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S

Abstract

Corporate governance refers to the structures and processes for the direction and control of busi-
nesses and the relationships among the management, board of directors, controlling shareholders,
minority shareholders and other stakeholders. Since good corporate governance contributes to
sustainable economic development by enhancing the performance of companies, it is imperative
that companies adopts good corporate governance structures to enable them grow. Family busi-
nesses are an often overlooked form of business ownership in today’s world, yet they constitute a
majority of the businesses. This means that families own a significant share of businesses and can
influence important decisions in today’s business world. However, according to Neubauer and
Lank, until recently, the study of corporate governance in family business has been a largely neg-
lected area of research [1]. As family businesses are an important component of every economy
and play a critical role in promoting growth of a country’s economy, as they grow, they face same
challenges and pressures as any major corporation. To succeed, they must remain ahead of the
competition, adopt good corporate governance practices and skillfully navigate through market
changes. This paper is an empirical study from the current authors’ previous work on the topic
“Corporate Governances in Ghanaian Family Businesses: A Conceptual Framework” [2]. It ex-
amines the state of corporate governance environment and the nature of the governance system
employed by family businesses using Ghanaian family businesses as a case study. The paper un-
derlines why it is important for family businesses to adopt good corporate governance structures
and attempts to understand the point of view from the subjects’ perspective, due to the complex
social situations that exist in the family businesses.
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1. Introduction

In any organization, corporate governance is one of the key factors that determine the health of the system and
its ability to survive economic shocks. The health of the organization depends on the underlying soundness of its
individual components and the connections between them. Good corporate governance therefore contributes to
sustainable economic development by enhancing the performance of companies and increasing their access to
outside capital.

Family businesses are one of the foundations of the world’s business community. Their creation, growth and
longevity are critical to the success of the global economy. Despite facing many of the same day-to-day man-
agement issues as publicly-owned companies, they must also manage many issues that are specific to their status
in order to grow since global economy is built around family businesses. In the views of Pearl Initiative & Pri-
cewaterhouseCoopers [3], many of the largest multinational corporations began as family businesses, and around
90% of the world’s businesses can be defined as family businesses, both in developed, developing and emerging
markets with the majority are small and medium-sized enterprises (SMEs), but some are very large companies.

According to Ward [4], family businesses, over the world, represent a prevalent and prominent form of enter-
prise in the economic and social landscape. Some researchers estimate that, today, family-owned businesses
comprise over 95% of all business establishments in the worldwide [5]. Studies in the United States, Canada,
Europe, Australia, and Latin America suggest that family businesses account for the majority of the businesses
and have a major impact on the growth of the national economies [6].

There are many distinguishing characteristics of what a family business is, and the single most obvious point
of difference, of course, is the ownership structure, and while this tends to take the form of direct and total fam-
ily control, some firms also have non-family shareholders and/or executives, and a stock market listing is quite
common. The family ownership structure also leads to notable differences in corporate governance provisions.
Companies operating within widely different cultural and social contexts needs a governance framework that
reflects this, especially in relation to sensitive issues such as board structures and succession arrangements.

Since family businesses are among the most important contributors to wealth and employment creation in
virtually every country of the world, their state of governance is a cause for concern. In their views, Neubauer &
Lank states that until recently, the study of corporate governance in family business has been a largely neglected
area of research [1]. However, recently, investigations into the governance of family businesses have become
more numerous as indicated by Fahed-Sreih [7]. Gompers et al. [8] have stated that the notion of corporate go-
vernance defines a combination of relationships among stakeholders, which mainly composed a company’s
management, its board and its shareholders to improve organizational efficiency and market competitiveness.

At the very basic, corporate governance is about ensuring that the concerns of a company’s shareholders and
stakeholders are taken into proper account, and all their interests balanced. Therefore, for family businesses to
offer greater transparency to the principal stakeholders, corporate governance should be achieved through main
corporate governance elements such as board supervision, auditing process and financial disclosure as well as
institutional and societal arrangements. In view of this, the question of governance of family businesses has
therefore catapulted to prominence in recent years and in each context the growth of interest stems from the
sense that there has been a governance crisis [2]. In the special case of a family firm, a robust corporate gover-
nance framework can ensure a productive and sustainable relationship between the family shareholders and the
executives managing the business, who may or may not be members of the family in their own right.

The literature on corporate governance indicates that approach to this issue are deeply influenced by the his-
torical, political, industrial, social and cultural contexts of a country and this is supported by the assertions made
by Hua et al. [9]. These contextual elements are relevant for efficient economic governance as they help in re-
ducing the uncertainties associated with economic transactions. Under these contextual elements, corporate go-
vernance therefore varies across countries [10]. In the views of Carney and Gedajlovic [11], personalized and
relational aspects govern corporate governance in the Asian business context, while arm’s length rules are fol-
lowed in the western corporate governance context.

The corporate governance literature affirms that corporate governance is one of the important factors influ-
encing performance [8] [12]-[19]. There are many different features describing corporate governance system in
each country. Differences regard, mainly, stage of economic development, country’s legal tradition (common or
civil law), the development of the stock market, capital and ownership structure and business practices.

Milgrom and Roberts [20] start with recognition that the organization matters and corporate governance mat-
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ters, and asserts that survival and prosperity of any organization depends on how to tackle the critical matter of
coordination and motivation inside the organization. In recent years, academics and professionals have shown
increasing interest in the study of corporate governance, which enhances our knowledge of how corporate go-
vernance influences firm’s management, strategies and performance. Corporate governance can be defined as the
system by which companies are directed and controlled [21]. So, it centers on the configuration of control me-
chanisms that attempts to limit problems arising from potential conflict of interest among the different partici-
pants in the firm, such as, managers, shareholders, employees, creditors, etc.

The primary objective is to determine whether family businesses need corporate governance system by using
Ghana as a case study. The study will also seek to raise awareness and understanding of governance issues,
trends and existing practices amongst family businesses and finally enable family businesses to benchmark their
own business against others in the country and gain insight from how similar businesses address these issues

The study will therefore show that corporate governance allows businesses to prepare for their pending initial
public offering. For example, in Ghana, early introduction of corporate governance would prepare a family
business well enough—even before it gets listed under the provisional listing regime. The existence of a board
will induce rapid growth strategies in the family business for rapid profits; this will at a point require the busi-
ness going public for larger finances. This will complement efforts by the Ghana Stock Exchange to encourage
listing of family businesses on the market. Thus the transition from a small to medium and finally large compa-
ny will be smoothly aided by an effective corporate control system.

2. Literature Review

Today, the scope of family businesses has expanded to include some of the world’s largest companies and their
economic weight remains massive. In all markets, family-owned businesses form the bulk of the economy and
in terms of numbers of individual enterprises they account for a significant proportion of GDP in their markets.
Small and Medium Scale Enterprises (SMES) in Ghana, which are mostly family businesses, have been noted to
provide about 85% of manufacturing employment, contribute about 70% of Ghana’s GDP and account for about
92% of businesses in Ghana. Agbor and Quartey [22] describe them as efficient and prolific job creators, the
seeds of big businesses and the fuel of national economic engines. According to Mullineux [23], even in the de-
veloped industrial economies, it is the small family businesses rather than the multinationals that are the largest
employer of the workers.

2.1. Family Business Defined

It is well established that the global economy is built on the family firm. Many of the largest multinational cor-
porations began as family firms, and around 90% of the world’s businesses can be defined as family firms, both
in developed and emerging markets. In the view of Peters [24], the question whether a firm is a family business
or not, has been a matter of concern from the very beginning of family business research. Family businesses
have been defined on the basis of different family characteristics [25], levels of family involvement [26] and
others family businesses dimensions. Chua et al. [27] defines a business to be a family business which pursues a
certain business vision held by a dominant alliance controlled by family members or a small number of families
in a manner that it is sustainable over a period through family generations.

However, it must be stated here that a review of the literature reveals a long list of elements used by numerous
authors to define what a family business is [5] [28]-[32]. In line with these definitions, Donnelly [33], however,
defines a family business as a company that: “has been closely identified with at least two generations of a fam-
ily, and when this link has had a mutual influence on company policy and on the interests and objectives of the
family. Such a relationship is indicated when one or more of the following conditions exist:

a) Family relationship is a factor, among others, in determining management succession;

b) Wives or sons of present or former chief executives are on the board of directors;

c) The important institutional values of the firm are identified with a family, either in formal company publica-
tions or in the informal traditions of the organization;

d) The actions of a family member reflect on or are thought to reflect on the reputation of the enterprise, re-
gardless of his formal connection to the management;

e) The relatives involved feel obligated to hold the company stock for more than purely financial reasons, espe-

cially when losses are involved:;
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f) The position of the family member in the firm influences his standing in the family;
g) A family member must come to terms with his relationship to the enterprise in determining his own career.”

We can therefore conclude that a family business is any type of business operation in which a group of rela-
tives have controlling interest in the corporation. These types of businesses may range from a local mom and
pop retail store to a commercial family farm and even for large corporations operating in multiple locations. In
many instances, a family business is passed from one generation to the next, with children often training to enter
the business at certain ages and take over various functions from their parents over time.

Donnelly’s definition covers two interacting dimensions of the family business, i.e. the family and the busi-
ness. The understanding here is that to function properly, a business family may benefit from effective family
governance, while the business may benefit from corporate governance. The primary focus of this paper will be
on corporate governance, but without neglecting family governance.

It must be also stated here that the literature continues to have difficulty constructing common shared criteria
to distinguish family business from non-family business [32]. Although family businesses have been defined in
several ways [34]-[36] from Donnelley to today’s family business definitions [37], the term “family” remains in
convergence from diverging definitions. The only differentiation people can make between a regular company
and a family business is the term “family” [38].

At its most basic, corporate governance is about ensuring that the concerns of a company’s shareholders and
stakeholders are taken into proper account, and all their interests balanced. In the special case of a family firm, a
robust corporate governance framework can ensure a productive and sustainable relationship between the family
shareholders and the executives managing the business, who may or may not be members of the family in their
own right. In all family businesses, the potential for conflicts increases, for this reason, corporate governance in
family businesses should include processes, principles, structures and relationships that resolve (role) conflicts in
order to help the family to realise their particular visions, goals and objectives [39]. The vision of the family di-
rects the business so as to maximise the potential wealth of current and future generations of family members.

The justification for the emergence of the field of family business research lies in the assumption that family
and non-family businesses are different. Recent empirical studies, such as one amongst S&P 500 firms [40],
show that businesses being under the influence of the founding families outperform their counterparts. Espe-
cially in terms of performance (such as size, growth, profitability, etc.), significant differences between family
and non-family businesses could be identified [41]-[43].

Since there is no consensus of opinion about the concept of what family business is, we can find certain
common elements in the definitions within the literature to conclude what they are. Behind many of those con-
ceptualisations, there is, either implicitly or explicitly, the idea of family influence or control over a business,
basically in two forms, ownership and management [1]. Consequently, the key to understanding the behaviour
of these organizations lies in the interaction of the two different sub-systems, family and business, and its effect
on the actions of all those involved.

It must be stated that, the uniqueness of family businesses are rooted in the fact that the intra-organizational
relationships are based on family ties and the intention is that those ties will last [5]. So, what makes a family
business unique is the influence of a family group on the ownership, governance, management and succession,
as well as on objectives, strategies, firm structure and the way in which these are formulated, designed and im-
plemented [27].

Family businesses are the leading form of business enterprises in the world [44] including the United States
where eighty five percent of all businesses are family owned [45]. Family businesses have a prominent place in
Asia. For instance, it is reported that family business account 99.9 percent of all businesses in the private sector
in India [46]. Similarly, family businesses dominate the Ghanaian business environment and have been noted to
provide about 85% of manufacturing employment in Ghana [47] [48] and they also account for about 92 per
cent of businesses in Ghana. Family businesses in Ghana have an important role to play in spurring economic
growth given that they represent a vast portion of the businesses in the economy. The issue of their governance
is of critical significance given the important role they play in the Ghanaian economy. Family businesses and
small and medium scale enterprises have been noted to make major contributions to employment generation,
GDP and reduction of poverty in Ghana [47] [49]. The lack of proper governance mechanisms may well cripple
the effective development and growth of family businesses in Ghana and elsewhere. It is important then for
proper management of this sector to ensure enhanced performance. A study of corporate governance issues in
the Ghanaian family business sector is therefore a relevant research area.
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As family businesses expand from their entrepreneurial beginnings, they face unique performance and gov-
ernance challenges. The generations that follow the founder, for example, may insist on running the company
even though they are not suited for the job. And as the number of family shareholders increases exponentially
generation by generation, with few actually working in the business, the commitment to carry on as owners
cannot be taken for granted. To be successful as both the company and the family, a family business must meet
two intertwined challenges: achieving strong business performance and keeping the family committed to be ca-
pable of carrying on as the owner. Five dimensions of activity must therefore work well and in synchrony:

a) Harmonious relations within the family and an understanding of how it should be involved with the business;

b) An ownership structure that provides sufficient capital for growth while allowing the family to control key
parts of the business;

c¢) Strong governance of the company and a dynamic business Portfolio;

d) Professional management of the family’s wealth;

e) Charitable foundations to promote family values across generations [50].

Today, the scope of family businesses has expanded to include some of the world’s largest companies and
their economic weight remains massive. In all markets, family businesses form the bulk of the economy and in
terms of numbers of individual enterprises, they account for a significant proportion of GDP in their markets.
Agbor and Quartey [22] describe them as efficient and prolific job creators, the seeds of big businesses and the
fuel of national economic engines. Even in the developed industrial economies, it is the small family businesses
rather than the multinationals that are the largest employer of workers [23]. It therefore becomes imperative for
them to be governed well.

For the purposes of this study, a “family business” is defined as a business in which:

a) The majority of votes are held by the person who established or acquired the firm (or their spouses, parents,
child, or child’s direct heirs);

b) At least one representative of the family is involved in the management or administration of the firm;

c) In the case of a listed company, the person who established or acquired the firm (or their families) possess
25% of the right to vote through their share capital and there is at least one family member on the board of
the company.

Family Businesses represent the highest proportion of businesses in the world [51]. When using the broadest
definitions, 90-98% of all businesses can be described as family businesses [52]. They are generally perceived
as small, inward oriented and less professional companies compared to other business forms [53].

The increased liberalisation of trade has created a vast amount of new opportunities for businesses during the
last decades, but also increased the demands for specialisation and shaped the way companies do business [54].
As a result of this, it became necessary for companies to engage on board in order to stay competitive [55]. One
important issue in this field is corporate governance and especially how firms set up structures and policies
within the growing company, to create a frame in order to direct and control the company’s activities [51].

2.2. What Is Corporate Governance

The issue of globalisation is offering new business opportunities, growth and diversification for family busi-
nesses, which are consequently becoming more complex organizations. Generally speaking, growth goes in
hand with several aspects, which all require that family businesses have to adapt their governance system such
as an increasing separation of ownership and management, the involvement of new generations within the com-
pany, or a growing number of non-family managers [56] [57]. As a result of this, ownership, control, ownership
dilution and governance mechanisms that regulate separation of ownership and control have been increasingly
acknowledged in research over the past two decades [58]. These issues can all be related to the topic of corpo-
rate governance.

Corporate governance is a very broad and complex area, especially when you are dealing with family busi-
nesses. The discussions on corporate governance usually cover the issues of control and interest differences be-
tween the owners and the management and seek ways to align the interests of both sides [59]. Presently, aca-
demics and professionals have shown increasing interest in the study of corporate governance, which enhances
our knowledge of how corporate governance influences firm’s management, strategies and performance. By
definition, corporate governance may be seen as the system by which companies are directed and controlled [58].
It centres on the configuration of control mechanisms that attempts to limit problems arising from potential con-



A. Sarbah, W. Xiao

flict of interest between the different participants in the firm, such as, managers, shareholders, employees, credi-
tors, etc.

According to the revised principles of corporate governance of OECD, corporate governance can be defined
as:

“Procedures and processes according to which an organization is directed and controlled. The corporate
governance structure specifies the distribution of rights and responsibilities among the different participants
in the organization-such as the board, managers, shareholders and other stakeholders—and lays down the
rules and procedures for decision making.” [60].

Keasyey et al. and Blair describes this perception of corporate governance, which mainly refers to agency
theory, as the so-called narrow-view [59]. In contrast to that there is the definition by Neubauer & Lank [1] that
sees corporate governance in a broader sense as, “a system of structures and processes to secure the economic
viability as well as the legitimacy of the corporation. (...) economic viability means securing the long-term sus-
tainable development of the firm.” Agency and Stewardship Theory are both common tools to investigate own-
ership and management in family businesses and understand family businesses performance and objectives [61].
Since most family businesses are characterised by a stewardship-oriented culture [62], there will be more em-
phasis on this concept within corporate governance.

Specifically, corporate governance is divisible into: corporate governance structure and corporate governance
process. Governance structures, which include ownership structure and board structure, are intended to disci-
pline the behaviour of corporate governance actors (owners, directors and executive management). Governance
processes refer to the interaction of governance actors based on governance structures. Hence, governance
structures influence the effectiveness of the governance process and ultimately the firm performance. Evidence
from the literature suggests that good governance generates investor goodwill and confidence. For example,
Gompers et al. [8] stated that, where there is good corporate governance it increases the firm’s valuations and
boosts the bottom line. Claessens et al. [63] also maintain that better corporate frameworks benefit firms through
greater access to financing, lower cost of capital, better performance and more favourable treatment of all
stakeholders. From these assertions therefore our hypothesis 1 is:

H1 = Good Corporate Governance Affects Performance of Family Businesses.

Corporate governance has dominated policy agenda in developed market economies for more than two dec-
ades, and it is gradually worming its way to the top of the policy agenda on the African continent. The Asian
crisis and the relative poor performance of the corporate sector in sub-Saharan Africa have made corporate gov-
ernance a catchphrase in the development debate [64].

Traditionally, corporate governance has been associated with larger companies and the existence of the
agency problem. This agency problem arises as a result of the relationships between shareholders and managers.
It comes about when members of an organization have conflicts of interest within the firm. This is mainly due to
the separation between ownership and control of the firm. It is therefore tempting to believe that corporate gov-
ernance would not apply to family businesses since the agency problems are less likely to exist. In many in-
stances, family businesses are made up of only the owner who is the sole proprietor and manager [65]. Basically,
family businesses tend to have a less pronounced separation of ownership and management than larger firms and
they provide a better governance system. The second hypothesis for this study therefore becomes:

H2 = Family Businesses Have a Better Governance Systems than Non-Family Businesses

It has been identified by many writers that governance has a positive influence on a business’s performance
[66]-[69] and that poorly governed businesses are expected to be less profitable, have more bankruptcy risks,
lower valuations and pay out less to their shareholders. Others argue that weak corporate governance does not
only lead to poor firm performance and risky financing patterns, but are also conducive to macroeconomic cri-
ses.

The term “corporate governance” has been used in many different ways and the boundaries of the subject vary
widely. Despite these the three key but divergent theories that underpin perceptions and approaches to corporate
governance are “Agency Theory”, “Stewardship Theory”, and “Stakeholder Theory”. Among these three theo-
ries, the one more peculiar to family business is the Stewardship Theory.

Stewardship Theory
Stewardship Theory has its roots from psychology and sociology and is defined by Davis, Schoorman &
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Donaldson [70] as “a steward protects and maximizes shareholder wealth through firm performance, because by
so doing, the steward’s utility functions are maximized”. The approach adopted by this theory is that the board
of directors and the chief executive officer, acting as stewards, are more motivated to act in the best interests of
the corporation rather than for their own self-interest. The theory argues that over time senior executives tend to
view the corporation as an extension of themselves [71]. Top management gives emphasis to the long term suc-
cess of the corporation and not use the firm for their own needs. In short, the theory argues that top management
care more about a company’s long term success than the shareholders [72].

Due to this, it gives a better understanding of owner-manager relations within family businesses who also
pursue non-financial goals [61]. As family businesses are characterised by very closely held ownership struc-
tures [73], it seems to be reasonable to go beyond control mechanisms to align or preserve the owners’ interest
towards the management, which would refer to the narrow-view. Hence, it is reasonable to take the broader view
on corporate governance, which includes the long-term survivability of a firm, as this is also a dominant aspect
of the overall strategy of family businesses [74] [75].

In this perspective, stewards are company executives and managers working for the shareholders, protect and
make profits for the shareholders. Unlike Agency Theory, Stewardship Theory stresses not on the perspective of
individualism [76], but rather on the role of top management being as stewards, integrating their goals as part of
the organization. The stewardship perspective suggests that stewards are satisfied and motivated when organiza-
tional success is attained.

Agyris [77] argues that Agency Theory looks at an employee or people as an economic being, which sup-
presses an individual’s own aspirations. However, Stewardship Theory recognizes the importance of structures
that empower the steward and offers maximum autonomy built on trust. It stresses on the position of employees
or executives to act more autonomously so that the shareholders’ returns are maximized. Indeed, this can mini-
mize the costs aimed at monitoring and controlling behaviours [76].

3. Why Corporate Governance Is Crucial for Family Businesses

Increasing growth and globalisation has brought many challenges for family businesses and many of these chal-
lenges can be tackled by adopting sound corporate governance structures [78]. As the family business expands,
the relationship among the owners, managers and employees becomes more complex. To be able to handle such
issues, a good corporate governance system put in place the right policies to manage such a complexity.

Corporate governance creates a solid organizational structure that clarifies roles, reporting lines and delega-
tion of responsibility. It also draws the line between ownership and management and separate policy direction
from the day-to-day running of the company. Also successful family businesses are the result of years of hard
work and dedication and there is a need to ensure that the leadership transition does not disrupt the company’s
growth [79]. To pass on this success to the next generation, corporate governance needs to be made part of the
family business culture so that there would be clear policies for the selection of the right family member to take
over. It would also provide clear guidelines for employing family or non-family members and an impartial per-
formance-based promotion of employees which is essential to the sustainability of the business.

A solid governance system helps to resolve conflicts within the family setting, thereby allowing the family
members to focus on other key issues of the business. This would invariably lead to an open decision making
and procedures that ensures fairness, an essential tool in avoiding tension and thereby raising the reputation of
the company.

In line with the above, the following principles of corporate governance [80] must be adhered to in the family
business:

e Shareholder recognition is a key to maintaining a company’s stock price. More often than not, however,
small shareholders with little impact on the stock price are brushed aside to make way for the interests of
majority shareholders and the executive board. Good corporate governance seeks to make sure that all
shareholders get a voice at general meetings and are allowed to participate.

e Stakeholder interests should also be recognized by corporate governance. In particular, taking the time to
address non-shareholder stakeholders can help your company establish a positive relationship with the com-
munity and the press.

e Board responsibilities must be clearly outlined to majority shareholders. All board members must be on the
same page and share a similar vision for the future of the company.

e Ethical behaviour violations in favour of higher profits can cause massive civil and legal problems down
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the road. Underpaying and abusing outsourced employees or skirting around lax environmental regulations
can come back and bite the company hard if ignored. A code of conduct regarding ethical decisions should
be established for all members of the board.

e Business transparency is the key to promoting shareholder trust. Financial records, earnings reports and
forward guidance should all be clearly stated without exaggeration or “creative” accounting.

Good corporate governance therefore strengthens and clarifies the activities of the family business while im-
proving its competitiveness. Proper functioning and transparency of the roles and responsibilities of all organs in
the firm are in the interest of the owners, other stakeholders and the whole company.

It is particularly essential in family business that the roles and responsibilities of the distinct owners, operative
executives and the family are clear and that they are jointly defined and approved. Family businesses also utilize
the organs of corporate governance in a specific manner. In family businesses, jointly agreed corporate govern-
ance practices primarily act as concrete tools for developing and controlling business activities. For instance, the
owners are aware of their various ownership roles and influence; the board of directors and the managing direc-
tor have their own clearly defined roles and responsibilities, as do the council of owners. The clearly defined
corporate governance of family business also creates added value to those activities with external stakeholders,
for instance, in financial and investment processes.

4. Governance in Family Business

Governance is concerned with all of the ways that the interest of owners is reflected and implemented in the or-
ganizational system. The financial and economic crisis in 1997 shook many top family businesses in the world,
leading to an erosion of their business base. The crisis wiped out some of the most prominent family business
groups in the world. The crisis has generated a lot of interest. Many scholars have attempted to examine the
causes as well as to search for ways to reform. One of the contributing factors is the poor corporate governance
in the corporate sector, which is due to “ownership concentration”. If the goal is long term continuity, this points
to the need to institutionalize the roles and relationships that are present in the family business, rather than sim-
ply rely on current relationships. In short, long term business continuity requires there to be clarity as to how the
family business will be governed.

All family governance structures and institutions require a certain degree of formalization if they are to func-
tion well. When these families adopt policies on the family’s approach to the business and for governing the
business, they will formalize these efforts with documents that will differ depending on their ownership stage of
the business. Normally, in the earlier stages when the company is governed by the founder or his/her children,
many aspects of family and business governance are informal. Efforts to formalize will mostly relate to the
business itself.

The family aspect is what differentiates family businesses from their counterpart non-family businesses. As a
consequence, the family plays a crucial role in the governance of these businesses. When the family is still at its
initial founder(s) stage, very few family governance issues may be apparent as most decisions are taken by the
founder(s) and the family voice will be still unified. Over time, as the family goes through the next stages of its
lifecycle, newer generations and more members join the family business. This implies different ideas and opin-
ions on how the business should be run and how its strategies are set. It becomes mandatory, then a clear family
governance structure that will bring discipline among family members, prevent potential conflicts, and ensure
the continuity of the family’s business should be established. A well-functioning family governance structure
will mainly aim at:

e Communicating the family values, mission, and long term vision to all family members.

o Keeping family members (especially those who are not involved in the business) informed about major
business accomplishments, challenges, and strategic directions.

e Communicating the rules and decisions that might affect family members’ employment, dividends, and other
benefits they usually get from the business.

e Establishing formal communication channels that allow family members to share their ideas, aspirations and
issues.

o Allowing the family to come together and make any necessary decisions.

Developing such a governance structure will help build trust among family members (especially between
those inside and outside of the business), and unify the family thus increasing the viability chances of the family

business.
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First attempts at written policies usually are brief documents that state a general family vision and mission
with respect to the company. The next level of formalization comes with the need to develop a family employ-
ment policies, which becomes more apparent when the company reaches the sibling partnership stage. The pol-
icy sets clear rules on terms and conditions of family employment within the firm. For some families, these rules
stipulate conditions of entry, retention and exit from the business. It should also cover the treatment of family
member employees’ vis-a-vis non-family employees.

In their third, fourth and succeeding generations, family businesses can barely survive unless full family gov-
ernance policies are developed, written and communicated within the family and the business, and also to other
outside stakeholders. This document covering all of these policies is commonly called a family constitution. The
document expresses the family’s principles regarding the family commitment to core values, vision, and mission
of the family’s business. It often defines the roles, compositions, and functions of family governance institutions
and the company’s own governance bodies, such as the shareholders’ meeting, the board of directors and senior
management.

Governance in a family business can be thought of in terms of:

a) Structures, such as creating a family learning and development committee;

b) Processes, for example, creating and running ongoing ownership education programs and the annual prepara-
tion of a personal development plan; and

c) Policies, for example, an aspect of the family employment policy could be that family member employees
are expected to participate in the family learning and development programs.

If the need of one domain has no way to be represented, they do not just evaporate, they find another outlet.
This is like the displacement of an emotion. For example, if there is no way for ownership issues to be expressed
they appear in the bad and board meetings turn into shareholders meetings®. This points to the importance of
having appropriate structures and forums so that the interest of the family circle and the interests of ownership
can be properly expressed. An example of this would be the creation of a “family council” or of an “owner’s
council”. Basic governance structures in a family business can therefore include:

(i) afamily assembly;

(if) afamily council;

(iii) a separate ownership council or forum;
(iv) the board of directors; and

(v) anadvisory board.

From there a particular family might decide that it also needs one or more committees as depicted in Figure 1
below, for example a career planning committee. A simple diagram reflecting a basic governance structure for a
family business could be as in Figure 1.

In looking at the definitions of what a family is, the concept implies certain links based on relationships of
trust. This reduces the costs of running the enterprise because it lowers the costs of supervision while providing
a safeguard against opportunist behaviour and may form the basis of moral integrity [81]. Trust may provide a
competitive advantage to organizations that base their governance mechanisms on it [82]-[84]. However, the
evolution of family businesses and the accompanying changes in the relationships of those involved in the dif-
ferent sub-systems may damage that trust. Thus, succession in the form of a sibling partnership or a cousin con-
sortium will be linked to changes in the patterns of interrelationships in the families, which may weaken trust and
make it necessary to invest in governance mechanisms in the family area in order to strengthen it [84]-[86].

In the light of the above, it is therefore necessary in family businesses to examine, apart from the elements of
corporate governance, the role of the owner family in firm governance since it is precisely that family element
that differentiates these organizations from any other business form. Family governance can therefore be defined
as the set of institutions and mechanisms whose aim is to order the relationships occurring within the family
context and between the family and the business. These mechanisms may be both formal and informal and will
vary over time in line with stage of ownership and the life cycle of the firm and the family [1] [86] [87]. As the
family passes through the evolutionary stages these family governance matures into a more formal system
through the application of corporate governances principles.

5. Methodology

Qualitative research seeks to explore a specific phenomenon, not to prove a prediction. From a methodological

Getting Along in Family Business: The Relationship Intelligence Handbook, Hoover & Hoover.
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Shareholders

Company

N
Advisory Council —»  Directors ¢ E Family Council

Business Career
Education Planning
Committee Committee

Figure 1. Family governance structure. Source: “Advising the family busi-
ness: A guide for professionals”, David Bork, Dennis Jaffe, Sam Lane, Leslie
Dashew, and Quentin Heisler, Jossey Bass.

www.familylegacyasia.com.

point of view, therefore, this paper will follow a qualitative approach. As Kontinen and Ojala [88] mention in
their literature review about the state of the art in the field of the internationalization of family business, there is
a need for case studies focusing on the questions of how and why companies make decisions and act in a certain
way. It is recognized that previous studies have greatly emphasized quantitative research methods with a focus
on positivistic measures, in order to evaluate the internationalization of family businesses from a scientific point
of view [88] [89]. This spurred the present researcher to conduct qualitative research, which will allow a more
in-depth investigation on a micro level.

Case study research involves an in-depth study of an individual or group of individuals. Case studies often
lead to testable hypotheses and allow us to study rare phenomena. Case studies should not be used to determine
cause and effect, and they have limited use for making accurate predictions. There are, however, two serious
problems with case studies—expectancy effects and atypical individuals. Expectancy effects include the expe-
rimenter’s underlying biases that might affect the actions taken while conducting research. These biases can lead
to misrepresenting participants’ descriptions. Describing atypical individuals may lead to poor generalizations
and detract from external validity.

According to Holme & Solvang [90], the qualitative approach is generally referred as being descriptive. This
implies that the findings are described with the help of an interpretation process, which investigates the linked
activities, experiences, believes and values in the case [90]-[92]. In most cases the qualitative approach serves to
enhance understanding of the area of research. Furthermore, it is also often applied when there is a lack of theo-
ries in the specific area of interest [93]. Qualitative data is useful since it describes and captures the situation and
emotions of the interviewees [94], while the quantitative method rather focuses on the facts, testing and verifica-
tion [95].

Since the purpose of this research is to establish whether good corporate governance structures in family
businesses is a must, a qualitative approach seems to be the most suitable one. This way, new knowledge can be
gained and an understanding will be deepened, as the interviewees can show how they think about corporate
governance structures in their businesses.

Two main approaches were used to achieve the purpose of the study. The first was the short personal inter-
view during a familiarity visits to the selected family businesses. Based on the familiarity visit, interview format
and a questionnaire was designed, which were used as a second approach in collecting responses from these
family businesses. The questions were structured in such a way to provide information on family governance
structures and corporate governance institutions in the business and how vital these are to the conduct of their
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businesses.

A purposive sampling technique was used to select one hundred and twenty (120) family businesses located
in various parts of Ghana. Purposive method was used because these businesses are scattered all over the coun-
try. After the interviews’ conclusions were drawn from the information obtained using a statistical package, the
analysis were made.

6. Analysis and Results

The Bartlett’s test of sphericity is used to test for the adequacy of the correlation matrix, i.e., the correlation ma-
trix has significant correlations among at least some of the variables. If the variables are independent, the ob-
served correlation matrix is expected to have small off-diagonal coefficients. Bartlett’s test of sphericity tests the
hypothesis that the correlation matrix is an identity matrix, that is, all the diagonal terms are 1 and all off-di-
agonal terms are 0. If the test value is large and the significance level is small (p < 0.05), the hypothesis that the
variables are independent can be rejected. In the present analysis, the Bartlett’s test of sphericity, as shown in
Table 1, yielded a value of 14898.633 and an associated level of significance smaller than 0.000 (p < 0.05).
Thus, the hypothesis that the correlation matrix is an identity matrix is rejected.

The communalities output presents the communality of each variable (i.e., the proportion of variance in each
variable accounted for by the common factors). Since the principal components method of factor extraction was
used, as many factors as possible were computed as there are variables. When all factors were included in the
solution, all of the variance of each variable was accounted for by the common factors. Thus, the proportion of
variance accounted for by the common factors, or the communality of a variable is 1 for all the variables.

In Table 2, the total variance explained presents the number of common factors computed, the eigenvalues
associated with these factors, the percentage of total variance accounted for by each factor, and the cumulative
percentage of total variance accounted for by the factors. Although twenty factors have been computed, it is ob-
vious that not all twenty factors will be useful in representing the list of twenty variables. In deciding how many
factors to extract to represent the data, it is helpful to examine the eigenvalues associated with the factors. Since
fifty-two (52) variables were considered for this study, the criterion of retaining only factors with eigenvalues of
1 or greater was used and the first four factors were retained for rotation. These four factors account for
77.484%, 9.964%, 3.835%, and 2.269% of the total variance, respectively. That is, almost 93.551% of the total
variance is attributable to these four factors. The remaining forty eight (48) factors together account for only ap-
proximately 6.449% of the variance. Thus, a model with four factors may be adequate to represent the data.

The pattern matrix shows the loadings of each of the variables. This shows the variable loadings on the four
(4) factors with forty five (45) variables loading more than 0.35 on component 1, eight (8) variables loading on
component 2, six (6) variables loading on components 3 and 4 respectively. Now critically looking through the

Table 1. KMO and Bartlett’S Test.

Bartlett’s Test of Sphericity

Kaiser-Meyer-Olkin Measure of Sampling Adequacy

Approx. Chi-Square df Sig.
0.957 27324.257 1326 0.000
Source: Fieldwork.
Table 2. Total variance explained.
Initial Eigenvalues Extraction Sums of Squared Loadings
Component
Total % of Variance Cumulative % Total % of Variance Cumulative %

1 40.292 77.484 77.484 40.292 77.484 77.484

2 5.181 9.964 87.448 5.181 9.964 87.448

3 1.994 3.835 91.282 1.994 3.835 91.282

4 1.180 2.269 93.551 1.180 2.269 93.551

Source: Fieldwork.
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matrix for the highest loading variables on each component to identify and label the component. Here, the main
loadings on component 1 are variables: Shareholders are provided with sufficient company information, | am
aware that | carry legal risk, | am aware of the level of remuneration of senior management in the business, the
development of governance measures have kept up with the growth of the business, and suitable performance
management systems are in place for the board, the contribution of the board is effective with loadings 1.010,
0.989, 0.988, 0.985, 0.978 and 0.976 respectively.

However, the main loadings on component 2 are variables: Company has a definitive constitution with re-
gards to its business interests and family members are provided with sufficient company information with load-
ings 0.789 and 0.750 respectively. Also, the main loadings on component 3 are variables: My performance is
monitored and managed and the company has a well policies and guidelines that regulate all the perks and ben-
efits that | receive with loadings 0.943 and 0.755 respectively. Further, component 4 had the main loadings as
follows: You regard this as a family business and the company has other sister companies with loadings 0.397
and 0.337 respectively.

Thus the first component was identified as organization’s corporate governance, the second component iden-
tified as the organization’s family governance, the third component identified as the organization’s executive
management, the forth component identified as the organization’s general.

From Table 3, executive management has about 0.811 correlations with the corporate governance of the fam-
ily business. This indicates that there is a strong relationship between executive management and the corporate
governance of the family business system. Thus executive management correlates positively with corporate go-
vernance and the correlation is significant at p < 0.01. It can also be observed that 0.214 Spearman’s rho correla-
tion coefficient shows a weak positive relationship between family governance and corporate governance of the
family business system. At p < 0.01, there is sufficient evidence to conclude that the correlation presence be-
tween family governance and corporate governance of the family business is significant.

7. Discussion and Recommendations

The purpose of this study was to investigate whether a corporate governance structure is a must for family busi-
nesses. The main question with respect to whether good corporate governance practises can lead to improved
performance of family businesses or not. To answer this question, we derived two major research hypotheses,
each focusing on a different aspect presented in the frame of reference. The aim of this study was therefore to
contribute to the on-going debates in the field of family business corporate governance. With this paper we ad-
vance the understanding of how and why family businesses set up their governance structures and consequently
contribute to an area where a lack of qualitative research exists.

The study proves that the issues of family business corporate governance come to the fore when the business
owners consider major transitions such as the sale of the business or succession planning. It was realised that al-
though informal governance in some family businesses seem to work well, there is still a need to have a more
formal corporate governance structure to plan ahead for the business. In most cases, major undertakings and de-
cisions are made as a family, with the head of the family taking the lead. But as the business grows, the need for
a more formal framework was required in these businesses so as to avoid overlap, confusion and possible dis-
agreement.

Table 3. Spearman’s rho correlation coefficients.

Executive Family Corporate
Correlation Coefficient 1.000 0.148 0.811"
Executive
Sig. (2-tailed) 0. 0.056 0.000
Correlation Coefficient 0.148 1.000 0.214™
Spearman’s rho Family
Sig. (2-tailed) 0.056 ) 0.005
Correlation Coefficient 0.811" 0.214™ 1.000
Corporate
Sig. (2-tailed) 0.000 0.005

“Correlation is significant at the 0.01 level (2-tailed). Source: Fieldwork
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This study therefore proves the importance of a stewardship oriented culture and low agency cost for family
businesses as a source of competitive advantage, which is based on informal governance structures. Indeed it is
established that family businesses need a continuous communication culture, a transparent plan to follow and
clear lines of authority. When they achieve this it helps to alleviate any problems within the family business due
to emotions and confusion caused by the absence of it. It also comes out whilst that most family businesses rec-
ognise that governance structures are vital elements for their businesses, only a few manage to inculcate corpo-
rate governance into their systems and business structure.

It also came to light that the need for a governing board for family businesses is essential for the running of
such businesses. A vibrant and effective board should be responsible for adding value to the business in three
ways:

1) Presiding over the leadership, operations and finances of the business;

2) Ensuring that the business has a strategic direction by anticipating the need for change and identifying new
opportunities for it;

3) Mediating among the needs of family shareholders, employees, other stakeholders and the business.

For any family business board to be effective, the members should include family owners/shareholders, ex-
ecutive directors (employees) and non-executive directors (non-employees), and the board is bound to act in
good faith, care and due diligence as they are appointed to look after the interests of the organization and its em-
ployees.

In conclusion it must be stated that the principles of corporate governance apply to both listed and non-listed
companies and institutions in the private and public sectors in Ghana, such as non-governmental organizations,
charities, businesses and government boards, trusts and agencies. Aside these, good governance is a must for
every business but for family businesses, corporate governance is a crucial paradigm shift, so significant, that it
determines the continuity or growth of every family business. The main goal of good corporate governance is to
give direction for families in the business as they move on to the next stage of development of their businesses,
and its consequences on the family and the business as a whole.

However, at that stage of their development certain challenges unique to family businesses, such as business
succession and exit planning, can be critical to the success of the business. Therefore to address family business
issues, the governing boards serve as a working resource to lay down sound decisions on strategy, accountability,
succession and responsibility. In view of that, attaining certain level of reflective capability, expertise, knowl-
edge and power by the board to bind the family and the business, especially during difficult times, is needed to
empower them to make the best business decisions. Indeed, family businesses maintain and play a key role in
Ghanaian business community, as well as contribute immensely towards the economic development of the
country. Ensuring their continuity therefore by bringing matters to the corporate table has great potential to build
not only stronger family businesses, but also stronger families as well.

The need to minimize corruption in the Ghanaian business and corporate sector is inevitable and this calls for
government interventions in the form of legislations to establish strict governance structures at all levels. This is
necessary because large family businesses in developed countries that survive for many generations make sure
to permeate their ethos of ownership with a strong sense of purpose. They indeed develop oral and written
agreements over time that address issues such as the composition and election of the company’s board, the key
board decisions that require a consensus or a qualified majority, the appointment of the chief executive officer,
the conditions in which family members can (and cannot) work in the business, and some of the boundaries for
corporate and financial strategy.

It is also recognized that keeping a business going across generations is hard. However, the failure to maintain
the family business can come from a number of causes. This may include divisions formed between those rela-
tives enjoying both salaries and dividends and those receiving only dividends, which may create jealousy among
some family employees who rise higher than others or work less hard for the same pay. Further for some busi-
nesses supervisors, they may even find themselves incapable of firing an under-performing subordinate who is a
child, a sibling or a cousin. Also as the business grows and markets evolve, finding sufficient managerial talent
and experience within the family becomes harder and when the family decides at last to hire an outside manager,
failure to motivate and monitor him can damage or destroy the established family business. In order to solve
some of these problems in family businesses, corporate governance goes to the heart of them, though many fam-
ily-run businesses have never thought of it in these terms. Family owners need corporate governance both to op-
erate the business and to promote family harmony. It may involve putting in place decision-making and moni-
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toring procedures that are open and fair, as well as possibly hiring non-family members as advisors, managers
and directors. This is not an overnight exercise, however, it can help businesses represent the work and the
wealth of several generations and also help business owners to preserve, enlarge and pass on this legacy to the
next generation. However, they can achieve this only by making corporate governance a family affair.

Family businesses who want to survive in these turbulent economies must develop agreements that will su-
perintend over their governance decisions. In order to this, the continual development and interpretation of these
agreements, and the governance decisions guided by them, may involve several kinds of family forums. A fam-
ily council representing different branches and generations of the family, for instance, may be responsible to a
larger family assembly used to build consensus on major issues.

The study showed that most family businesses often worry that family governance means introducing need-
less complexity and bureaucracy into their business. However, the relevance of corporate governance cannot be
over emphasized since it constitutes the organizational climate for the internal activities of a company. In Ghana,
corporate governance can greatly assist the family businesses by infusing better management practices, stronger
internal auditing and greater opportunities for growth. Good corporate governance structures encourage families
to communicate and work together more effectively, and it is pivotal to the success of any family business.

By adopting corporate governance measures at both the family and business levels, it provides good solutions
to family ownership challenges and such measures are indispensable to the long-term successes of the family
business. Corporate governance brings new strategic outlook through external independent directors; it enhances
a firms’ corporate entrepreneurship and competitiveness. It is not a threat to value creation in entrepreneurial
firms if the guidelines on corporate governance are properly applied.

In the course of running such businesses, family-owned businesses face many challenges for their profitability.
Also another set of challenges they face which need to address is how to obtain the trust of investors and, in
many cases, to make the company sustainable in the long run. Good governance mechanisms among family
businesses are likely to result in boards exerting much needed pressure for improved performance by ensuring
that the interests of the firms are served.

Furthermore, increasing growth and globalisation have brought many challenges for family businesses and the
way to deal with these issues could mean the difference between success and failure. However, many of these
challenges can be tackled by adopting sound corporate governance structures. It must be stated that good gov-
ernance practices make all the difference for a family-owned company. Family businesses with effective gov-
ernance policies, procedures and practices are more likely to carry out effective strategic and succession plan-
ning.

With effective strategic planning, board members bring into the firm expertise and knowledge on financing
options available and strategies to source such finances thus dealing with the credit constraint problem of family
businesses as well. Often businesses that seeking new funds find that they have much work to do before
confidently going to the market. A consistent track record of good governance will greatly assist when that point
comes. It must be noted that good governance does not guarantee business success. However, poor governance
could be symptomatic of a business failure. More importantly, lifting the confidence of existing owners and po-
tential new ones is a valuable goal.

With growth of the family business, a call for a possible sale of the firm may arrive and during this period
corporate governance becomes crucial to the organization. Where a firm consistently practices good governance
will greatly assist when that point comes. Thus the transition from a small to medium and finally large company
will be smoothly aided by an effective corporate control system.

Finally, applying good governance principles will reduce the problems associated with information asymme-
try and makes the family less risky to invest in since corporate governance has been accepted globally as a sys-
tem of law and sound approaches by which corporations are directed and controlled, focusing on the internal and
external structures with the intention of monitoring the actions of management and directors, so as to mitigate
agency risks that may stem from the misdeeds of corporate officers.

However, the corporate governance measures that family businesses can adopt will vary, depending on the
stage of the controlling family’s ownership, but in doing this attention should also be drawn to the disadvantages of
corporate governance. These may include additional roles in audit, remuneration and nomination committees, new
and more directors to be hired, especially non-executive directors who will also have to be paid higher remunera-
tion because of active roles they will play. These and others may lead to increase operational costs but nonetheless,
the benefits of corporate governance in family businesses for an economy like Ghana cannot be overlooked.
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