for outside directors: evidence from accounting restatements and audit
committee members, Journal of Accounting Research 43(2):291-334.

Sraer, David and David Thesmar, 2007, Performance and Behavior of Family Firms: Evidence From the French Stock Market, Journal of the
European Economic Association 5(4):709-751.

Stein, Jeremy, 1988, Takeover Threats and Managerial Myopia, Journal of Political Economy 96(1), 61-80.

Stein, Jeremy, 1989, Efficient Capital Markets, Inefficient Firms: A Model of Myopic Corporate Behavior, Quarterly Journal of Economics
104(4):655-669.

Tsai, Wen-Hsien, Jung-Hua Hung, Yi-Chen Kuo and Lopin Kuo, 2006, CEO tenure in Taiwanese family and nonfamily firms: An agency
theory perspective, Family Business Review 19(1):11-28.

Tsai, Wen-Hsien, Yi-Chen Kuo and Jung-Hua Hung, 2009, Corporate diversification and CEO turnover in family business: self-entrenchment
or risk reduction? Small Business Economics 32(1):57-76.

Uhlaner, Lorraine, Mike Wright, and Morten Huse, 2007, Private firms and corporate governance: An integrated economic and management
perspective, Small Business Economics 29(3):225-241.

Volpin, Paolo, 2002, Governance with poor investor protection: evidence from top executive turnover in Italy, Journal of Financial Economics
64(1): 61-90.

Warner, Jerold, Ross Watts and Karen Wruck, 1988, Stock Prices and Top Management Changes, Journal of Financial Economics 20: 461—
492.

Weisbach, Michael, 1988, Outside Directors and CEO Turnover, Journal of Financial Economics 20:431-460.

White, Halbert, 1980, A heteroskedasticity-consistent covariance matrix estimator and a direct test for heteroskedasticity, Econometrica
48(4):817-838.

Yermack, David, 2004, Remuneration, retention, and reputation incentives for outside directors, Journal of Finance 59(5):2281-2308.

12



Table 1
Description of the Sample

Sources: National Equity Registry Forms (Registro Nacional de Valores e Intermediarios, RNVIs) filed by Colombia’s
Financial Superintendence (SFIN), Colombian Confederation of Chambers of Commerce (Confecamaras), Unique Business
Register (RUE), BPR Benchmark and Colombia’s Superintendence for Commercial Societies (SSOC).
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Table 2
Data description

14



Table 2 - continued

Notes: In Panel A and B, standard deviation coefficients are in parentheses. Panel D reports board turnover (in percentage)

for the lowest and the highest performance quintiles, using the industry-adjusted Return on Assets as the measure of
performance.

Sources: National Equity Registry Forms (Registro Nacional de Valores e Intermediarios, RNVIs) filed by Colombia’s

Financial Superintendence (SFIN), Colombian Confederation of Chambers of Commerce (Confecamaras), Unique Business
Register (RUE), BPR Benchmark and Colombia’s Superintendence for Commercial Societies (SSOC).
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Table 3
Board Turnover and Firm Performance
This table presents the results of the regressions used to analyze the relation between financial performance and board
turnover. Column 1 reports the results of the negative binomial panel regression model (incidence rate ratios) using as
endogenous variable board turnover [#]. Column 2 presents the results of the random effects panel regression model using
as endogenous variable board turnover [%].To tackle the potential problem of double causality in the performance/turnover
relation, the lagged value of ROA (LROA) is the main performance measure.
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Table 4
Impact of Family Involvement on Board Turnover and Board Turnover/Performance Sensitivity

The table presents the results of the negative binomial panel regression model (incidence rate ratios) to analyze the impact
of family involvement on director turnover and director turnover/performance sensitivity when using board turnover [#] as
the dependent variable. The model includes dummy variables to categorize family presence in firms and interaction terms
with the financial performance variable for each case. In columns 1, 3 and 5 results are presented without specifying the
type of family CEO while columns 2, 4 and 6 differentiate between founders and heirs. Additionally, the first two columns
measure family involvement in boards using the Family board [%] variable. This variable is replaced in columns 3 and 4 by
the Majority Family Board variable, and in columns 5 and 6 by the Non-majority Family Board variable, respectively. To
tackle the potential problem of double causality in the performance/turnover relation, the lagged value of ROA (LROA) is
the main performance measure. Financial performance is industry—adjusted.
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Table 4 - continuation
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Table 5
Impact of Family Involvement on Board Turnover and Board Turnover/Performance Sensitivity

The table presents the results of the random effects panel regression model to analyze the impact of family involvement on
director turnover and director turnover/performance sensitivity when using board turnover [%] as the dependent variable.
The model includes dummy variables to categorize family presence in firms and interaction terms with the financial
performance variable for each case. In columns 1, 3 and 5 results are presented without specifying the type of family CEO
while columns 2, 4 and 6 differentiate between founders and heirs. Additionally, the first two columns measure family
involvement in boards using the Family board [%] variable. This variable is replaced in columns 3 and 4 by the Majority
Family Board variable, and in columns 5 and 6 by the Non-majority Family Board variable, respectively. To tackle the
potential problem of double causality in the performance/turnover relation, the lagged value of ROA (LROA) is the main
performance measure. Financial performance is industry—adjusted.
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Table 5 - continuation
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