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In this study, I examine the board of directors as a part of family business governance. Both 
boards and governance have increased their attractiveness as a research topic lately. Research 
on boards has concentrated mostly on the study of different board attributes, like composi-
tion, and the relationship of these attributes to the firm’s performance. Family business gov-
ernance studies are criticized for ignoring the multifaceted needs of companies. More re-
search observing the context and contingencies affecting the governance and board of direc-
tors is needed. 
 
The objective of this study is to clarify: 1) how the board participates in family business gov-
ernance, and 2) how the board develops along with the firm’s and family’s development. The 
study is implemented as qualitative research, and the longitudinal process approach has been 
used as it provides the opportunity to examine development in context. Selection criteria for 
the two cases selected for this study are: active board of directors, at least one implemented 
succession, and interviewees available from two generations and from different positions in 
the firm. The data consists of interviews and secondary data, and it is collected from different 
data sources. The analysis was done selecting first some critical events from both cases to 
closer examination, and analysing them by using content analysis technique.  
 
Several conclusions were drawn basing on the findings. First, the family business board par-
ticipates in the firm’s activities much more widely than it is customary to think. Second, the 
family business board is not a static part of the business, but it develops and it has to develop 
for different reasons. Third, ownership is not only the basis for the board’s activities or exist-
ence, but the relationship between the board and ownership is two-way. The board contrib-
utes to a large extent to the ownership decisions, and in this way to the management of own-
ership. Fourth, according to the cases, the board has many unrecognized possibilities to facili-
tate succession in family firms.  
 
Key words: family business, family business governance, board of directors, succession  
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1. INTRODUCTION 

 

1.1 Background of the study  

 

This study is about the board of directors in family businesses. Family business research has 

strongly increased in attractiveness as a research topic since the 1980s, and is now among the 

fastest growing disciplines in business research (Goel et al., 2012). The reasons for the growing 

interest lie, for example, in the fact that family businesses represent the prevailing form of 

business organization in the world (Sharma et al., 2012). However, family businesses are likely 

to be managed differently from non-family ones. This brings challenges, for example, for poli-

cy makers (Westhead & Cowling, 1998). In addition, family businesses’ considerable influence 

on the wealth creation of nations (e.g. Debicki et al., 2009) and the concern for the success of 

successions from previous generations to the next has increased the attention that family busi-

nesses have gained among researchers.  

 

Family involvement in the organizational processes distinguishes family companies from non-

family ones (e.g. Chrisman et al., 2005; Bammens, 2008; Sharma et al., 2012). The involve-

ment becomes visible at all levels of family businesses; in long-term orientation and goal set-

ting; in economic and non-economic motives (e.g. job creation for family members and 

maintenance of family harmony); and in culture and succession planning (Chrisman et al., 

2005; Westhead & Howorth, 2006). It is also typical for family businesses to have simultane-

ous participation of many generations in the business, the implemented or planned succession 

in the later generation’s favour, and strong concentration of ownership (Churchill & Hatten, 

1987; Koiranen, 1998; Chua, Chrisman & Sharma, 1999; Heinonen & Toivonen, 2003; Brock-

haus, 2004; Aguilera & Crespi-Cladera, 2012).  

 

The family has an influence on the firm through governance: ownership, the board, and top 

management. Because not all family businesses are the same, for example, in terms of owners 

(who owns), business (maturity, business field), or composition of the family, governance is-

sues in family businesses also vary (Gersick et al., 1997; Goel et al., 2014; Nordqvist et al., 

2014). In general, studying governance offers a direct relationship with corporate practices and, 

in this way, a possibility to influence them. This possibility makes the subject an attractive tar-

get of research (Daily et al. 2003). Although governance in its different forms has been the 

subject of research for years, decades have been used for studying primarily the control of ex-
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ecutive self-interest and the protection of shareholders’ interests in settings where organiza-

tional ownership and control are separated, relying on the agency theoretical assumptions (Dai-

ly et al., 2003). This has led to a situation in which the emphasis in governance research has 

been on the various mechanisms to protect shareholders’ interests from self-interested execu-

tives, and the governance research has concentrated primarily on incentive issues (Bammens et 

al., 2011).   

 

The board of directors is the central governance body for the business (Nordqvist et al., 2014), 

and  it  is  usually  seen  as  a  mechanism  for  owners  to  use  (e.g.  Fama  &  Jensen,  1983).  Since  

Fama and Jensen (1983) emphasized the board’s role as one of the central control mechanisms 

that the owners have against different agency threats, the interest in the board of directors has 

increased strongly also within family business research. However, there are a couple of big, 

unanswered questions relating to the essence of the board of directors, as well as to studying 

them. The first one relates to the role or position of the board of directors.  The positioning of 

the board seems to vary on an axis where one end is “the mechanism ensuring the implementa-

tion of the owners’ will” and the other end is “an active actor with their own insights and will”. 

In practice, this may not be a problem, but in research, it might be. For example, the most used 

governance theory, agency theory, ignores the board’s nature as an individual actor, and con-

centrates on studying the board of directors from the mechanism perspective. Excluding some 

rare exceptions (e.g. Hermalin & Weisbach, 1991), the board is not seen to be either an agent 

or a principal in the existing literature, but these roles are reserved only for the owner and the 

manager (e.g. Vilaseca, 2002). Instead, for individual directors, these roles are recognized on 

some level (Hermalin & Weisbach, 1991). Actually, that is where the paradox of studying the 

board of directors lies; as long as the board is seen to be just a mechanism for owners to use, it 

is somehow contradictory that the effectiveness of it has (mostly) been studied via the charac-

ters of individual board members, and its own will or activism has often been ignored.  

 

The other problem when researching the board of directors seems to relate to the overall object 

of the study. Most of the studies in the field are searching for answers to the questions of 

“What is the best possible board like in terms of firm performance?” However, empirical re-

sults are fragmented. The decades of research have produced inconsistent findings and modest 

associations, and little consensus as to the specific configuration of an effective board (Johnson 

et  al.,  1996).  One  reason  for  this  is  probably  in  the  research  tradition,  where  “researches  on  

boards of directors are generally studies of relationships between input and output, but the sub-
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stance  of  input  and  output,  as  well  as  what  is  happening  between,  is  still  unexplored”  (Huse,  

2000, pp. 273; also Bammens et al., 2011; Zattoni et al., 2012 ). In other words, this means that 

research on boards has concentrated mostly on studying different board attributes, such as 

composition (see e.g. Zahra & Pearce, 1989), and the relationship of these attributes to the 

firm’s performance. To create order in a complicated world, for example, the meaning of the 

context and different contingencies has been ignored.  

 

When studying the family business board of directors, the complexity of the phenomenon aris-

es from the heterogeneity of the set of companies, as well as from the situations these compa-

nies are in (Bammens et al., 2011, Goel et al., 2014; Nordqvist et al., 2014). There are different 

companies, small and big, public and privately held, with boards of directors. The companies 

have  different  kinds  of  ownership  structures,  meaning  that  boards  of  directors  have  different  

kinds of owners with interests to promote.   It  is  also obvious that there are different kinds of 

boards, from a rubber-stamp board, whose task is to confirm decisions made by the owner, to 

boards with high-class monitoring and strategy creation responsibilities on behalf of the owner 

group, consisting of different people and companies. What is really surprising is that in this 

multifaceted world, the board is really often assumed to be a stable element of the governance 

structure  in  terms  of  tasks,  processes,  roles,  and  even  composition.  However,  the  board  is  an  

active participant in the business system, not only as a structure obligated by law, but also as a 

construction of functions, activities, relationships, and expectations, and with the ability to de-

velop along with the company’s needs. In family businesses, change and dynamism occur in 

structures, but also in relationships between participating actors, which offers a good possibil-

ity to study how the board as a central actor develops in time and in the company. 

 

The challenge of the family business is to manage the conflicting roles of family, management, 

and ownership (Ward & Handy, 1988). All these issues and related problems culminate during 

the succession process. The succession is not only the transition of legal ownership, but also 

the delegation of decision-making power and the transition of responsibility, knowledge, and 

competence. Thus, the interaction between family and business, relationships between individ-

uals, and the congruence of goals between the company and the family are also vitally im-

portant for the success of the process. The overlap of perspectives is also evident in the board-

room, where all the roles are present (Ward & Handy, 1988). 
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Succession has been one of the most researched topics in the field of family businesses for 

years (e.g. Cabrera-Suárez, 2005).  In Finland alone, approximately 60 000-80 000 successions 

will be executed during the next decade. This makes the success of successions essential for 

national economies. Although the know-how of financial and tax issues relating to succession 

implementation has increased, several challenges still remain. Estimating the success of the 

succession process, we have to think more widely.  As Handler (1994) states: “The ongoing 

health of the firm, quality of life and family dynamics are critical to the success of the succes-

sion process”. Additional research is needed. However, in addition to being an interesting topic 

by itself, the (leadership) succession and the concomitant change have long been recognized as 

an important variable for the understanding of organizational processes (Cabrera-Suárez, 

2005).  

 

1.2 Defining the research gap 

 

In order to define the research gap for the study, the previous research on family business gov-

ernance and especially the board of directors will be discussed briefly. 

 

1.2.1. Previous research on family business governance  

 

Corporate governance is a crucial element for survival in family businesses (Van den Berghe & 

Carchon, 2002), particularly at the moment of transition from the former generation to the next. 

In the family business, the same persons represent many simultaneous groups, and this creates 

unique family business attributes differentiating family businesses from other types of compa-

nies (Tagiuri & Davis, 1996, originally 1982). An ambition for continuity through ownership 

and management succession is also one of the determining characteristics of the family busi-

ness (e.g. Churchill & Hatten, 1987). Finally, duality of the economic and non-economic goals 

that the family business pursues, together with the complexity of the ownership structure, in-

fluences the governance needs of family businesses (Mustakallio et al., 2002). Changes in 

ownership are likely to transfer the family business from one ownership structure to another. 

Along with the changing ownership structure, the goals and values also become more diverse 

(Ward, 1997; Vilaseca, 2002). These changes have an influence on the interaction between the 

family and the business, the decision-making, and the board’s tasks, creating a need for gov-

ernance and pressures for it to adapt to the changing needs.  The governance structure should 
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be developed so that it is appropriate for the firm as it evolves through stages of its develop-

ment (Steier, 2001). 

 

The family, ownership, and business structure, the dynamics of the family-business relation-

ship, the evolution and development of the family business over time, the outcomes, and indi-

vidual motivation have been found to influence the interests and goal conflicts among share-

holders (Vilaseca, 2002), and in this way, the governance needs of the firm. Family ownership 

creates value only when it is combined with certain forms of family control and management. 

In addition, the interaction between family control and management generates significant value 

differences across firms (Villalonga & Amit, 2006). Many researchers have found that the 

management rather than the ownership structure of a family firm is generally associated with 

selected firm-performance indicators (e.g. Westhead and Howorth, 2006; Sciascia & Mazzola, 

2008; Sacristán-Navarro et al., 2011). On the other hand, for example, Sacristán Navarro et al. 

(2011) did not find a significant relationship between family ownership and firm performance, 

but between the presence of families in management and/or as a chairman of the board (nega-

tive). 

 

A lot of effort has put into family business performance studies, and especially contractual is-

sues of family businesses, that is, the existence of the agency relationship and the consequences 

of this relationship (Goel et al., 2014). Different governance mechanisms (e.g. incentives, re-

porting systems, influence of ownership) have also been studied a lot. However, the results of 

the studies related to governance-performance are inconsistent both in general management 

literature and in literature concentrating on family business governance (e.g. Zattoni et al., 

2012). Meanwhile, authors have found the significance of the context when studying govern-

ance  issues  and,  for  example,  when there  is  a  need  to  explain  conflicting  results  of  empirical  

testing. For example, Pieper, Klein and Jaskiewics (2008) noted that the validity of steward and 

agency theories is context-specific and thereby supports a contingent perspective on govern-

ance imperatives. Gubitta and Gianecchini (2002) found that changes in the governance system 

are often slower than necessary (when compared to changes in the firm) and adopt a contin-

gency approach to show some evolutionary paths in governance models. Notions affecting the 

contingent variables are business dynamism, business strategy, and managerial complexity, but 

family-related contingencies were non-existent in that study. 
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Moreover, there is knowledge of the different parts and relations between these parts; there is 

also a need to aggregate the knowledge into the bigger picture. Forming the picture needs more 

in-depth understanding of the subject, governance, but also of the context and contingencies 

affecting the object of research. In order to understand events around company governance 

more deeply, the examination has to be moved from a single event to the long-term perspective 

by using a longitudinal approach.  Pettigrew (1990) states that the focus of longitudinal studies 

is on “catching reality in flight”, and studying long-term processes in their context.  

 

1.2.2. Previous research on the family business board of directors  

 

Governance as a whole is context dependent and so is the board of directors. Research on 

boards in general is plentiful, but the literature about boards in family businesses is still very 

small, almost non-existent (Bettinelli, 2011; Gersick & Feliu, 2014). Corbetta and Salvato 

(2004) argue that board roles and characteristics vary among national cultures and different 

company types. Despite such variety, research on family business boards has been dominated 

by prescriptions and by the lack of an explicit recognition of family firm types characterized by 

different governance requirements. Authors emphasize the need for a contingency approach to 

defining board structure, activity, and roles, as this offers useful guidance in understanding 

board contributions to family business performance. The context refers to both the outer and 

inner context of the organization and captures all the terrain around the stream that shapes the 

flow of events and is, in turn, shaped by them (Pettigrew, 1997).   

 

Ownership has an influence on board roles, but the notion of corporate governance as dealing 

with the interaction between a firm’s ownership, the board, and top management has not been 

sufficiently explored in the literature (Brunninge & Nordqvist, 2004). In addition, few studies 

have taken into account family ownership and the special nature of family firm governance 

over time and across generations (Le Breton-Miller & Miller, 2009). The challenge of family 

business owners, and in this way of family business governance, is to formulate a vision of the 

future governance structure and to decide how to divide ownership comfortably within that 

structure (Gersick et al., 1997).  The board is seen as a place where the conflicting interests are 

mediated and where the necessary cohesion is created. As a family business evolves, the criti-

cal task is to develop governance structures appropriate for the firm as it evolves through vari-

ous stages of development.  
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Most of the existing literature about family business boards concentrates on samples drawn 

from family-controlled, publicly traded companies, not from a large group of privately held 

family companies (Bettinelli, 2011; Gersick & Feliu, 2014). Research on boards is concentrat-

ed on studying different board attributes and their relation to the firm’s performance, but the 

substance of input and output, as well as of what is happening between, is still unexplored 

(Bammens et al., 2011; Zattoni et al., 2012). In addition, the emphasis in earlier studies has 

almost purely been on financial goals (Brunninge et al., 2007). There are only a few studies 

examining the governance systems as they are implemented in family businesses, and assessing 

their success and failure in relation to family business core outcomes such as ownership conti-

nuity, business performance, stakeholder satisfaction, emotional ownership, leadership devel-

opment within generations, and entrepreneurship (Gersick & Feliu, 2014). The adoption of a 

process approach and a more contextualized approach in the study of family business boards is 

fundamental to the further progress of this research field (Bammens et al., 2011).  

 

1.2.3. Forming the research gap 

 

One conclusion from previous research is that the increasing research work and the amount of 

empirical evidence have created a problem of fragmentation. There is a lot of knowledge, but 

what  this  knowledge  actually  means,  how it  can  help  us  to  create  a  more  coherent  picture  of  

family businesses governance, and how this helps family businesses to perform better, is un-

clear. There is a need to be more contextual, and to study family business governance and the 

board of directors more deeply, by making advances with longitudinal approaches.  

 

Family ownership is the base of family businesses. Changes in ownership and ownership struc-

ture, whether it appears either as the number of owners or the degree of ownership concentra-

tion, creates needs for governance and pressures to customize it to the changing needs.  Corpo-

rate governance has often been studied from the perspective of individual actors, and the inter-

action between the firm’s ownership, board, and top management has not been sufficiently 

explored. In addition, the effectiveness of governance has often been studied unilaterally by 

using financial goals only, ignoring the essential element of family business: the duality of 

economic and non-economic goals.  New knowledge is needed about the influences of owner-

ship changes on family business governance. 
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More research linking board configurations to company life-cycle, industry, history, and par-

ticular task responsibilities is also needed (e.g. Gabrielsson & Huse, 2004) . So far, there is no 

significant empirical study relating to board processes (e.g. task clarity or generational and 

branch collaboration and completion) or to governance effectiveness (e.g. strategy formation 

and implementation or succession planning) in family companies. In addition, there is only a 

small number of studies addressing the governance aspects of succession and the succession 

context (Gersick & Feliu, 2014).  

 

The  research  gap  for  this  study  can  be  built  on  two different  levels.  At  first,  from the  theory  

development perspective, the earlier studies seem to concentrate more on actors than the con-

text in which they act; personal qualities are studied more than organizational processes; and, 

for example, stages of succession are often studied discretely rather than as part of a multi-

phased evolutionary process that needs to take place over many years (Le Breton-Miller et al., 

2004). The same is also true when examining existing board literature (e.g. Bettinelli, 2011). 

The actors are studied without paying attention to the context in which they are acting.  Empir-

ically thinking, varying data sources is needed. As the existing literature is based mostly on 

big, public companies and archival data, there is a need to study governance issues, the board 

of directors, and interaction between them in a different firm context. Because the fragmenta-

tion of results seems to be a common problem, many authors have suggested the solution to be 

the widening of the methodologies used. In practice, this means more studies achieved by us-

ing qualitative methods in order to explore new directions for the study, as well as to form a 

more coherent picture of existing knowledge. The longitudinal (and) process studies are needed 

in order to trace changes and to explain the evolution of board composition, working structure, 

and board task performance.   

 

1.3 Setting of research objectives 

 

The board of directors is the main tool and operator of corporate governance (e.g. Lane et al., 

2006). Family businesses are different, and this creates needs in governance of the company. 

Family ownership and involvement bring along, for example, the existence of non-economic 

goals, generational aspects and succession, and participators’ overlapping roles in the company 

and in the family. The interaction between family, business, and ownership also distinguishes 

family business boards from non-family ones (e.g. Lane et al., 2006.).   
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The aim of the study is twofold. The first objective is to study the board’s participation in fami-

ly business governance. Different contingencies and interaction between governance actors 

influence the governance needs in family business. The nature of family business is to bring 

owners close to the business activities, and in this way business goals are also mixed with other 

types of goals. It is expected that the board participates in the decision-making concerning or 

influencing  these  other  types  of  goals.  In  addition,  the  closeness  of  the  shareholders,  and  the  

overlapping roles the owners may have, influence the relationships between the business and 

owners, but also the relationships between different owners and ownership groups. This widens 

the mission field of the board further, and highlights the importance of the relationships be-

tween different actors, as well as the board’s ability to understand and even control the influ-

ence the owners have over the company. Understanding the board’s role, including both the 

field of decision-making and ways to carry out board’s tasks, could be a valuable addition to 

the family business governance discussion. Based on this, my first research question is: 

 

How does the board participate in family business governance? 

 

Family businesses are characterized by the built-in idea of continuity. This means that the 

family business is seen to exist across generations. This may be possible if the business adapts 

the changing circumstances and contingencies arising from the environment, and, in the case of 

family businesses, also from the family and owners. However, the board has been studied 

mostly as a constant element. By accepting the family business’s need to change over time, it is 

likely that the board will also meet new kinds of challenges and situations, creating a need for 

the board to develop either its composition and tasks, and/or its working method. In this way, 

my second research question, relating to the changes in family, in business, and in boards, is:  

 

How does the board develop along with the firm’s and family’s development? 

 

Studying board participation in family business governance demands a method that enables the 

study of the whole, including different actors and the interaction between them. When studying 

board development, there is a need for a method that enables an examination over time. The 

longitudinal process approach, implemented as qualitative case research, captures these needs 

well. Case studies are usually organized around a small number of research questions, and the 

issues under examination tend to be complex, situated, and/or problematic relationships (Stake, 

2003). Yin defines a case study to be an empirical inquiry that investigates a phenomenon 
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within its real-life context (Yin, 2003). The main reason for using the case study approach is 

the desire to understand particular complex phenomena, either by learning something about the 

particular case itself or by using the case to accomplish a more general understanding (Stake, 

1995; Yin, 2003).  

 

As cases, I will use two Finnish small and medium-size family companies, both with at least 

one passed succession and a strong board role. The long time-frame enables longitudinal exam-

ination within cases. I will use empirical data to illustrate how the family firm’s governance 

system and especially the board of directors adapt to changing governance needs. The purpose 

of the cases is twofold. Firstly, they will show that board activities are involved in three differ-

ent dimensions of family businesses, relating to business issues, ownership issues, and govern-

ance system issues. Secondly, the boards of the case firms are studied as a part of governance 

to examine how the board adapts to the changing governance needs, and how it shapes the rest 

of the system to respond to these needs. Finally, the cases illustrate board roles within succes-

sion.  

 

This study belongs to the field of business administration, and under it, to the field of manage-

ment and organization, and more specifically to entrepreneurship. Within entrepreneurship 

studies, the study at hand participates in family business discussions and family business gov-

ernance discussions, and concentrates mainly on the board of directors as a part of family busi-

ness governance.   

 

1.4 Defining key concepts of the study  

 

Governance as a system 

Governance of the firm can be seen as an umbrella term covering the relation and interaction 

between shareholders, the board, the top management team, and the CEO (Nordqvist, 2005). 

The governance system of the firm, as understood in this study, consists of determined ways to 

implement management, the form of ownership in a particular firm, and a board of directors as 

a part of the governance system (Carney, 2005; Chrisman et al., 2005). 

 

Family business board as an active participant in governance and decision-making 

The board can be defined as a legal structure. General corporation law (in Finland) defines the 

board to be “an institution which is chosen by Annual General Meeting, which uses general 
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jurisdiction and which is obligatory for all limited companies”. Corporate law also defines 

minimum levels for the structure and responsibilities of boards. According to law, the tasks of 

the board are to represent the company, manage governance, and monitor accounting and fi-

nancial  management of the company. The board also chooses a CEO and, if  needed, fires the 

CEO (Finnish general corporation law 2006/624, 6). 

 

The board can be defined as a corporate governance mechanism. In this role, the board is a 

central element of the control system of organizations, large and small (Fama & Jensen, 1983). 

The board is an owner’s tool for delegating decision-making power, and one of its central tasks 

is  to supervise the interests of owners.  The mandate is  wide,  including the rights to hire,  fire,  

and compensate the top-level decision managers by providing incentives that encourage them 

to act in the owners’ best interests (Fama & Jensen, 1983; Schultze et al., 2001).  

 

The board can be seen as an actor.  A board exists if there is a group of individuals who un-

derstand that they have agreed to serve as active directors of the corporation, and who meet 

together at regular intervals to review the performance of the chief executive and to provide 

advice and counsel about plans for the future (Alderfer, 1988). From this perspective, the 

board’s critical function is to assist management in leading the company effectively and in ac-

cordance with the overreaching goals of the owners (Gersick et al., 1997).  

 

The perspective of the board of directors adapted in this study is the combination of these defi-

nitions. The law legitimates the board’s existence in companies as the monitor of the owners’ 

interests. Thus, the board is seen as a governance mechanism, but as such it has been treated as 

an actor that is capable of individual decisions in order to fulfil the tasks it has received as a 

board. When talking about the board, both the concepts of board role and board task will be 

used. The difference between these two is in the scope of the content. The board role is under-

stood to be more like an upper-level description of the meaning and reasons why the board 

exists in the company. There are only a few roles, named as control, strategy, advice, service, 

and support for the board. Tasks are actions, activities, or decisions that the board implements 

in order to accomplish different roles.  
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Family business as a research context 

Attempting to exactly define a family business has been one of the most challenging tasks for 

family business researchers.  Although the definition is ambiguous, family involvement in the 

business tends to be at the centre of definitions. In addition to family involvement in the family 

business, majority voting share ownership by family members, family management of the 

business, and intergenerational transitions are all used as parts of definitions (Westhead & 

Cowling, 1998). Although there appears to be an agreement that a business owned and man-

aged by a nuclear family is a family business, all the other combinations of ownership patterns 

and management involvement divide opinions (Chua et al., 1999).  

 

The essence of a family business has been suggested to consist of, for example, a vision of de-

termined dominant coalition and an intention to continue shaping and pursuing the vision 

across generations (Chua et al., 1999); simultaneous working of different generations in busi-

ness (Chua et al., 1999); planned or implemented succession (Churchill & Hatten, 1993; 

Koiranen, 1998; Heinonen & Toivonen, 2003; Brockhaus, 2004); and altruism (Schulze et al., 

2002). In this study, I will define a business to be a family business when a family (or related 

families) controls the largest  block of shares or votes,  has one or more of its  members in key 

management positions, and/ or has implemented succession from generation to generation in 

the company’s history, or has planned one for the future. 

 

Succession as a long-standing process  

Family business succession has been studied since the 1950s (Fox et al., 1996). However, the 

definition of family business succession has developed quite little during the past two decades.  

Researchers have had some discussion about the nature of the succession; whether it is an 

event or a process (e.g. Lam, 2011), and tend to agree the succession to be a long-standing pro-

cess including different phases and leading, through increasing involvement of the successor, 

to changes in the management and/or ownership of the company. 

 

Brun de Pontet et al. (2007) define succession to involve the transfer of both management and 

ownership control from one generation to the next. As this transition happens over time, 

movement through the succession process may affect both the management of the business and 

eventual succession outcomes. This is pretty much how succession is understood in this study. 

However, there is a need for some specifications. Therefore, the definition of succession used 

in this study includes the following elements: 
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1. Succession is a long-standing process that happens over time. 

2. Succession includes the transfer of both management and ownership. 

3. The transfer happens between two generations and within the family.  

4. The family may be part of the nuclear or extended family. 

5. Many parties are involved in the succession. These parties can include family 

members both inside and outside the firm, non-family employees, the founder,  

owners, customers, suppliers, and so forth. 

 

 

1.5 Theories used: a short introduction to agency, stewardship, and resource-based per-

spectives 

 

In this study, I will use agency and stewardship theories together with resource-based views as 

theoretical lenses to study the family business board of directors. Multiple other equally inter-

esting theoretical opinions exist, but in this study, the choice has been directed to these three 

theories, commonly used to explain family influence on firm governance (e.g. Sacristán-

Navarro & Gómez-Ansón, 2009). 

 

1.5.1 Agency theoretical perspective 

 

By resting upon the ideas of Adam Smith from 1776, the agency theory is one of the most used 

theories in the field of governance, but also in family business research1. Its origin lies in the 

separation of ownership and control, and in the nature of contracts between acting participants 

(e.g. Jensen & Meckling, 1976; Fama & Jensen, 1983; Eisenhardt, 1989a). Jensen and Meck-

ling (1976) define the agency relationship as a contract under which one or more persons (prin-

cipals) engage another person (the agent) to perform services on their behalf. This involves 

delegating decision-making authority from the principal to the agent. Assuming that both par-

ticipants in the agency relationships are utility optimizers, and the agent does not bear a sub-

stantial wealth effect from the decisions they make, one can further assume that the agent will 

not always act in the best interests of the principal, but may also prefer their own interests (Jen-

sen & Meckling, 1976; Fama & Jensen, 1983). 

 

                                                
1  As well as in other disciplines such as accounting, economics, finance, marketing, political science, organiza-
tional behaviour, and sociology (Eisenhardt, 1989a; Vilaseca, 2002) 
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In  a  management  context,  the  agency  threat  can  take  the  form  of  free-riding  or  shirking,  the  

appropriation of a firm’s resources, or managers allowing their own selfish interests to influ-

ence their decision-making (Hendry, 2002). The probability of this kind of opportunistic be-

haviour increases if the agent feels that the compensation for risk taking and increasing respon-

sibilities is not fully satisfactory. As a consequence, the agent may try to get fulfilment through 

non-compensatory means. Information asymmetries also create a situation where the agent has 

a possibility to operate either opportunistically and/or end up with business decisions that do 

not  serve  the  owners’  interests  (Jensen  &  Meckling,  1976;  Schulze  et  al.,  2001;  Chua  et  al.,  

2009). It is noteworthy that the agency relationship arises not only between a manager and an 

owner, but in any situation involving cooperative effort by two or more people, including con-

tractual relations between employees, suppliers, and customers (Jensen & Meckling, 1976; 

Eisenhardt, 1989a). 

 

Agency costs and ways to prevent agency threats 

Three potential sources of agency conflicts are adverse selection (agents may e.g. misrepresent 

their abilities and give false promises), moral hazard (agents will put in less effort than agreed 

toward achieving their principal’s objectives), and risk sharing (the principal and the agent 

have different attitudes toward risk, and consequently prefer different actions) (Eisenhardt, 

1989a; Hendry, 2002). In other words, the principal and agent have different goals and/or the 

principal does not have the necessary information to verify if the agent has behaved appropri-

ately (Eisenhardt, 1989a). 

 

Agency theory has substantially concentrated on studying the existence of different agency 

threats and the means to prevent and manage them (Eisenhardt, 1989a). A principal can, for 

example, limit divergences of the goals by using incentives, and build formal and informal in-

formation channels (like budgeting systems, reporting procedures, and a board of directors) for 

monitoring and limiting the undesirable activities of the agent (Fama & Jensen, 1983; Eisen-

hardt, 1989a; Donaldson & Davis, 1991; Hendry, 2002).  Offered incentives are tied to the 

firm’s performance and implementation of the owners’ interests (Jensen & Meckling, 1976, 

Schultze et al., 2001). However, when the principal’s objectives are multifaceted and complex, 

it may be difficult to capture them in an outcome-based contract (Hendry, 2002). Using any of 

these means causes agency costs.  
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Agency costs are determined to be the sum of the monitoring expenditure by the principal, the 

bonding expenditure by the agent, and the residual loss; in other words, they include the costs 

of structuring, monitoring, and bonding a set of contracts among agents with conflicting inter-

ests (Jensen & Meckling, 1976; Fama & Jensen, 1983). Hendry (2002), by assuming agents to 

be honest and dutiful persons, but knowledge needed often to be tacit and incommunicable, 

and the principal’s objectives multifaceted, finds four different kinds of costs as a consequence 

of agency relationships. These are the cost of incompetence, the cost of specification, the cost 

of training, and the cost of guidance. In family businesses, agency costs are determined as in-

vestments in the kind of internal control mechanisms that are deemed necessary for widely held 

firms (Schultze et al., 2001). 

 

In family business research, agency theory is widely used, but its usage in this context is rather 

ambiguous (Schulze et al., 2001). The original insight is that an alignment of ownership and 

management within a family business would alleviate the agency problem and eliminate the 

agency costs of ownership (Jensen & Meckling, 1976; Fama & Jensen, 1983). However, many 

scholars (e.g. Schulze et al. 2001; 2002, 2003b; Gomez-Mejia et al., 2001; Chua et al., 2003) 

have proved that there are also agency problems in family businesses, although the origin of 

the problems may vary by reason of the distinctive elements of family businesses.  For exam-

ple, the family business literature has paid more attention to owner-owner (majority sharehold-

er vs. minority shareholders) agency issues than to the traditional principal-manager agency 

arrangement (le Breton-Miller & Miller, 2009).  In the case of the family manager, the princi-

pal–agent relationship within the family context is often characterized by altruism (Steier, 

2003; Chua et al., 2009). In addition, contracts between the owning family and a family agent 

in family businesses are more likely to be based on emotions and sentiments than in other types 

of contracts and contracts in non-family firms. This engenders agency contracts typical for 

family businesses, based on other than purely economic rationality (Gomez-Mejia, Nunez-

Nickel & Gutierrez, 2001; Chua et al., 2009).  

 

Schulze et al. (2002) argue that keeping a family-owned and managed firm automatically as an 

efficient governance structure over-simplifies the complexity of exchanges that occur among 

the family firm’s decision agents. Instead, private ownership and family managed forms of 

family businesses increase the agency threat by freeing family businesses from the discipline 

imposed by the market for corporation control (Schulze et  al.,  2001; Van den Berghe & Car-

chon, 2003). In addition, Gomez-Mejia et al. (2001) note that the interests of the executives are 



 
 

31 
 

not necessarily the same as those of the extended family (shareholders), and this creates a basis 

for agency problems in family contracting situations.  The consequences are different agency 

threats (e.g. adverse selection, hold-up, shirking, free-riding, self-control problem, opportunis-

tic behaviour of the owner, preferring short-term profits rather than long-terms goals, using an 

executive position to consume perks that reduce residual claims of other shareholders) that can 

prevent the alignment of ownership interests and thus lead to the increase of agency costs of 

ownership within the family business (Gomez-Mejia et al., 2001; Schulze et al., 2001; 2003a; 

Chua et al., 2009). Entrenchment of family control can also create agency problems for minori-

ty shareholders in the family business context (Chua et al., 2003), and these problems may be 

even more severe in family-controlled firms than in non-family ones (Gomez-Mejia et al., 

2001).   

 

When preventing agency problems, the means and techniques suggested by mainstream agency 

theory seem to be suitable also in the family business context. For example, empirical testing 

by Schulze et al. (2003a) lends support for family firms offering incentives to their family 

agents. Emotional aspects between parties may neutralize (formal) mechanisms created to re-

duce agency costs (Gomes-Mejia et al., 2001). However, in order to manage complicated agen-

cy problems, privately held, owner-managed firms should also invest in internal governance 

mechanisms such as a strong board of directors and incentive mechanisms (Gomes-Mejia et al., 

2001; Schulze et al., 2002).  

 

Criticism 

Probably most criticism towards agency theory focuses on the simplified principal-agent rela-

tionship and the one-dimensional idea of man that the agency theoretical perspective repre-

sents. According to Hendry (2002), the assumptions behind agency theory fit perfectly with the 

simple principal-agent relationships where the interests of parties (and participants) and tasks 

involved can be well defined, and the threat of opportunism is the principal’s main concern. 

However, agency theory, when used in an organizational and managerial context, ignores is-

sues like power, complexity, bounded rationality, and the limited competencies that managers 

have for achieving desired outcomes (Hendry, 2002; Greenwood, 2003). The researcher 

should, instead of assuming the existence of agency costs in all cases, more explicitly control 

for a different agency context (Randoy & Goel, 2003). In order to use agency theory success-

fully in the management context, the nature and extent of managerial discretion, as well as the 

nature and extent of continuing, extra-contractual relationships between principal and agent, 
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and the relative attention to guidance and monitoring within such relationships, all have to be 

taken into account (Hendry, 2002).  

 

Simplification of the related actors, an agent and a principal, and the relationship between them 

has also been criticized. In the literature, a manager is often an agent and shareholders are prin-

cipals (e.g. Vilaseca, 2002). However, according to the original theory, the agency relationship 

arises in any situation involving cooperative effort by two or more parties, and the relationship 

between these parties itself defines who is the agent and who is the principal (Jensen & Meck-

ling, 1976; Eisenhardt, 1989a; Vilaseca, 2002). The identification of roles in the agency rela-

tionship becomes extremely important in empirical research. From the empirical perspective, 

the  family  business  contains  a  rich  setting  of  principals  and  agents,  such  as  the  family,  the  

CEO, the board of directors and its respective members, and finally, the employees. Among 

these participants, anyone may also be owner of the business, thus turning the principal-agent 

relationship around. Along with the fact that single persons may have several roles in a family 

business, and business goals may be affected by family goals (Mahto et al., 2010), it could be 

suggested that the empirically existing roles are likely to be more complicated than the original 

theory suggests.  

 

Finally, criticism has been directed towards the idea of man that agency theory represents, es-

pecially while assuming actors to be motivated primarily by their self-interest (Greenwood, 

2003). As Hendry (2002) states, in real life, nobody will delegate authority to agents without 

relying to some extent on their loyalty, honesty, and goodwill. In the family business context, 

the agency perspective has also been criticized for being reductionist in its view when it ex-

cludes the non-economic dimension of the relationship between the principal and the agent 

(Greenwood, 2003; Brundin et al., 2005). Owners are not purely economic rational decision–

makers, while individuals have preferences for both non-economically and economically moti-

vated behaviour (e.g. Steier, 2003), or they may even define the value of the firm in terms of 

utility (including financial and non-financial benefits, but also the ability to use authority, dic-

tate strategy, and choose the objects of investments) (Schulze et al. 2003b). One important no-

tion is that these purely non-economic goals are not always harmful, but also contain goals like 

maintaining ownership control and continuing family involvement (Randoy & Goel, 2003). 
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1.5.2. Stewardship theory perspective 

 

Stewardship theory originates in organizational psychology and organizational sociology, and 

it sees people as collective self-actualizers who achieve utility through organizational achieve-

ment and use a high level of discretion to act for the benefit of shareholders (Donaldson & Da-

vis, 1991; Davis et al., 1997). One major difference between agent and stewardship theories 

lies in the source of motivation. While in agency theory, the focus is on extrinsic rewards, 

stewardship theory recognizes non-financial motives for behaviour. These include an oppor-

tunity for growth, affiliation and self-actualization, satisfaction in successful performance, re-

spect for authority, and the work ethic (Davis et al., 1997; Muth & Donaldson, 1998).  

 

According to stewardship theory, the goals of owners and managers are congruent with each 

other. Managers aspire to “higher purposes” in their jobs, and are motivated to reach goals set 

for the organization. The manager (steward) is maximizing the benefits of owners (principals) 

through the performance of the company (Davis et al., 1997; Daily et al., 2003a). Because there 

are no inner motivational problems, performance variations arise from structural situations, that 

is, from the organization structure’s ability to facilitate effective action by the steward.  In or-

der to facilitate the steward’s achievement of the organization’s goals, the structure should pro-

vide clear, consistent role expectations and give the steward authority to perform (Donaldson & 

Davis, 1991). An involvement-oriented organization structure will increase the steward’s pro-

organizational behaviour (Eddleston & Kellermanns, 2007). Instead, any form of direct or indi-

rect control may lower the steward’s motivation, and in this way negatively affect their pro-

organizational behaviour (Corbetta & Salvato, 2004).  

 

In the family business context, agency theory aims at minimization of potential costs, whereas 

stewardship theory aspires to the maximization of potential performance (Corbetta & Salvato, 

2004). A steward identifies with their organization. Reaching for success for it, the steward can 

act altruistically to achieve the organization’s goals. Altruism is also a key component of the 

stewardship perspective of a family firm (Zahra, 2003; Eddleston & Kellermanns, 2007). Con-

trary to most agency theoretical approaches, the stewardship perspective understands altruism 

to be an important inhibitor of relationship conflicts and a facilitator of, for example, the partic-

ipative strategy process, in this way leading to the better performance of the family firm (Ed-

dleston  & Kellermanns,  2007).  Altruistic  families  consider  the  effects  of  their  actions  on  the  
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firm, and communication and cooperation are expected to be high (Zahra, 2003; Corbetta & 

Salvato, 2004; Eddleston & Kellermanns, 2007). 

 

According to Miller and Le Breton-Miller (2006), altruistic attitudes will be especially preva-

lent within family businesses in which leaders are often either family members or emotionally 

linked to the family. As a consequence, some stewardship effects arise, such as lengthy job-

tenures, avoidance of the quick fix, far-sighted investment, commitment to the organization, 

on-the-job learning, and core capability development. When the family feels concern for the 

future of the business, it will invest in its capabilities. Family attitudes of stewardship promote 

the creation of a flat, non-bureaucratic form of organization. Stewardship feeling tends to 

broaden beyond the family to workers, managers, and partners who advance the development 

of a collaborative, informal organization culture (Zahra et al., 2008; le Breton-Miller & Miller, 

2009). A study by Zahra et al. (2008) about stewardship and strategic flexibility lends support 

to the notion of Davis’s et al. (1997) of stewardship as a function of organizational and cultural 

conditions that exist within the organization. In addition, the aim of transferring the business to 

the later generation has an influence on managers’ (or owner-managers’) ways of using finan-

cial capital and building social capital, such as in terms of enduring long-term relationships 

with outsiders (Miller & le Breton-Miller, 2006; Zahra et al., 2008; le Breton-Miller & Miller, 

2009).  

 

1.5.3. Resource-based view  

 

The resource-based theory or view has gained increasing attention among scholars of different 

fields and is one of the mainstream theories, together with agency theory, for example in fields 

of family business nowadays (Chrisman et al., 2005). The resource-based view is about the 

strategic competitive advantage of the firm. More specifically, it considers the inner firm re-

sources as sources of competitive advantage, in addition to traditional labour, capital, and land 

(Penrose, 1959), and thus shifts the examination of the attributes affecting the firm’s strategy 

development from the firm’s position in the relation to the external environment to an examina-

tion of the internal processes (Habbershon & Williams, 1999).  

 

A firm’s inner resources have been defined to be “everything which could be thought of as a 

strength  or  weakness  of  a  given  firm”,  including  both  tangible  and  intangible  assets  that  are  

tied to the firm at a given time (Wernerfelt, 1984, p. 172), and all assets, capabilities, organiza-
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tional processes, firm attributes, information, knowledge, and so on that are controlled by the 

firm and that enable the firm to conceive of and implement outperforming strategies (Barney, 

1991). These resources can be both physical capital resources, human capital resources, and 

organizational capital resources. However, Barney notes that all these internal attributes only 

become resources when they exploit opportunities or neutralize threats in a firm’s environment, 

that is, when they act actively to generate the firm’s competitive advantage (Barney, 1991).  

Internal analysis of resources and their strengths and weaknesses composes a resource-based 

view. This resource-based view analyses the firm from the resource side, not the product side, 

in order to clarify which resources under which conditions are sources of sustainable competi-

tive  advantage.  Analysing  a  firm’s  resource  position  enables  the  development  of  tools  to  im-

prove the firm’s performance and to gain a competitive advantage over rivals (Wernerfelt, 

1984).  

 

The resource-based view (RBV) for assessing the competitive advantage of family firms was 

first presented by Habbershon and Williams (1999). They identified familiness to be a bundle 

of resources that are distinctive to a firm as a result of family involvement (or system interac-

tion between the family, its individual members and the business). In the resource-based view, 

the  bundle  of  resources  is  identified  as  idiosyncratic  to  a  particular  firm in  a  particular  envi-

ronment. The tension among the needs, desires, goals, and practices of the family versus the 

business are strategic factors influencing, on the firm level, the outcomes in family businesses 

(Habbershon et al., 2003). The familiness not only separates family businesses from other 

types of governance forms, but also composes a base for their competitive advantage. The 

RBV enables the analysis of the relationships among firm-level processes, assets, strategy, per-

formance, and sustainable competitive advantage for the family firm. It also allows for the in-

clusion of all potentially idiosyncratic firm-level characteristics and capabilities in the analysis 

(Habbershon & MacMillan, 1999) and, in this way, assists in explaining important strategic 

management issues such as formulation and content of goals and strategies, strategy implemen-

tation and control, leadership, and succession issues in family firms (Chrisman et al., 2005). 

 

Sirmon and Hitt (2003) studied family business resources from the resource management per-

spective and found resources typical for family businesses but not to non-family ones. These 

resources - human capital, social capital, patient capital, and survivability capital, together with 

the unique governance structure attributes - create some of special family business characteris-

tics and provide potential advantages over non-family firms. Human capital (including 
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knowledge) as intangible and socially complex is difficult to imitate and thus leads most likely 

to  competitive  advantages  (Sirmon & Hitt,  2003).  It  is  not  only  the  existence  of  different  re-

sources, but also the way of evaluating, acquiring, shedding, bundling, and leveraging their 

resources that distinguishes family businesses from non-family firms (Sirmon & Hitt, 2003; 

Chrisman et al., 2005). Social capital offers a conceptual framework allowing the linkage of 

controlling-family specificities to FCBs’ capability of creating value across generations (Salva-

to & Melin, 2008). 

 

The  resource-based  view  has  roots  in  the  field  of  family  business  research,  but  criticism  has  

also been presented. The resource-based view is based on the assumption that wealth creation 

through competitive advantage is the sole goal of family firms. This can be seen as a weakness 

of the approach, as resource management in family businesses demands non-economic motives 

and goals to be taken into account as well (Chrisman et al., 2003c).  

 

1.5.4 Theories compose a basis for research of boards 

 

Each of presented theories brings something to the research of boards and their roles. Theories 

determine the idea of man, but also the main actors and basic assumptions for the relationships 

between them.  By doing  so,  they  create  justifications  for  each  board  role  by  determining  the  

needs behind the board activities. Theories also explain what kinds of structures will promote 

the achievement of goals set by an organisation, and especially its owners. However, it is im-

portant to note that none of these theories can explain all aspects of the behaviour in family 

firms, nor the governance needs they meet.  

 

The RBV lifts a board to being one of the resources that a firm has (e.g. Barney, 1991, pp. 101: 

“Organizational capital resources include e.g. firm’s formal reporting structure, its formal and 

informal planning, controlling and coordinating systems, as well as informal relations among 

groups within a firm and between a firm and those in its environment”. Agency and steward-

ship theories more or less determine different tasks for this resource, and the composition that 

enables the efficient implementation of the role. However, Penrose states that it is never the 

resource itself that is an input in the (production) process, but it is only the service that a par-

ticular resource can render that is valuable (Penrose, 1959). In this way, the resource-based 

view attempts to determine both the board’s position in the firm as a resource, and the services 

it can produce, that is, its roles and tasks. Each theory alone creates one part of the foundation, 
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but the proper construction work needs a supplement of complementary insights. In the case of 

governance study, a multitheoretical approach is essential for recognizing the many mecha-

nisms and structures that might reasonably enhance organizational functioning (Daily et al., 

2003a). 

 

1.6 Outline of the study 

 

This study includes eight chapters. Chapter one briefly introduces the topic and the motivation 

to study it, as well as a definition of core concepts, the research gap, and research questions. 

Three background theories, namely agency and stewardship theories, and the resource-based 

view are also presented in Chapter one. Chapter two is the literature review, including the fol-

lowing topics: family businesses, family business governance, boards of directors, and succes-

sion. Chapter three presents the frame of reference, the theoretical model that is later used as a 

base when analysing empirical cases. Chapter four is about methodology, and aims to describe 

and justify methodological choices made in this study. The empirical data and the data pro-

cessing are also depicted in this chapter. Chapters five and six include descriptions of cases, 

but also the analysis based on them. Reporting cases will follow the instructions of Yin (2003) 

on  reporting  multiple-case  versions  of  a  classical  single  case,  so  my  case  report  will  contain  

two cases reported in separate chapters, each case singly, and after this, the two cases and the 

findings from each one are compared in cross-case Chapter seven. In addition to the cross-case 

analysis, Chapter seven deepens the analysis of the empirical data. Finally, Chapter eight con-

tains the summary of findings and the conclusions made in the study. The contribution of the 

study is defined both theoretically and managerially. The chapter also includes an assessment 

of the study and presents suggestions for future research.  
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2. CURRENT RESEARCH ON FAMILY BUSINESS GOVERNANCE, BOARDS OF 

DIRECTORS, AND SUCCESSION  

 

The  frame of  reference  of  this  study  consists  of  four  main  topics.  These  are  family  business,  

family business governance, the board of directors, and succession. In this chapter, I aim to 

present some central issues and findings regarding each of these topics.  First, family business 

literature is studied from the perspective of those characteristics distinguishing family busi-

nesses from the other types of firms.  The sub-chapter starts with a short review of the family 

business definition, which explains partly those challenges the family business researchers 

meet.  After this, the emphasis is shifted to those elements that make family business govern-

ance unique. Embodiments of the uniqueness: the existence of non-economic goals, altruism, 

generational aspects, closeness of shareholders, family agendas, and a shared vision of owner-

ship, are presented to shed light on characteristics arising from the family involvement in busi-

ness. Understanding these characteristics creates the basis for understanding the legalisms of 

family business governance. Finally, a short review of the central findings regarding family 

business governance is presented in sub-chapter 2.1.4. 

 

Next, I concentrate more closely on the board of directors. The literature about the family busi-

ness board of directors relies strongly on the literature borrowed from general management 

literature. This makes it difficult to present findings either in general or in the family business 

context. For that reason, boards of directors are studied using both these sources, but highlight-

ing those tones or characteristics that the family business context brings to the examination. 

The board is approached through basic board attributes, namely board roles, composition, and 

processes. A lot of attention is directed to the relationship between the CEO and the board, and 

issues affecting this relationship.  

 

Finally, I review the literature concerning family business succession. Succession is one of the 

most influential events the family business, as well as the business family, faces, and it offers 

good possibilities to study governance and changes, for example, in structures, decision-

making, and relationships between actors. Succession is approached as a long-standing process 

that consists of ownership and management succession. Literature about succession planning, 

success of succession, and the board’s role in succession is reviewed.  
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2.1 Family businesses  

 

2.1.1. Defining a family business 

 

A lot of research work has been done to develop the exact definition of a family business.  The 

definition is needed to establish the number of family businesses and to define their character-

istics, but also to enable harmonization of research work in the area and to make a difference 

between family businesses and non-family businesses (Sharma, 2004). Most of these creations 

are focused on differentiating family businesses from other governance forms (Sharma, 2004). 

The basic problem when defining a family business is that researchers, family business owners, 

and other persons directly involved in family businesses understand and experience ‘having a 

family business’ or ‘being a part of a family business’ differently, even when talking about the 

same firm and within the same family.  The other source of problems lies in the wide variety of 

family firms (including dimensions such as size, age, industry, and family members’ involve-

ment in ownership and management). As an example of diversity, Sharma and Nordqvist 

(2008) classified family firms into 72 categories based on the varied levels of family involve-

ment (Sharma & Nordqvist, 2008).  

 

Although the definition is ambiguous, the family involvement in the business tends to be at the 

centre of definitions. However, empirical tests by Chua et al., (1999) show that it is dangerous 

to use family involvement to delineate the populations of study without theoretical guidance on 

the behaviour that differentiates family firms from other types of businesses. In addition, fami-

ly business definitions typically include the following dimensions: family involvement in the 

family business, majority voting share ownership by family members, family management of 

the business, and intergenerational transitions (Westhead & Cowling, 1998). 

 

Attempts to define family firms precisely have led to various, detailed definitions, and incom-

parable research findings. Chua et al. (1999) found 21 different definitions of family business 

used  in  research.   These  definitions  varied  in  terms  of  the  degree  to  which  the  family  is  in-

volved in management, the degree to which the family is involved in ownership, and the com-

position of the family (that is, who is included in the family in the sense of family involvement 

in a family business). The authors conclude that there appears to be a total agreement that a 

business owned and managed by a nuclear family is a family business, but all the other combi-

nations of ownership patterns and management involvement divide opinions (Chua et al., 
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1999). That is why the authors favour a broader definition within which different types of 

family businesses can be identified, classified, and compared; in other words, the use of inclu-

sive rather than exclusive definitions. The diversity can be easily seen when studying different 

company structures through which the family implements its ownership. For example, when 

studying portfolios, different member companies are in different stages of their development; 

one can be in its founding stages, while in another successions have already passed. Family 

members  also  typically  have  many  simultaneous  roles  in  these  companies  (Rautiainen  et  al.,  

2010).  

 

Definitions used in empirical and conceptual works tend to differ, but there is a need for both. 

The operational definition enables the empirical study of the topic by identifying observable 

and measurable characteristics that differentiate the entity, object, or phenomenon from others. 

The theoretical definition has to capture those (in this case) family business characteristics that 

differentiate family businesses from other types of firms, and based on the conceptual founda-

tion, to explain how and why the differences matter.  

 

 Table 1.  Examples of different family business definitions  

 

Author(s) Definition used 

Beckhard and Dyer 

(1983) 

A family business is a complex system that includes subsystems of fami-

ly and firm and the interaction between them. 

Chua, Crisman & Shar-

ma (1999) 

A family business is a business governed and/or managed with the inten-

tion to shape and pursue the vision of the business held by a dominant 

coalition controlled by members of the same family or a small number of 

families in a manner that is potentially sustainable across generations of 

the family or families.  

Tagiuri & Davis (1996) Family businesses are organizations where two or more extended family 

members influence the direction of the business through the exercise of 

kinship ties, management roles, or ownership rights. 

Churchill & Hatten 

(1987) 

Family businesses are owner-managed enterprises with the family in-

volved within the business. 
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Fox, Nilakant & Hamil-

ton (1996) 

Family business is family-owned, i.e. the majority of the voting shares 

are owned by members of a single family. And in which there is either 

the occurrence or the anticipation that a younger family member has or 

will assume control of the business from an elder.  

Olson, Zuiker, Danes, 

Stafford, Heck & Dun-

can (2003) 

A family business is a business that is owned and managed by one or 

more members of the household of two or more people related by blood 

marriage and adoption. 

Westhead & Cowling 

(1998), also used 

Westhead, Howorth & 

Cowling (2002) 

A firm is a family firm if more than 50% of ordinary voting shares are 

owned by members of largest single family group related by blood or 

marriage and the company is perceived by the Chief Executive / Manag-

ing Director / Chairman to be a family business. 

Litz (1995) in Sirmon & 

Hitt (2003) 

A firm is a family business to the extent that its ownership and manage-

ment are concentrated within the family unit, and to the extent that its 

members strive to achieve and/or maintain intra-organizational family-

based relatedness.   

Salvato & Melin (2008), 

originally in Miller & 

Le Breton-Miller (2004)  

A family controlled company is a public or private company in which a 

family (or related families) controls the largest block of shares or votes, 

has one or more of its members in key management positions, and mem-

bers of more than one generation are actively involved within the busi-

ness. 

 

Beckhard and Dyer (1983) described a family business to be “a complex system that includes 

subsystems of  family  and  firm and  the  interaction  between them”.  More  specifically,  subsys-

tems are the business as an entity, the family as an entity, the founder (manager) as an entity, 

and linking organizations like the board of directors. Typical for these subsystems is that they 

have an identity and culture of their own, and they also have competing needs and values 

(Beckhard and Dyer, 1983). In addition, individuals involved in the company can or even typi-

cally belong to more than one group at the same time (Landsberg, 1988). That means an over-

lap  of  roles  and  tasks  in  addition  to  entities.  Habbershon and  Williams  (1999)  emphasize  the  

system perspective. According to them, using system performance, rather than the performance 

of the individual parts of the system as an object, frees the researcher from the definition prob-

lem, and enables the researcher to investigate the entire continuum of the family business or-

ganization in terms of the degree of family ownership and family management (Habbershon & 

Williams, 1999).  
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2.1.2 Family business characteristics 

 

The family business field was not viewed as a separate academic discipline until the 1990s 

(Daily & Dollinger, 1993; Bird et al., 2002; Sharma, 2004). Consequently, still quite a large 

amount of family business research has concentrated on finding out and clarifying those ele-

ments that distinguish family businesses from other types of companies, and in this way on 

providing both a reason and an object to research the topic. Researchers have found differences 

on some dimension between family businesses and other types of companies. Comparative 

studies are made, for example, by comparing independent family and non-family unquoted 

companies (e.g. Daily & Dollinger, 1993; Westhead & Cowling, 1998 and Westhead et al., 

2002; Villalonga & Amit, 2006); different areas or countries (e.g. Gorbetta & Montemerlo, 

1999); or by looking for differences between family and non-family firms in time-series cross-

sectional comparison settings (Anderson & Reeb, 2003). 

 

Family firms have been found to differ significantly from non-family ones in corporate gov-

ernance and control, financial and investment policies, and industry affiliation (Villalonga & 

Amit, 2006), as well as entrepreneurial activities undertaken, decision-making centralization, 

and perception of environmental opportunities and threats (Dyer, 1986; Daily & Dollinger, 

1993). In addition, according to the empirical findings, family businesses have been found to 

be smaller in employment size and sales revenue size (Daily & Dollinger, 1993; Westhead & 

Cowling, 1998; Cromie et al., 1995; Villalonga & Amit, 2006). When studying company age 

by comparing family and non-family firms, the results have been ambiguous and both “family 

firms are on average younger” (e.g. Villalonga & Amit, 2006) and “family firms are on average 

older” (e.g. Westhead & Cowling, 1998) have received support in empirical studies. Family 

businesses are said to be less growth oriented, and defender more than prospector or analyser 

(Daily & Dollinger, 1993; Ward, 1997), but the opposite results have also been received from 

empirical studies and family firms have been found to grow even faster (Villalonga & Amit, 

2006). The reason for differences in findings lies quite likely in the different definitions the 

researchers have used. 

 

Sharma (2004) argues that no set of distinct variables separating family and non-family firms 

has been revealed, although knowledge about differences between family and non-family busi-

nesses has increased. However, distinctive characteristics typical for family businesses can be 

found.  Chua et al. (1999) argue that the pattern of ownership, governance, management, and 
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succession are the main distinguishing elements. These characteristics are revealed in interac-

tion between family, business and ownership, and family members’ involvement in the busi-

ness (Sharma, 2004). Tagiuri and Davis (1996, originally 1982) express family businesses with 

three overlapping circles representing the owners as a group, the family as a group, and the 

managers/employees as a group, all influencing each other. They also highlight the fact that in 

the  family  business,  the  same  persons  represent  many  simultaneous  groups.  This  overlap  of  

different groups, and roles the person has in these groups, creates unique family business at-

tributes differentiating family businesses from other types of companies. These attributes - 

simultaneous roles, shared identity, a lifelong common history, emotional involvement and 

confusion, the private language of relatives, mutual awareness and privacy, and the meaning of 

the family company - are bivalent, meaning that they are sources of both strengths and weak-

nesses for family firms. Because of their origin (the nature of family businesses), it is not pos-

sible to eliminate the presence of these attributes; the challenge of family businesses is to man-

age the attributes in order to maximize the positive and minimize the negative consequences 

(Tagiuri & Davis, 1996).  

 

One of the most used visual models of family businesses is Tagiuri and Davis’s three-circle 

model of family business (Tagiuri & Davis, 1996). Gersick et al. (1997) describe the model to 

be “theoretically elegant and immediately applicable”, explaining the widespread acceptance 

the model has gained.  

 

 
 

 Figure 1.  The three-circle model of family business (Tagiuri & Davis, 1996) 
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The model shows interrelations of three related elements in a family business, and it is a very 

usable tool for understanding, for example, the family business dynamics, sources of conflict, 

and role dilemmas of participating actors. 

 

Overlapping relationships become visible in empirical studies. Although there have been a  lot 

of studies about differing variables and characteristics, nowadays researchers seem to be quite 

united concerning the family involvement in the business, and the overlap of family, owner-

ship, and business in a family business being the main distinguishing elements differentiating 

family businesses from other types of companies. Negative sides of this family involvement, 

like nepotism, altruism, adverse selection, and family conflicts, threaten the longevity and eco-

nomic viability of family businesses (Gomez-Mejia et al., 2001; Schulze et al., 2001; 2003b; 

Chua et al., 2009). This has led researchers to study family businesses by using agency theory, 

and while family involvement has been seen mainly as negative, a lot of effort has been put 

into reducing the family influence in family businesses.  

 

On the other hand, researchers have also become interested in family firms’ value-creating po-

tential, and in this way, the antecedents of competitive advantage (Salvato & Melin, 2008). 

According to the resource-based view, the familiness is a source of advantages for family-

controlled corporations. Many of these advantages are found particularly in family and organi-

zational processes of family businesses (Habbershon & Williams, 1999). Sirmon and Hitt 

(2003) studied resource management in family firms and found five unique resources and at-

tributes to provide potential advantages over non-family firms. These are human capital, social 

capital, patient capital, survivability capital, and family business governance structure attrib-

utes (Sirmon & Hitt, 2003). Salvato and Melin (2008) named the family’s ability to constantly 

reshape family-related social relationships in line with the changing needs of the family and the 

firm as a dynamic family capability.  They add that it  is  the process of resource management,  

rather than resources per se, which seems to be the main driver of transgenerational value crea-

tion in family businesses (Salvato & Melin, 2008). 
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2.1.3 Characteristics affecting family business governance 

The existence of non-economic goals/family agenda 
The main goal of companies has traditionally been to produce profit. A family firm's ownership 

and management structures seem to be associated with a focus on specific non-financial objec-

tives (i.e. family agendas) (Westhead & Howorth, 2006). Very often, the orientation toward 

non-financial goals is seen as negative (e.g. Sciascia & Mazzola, 2008), but the opposite view 

also exists. Non-economic goals may, for example, ensure the longevity and growth of the 

company (Randoy & Goel, 2003). Duality of goals, together with complexity of ownership 

structure, influences the governance needs of family businesses (Mustakallio et al., 2002). This 

existence of non-economic goals also has an influence on agency circumstances, making the 

explanatory  power  of  the  theory  a  little  more  complicated  in  the  family  business  context  

(Westhead & Howorth, 2006).  

 

Altruism 
Altruism is defined to be an unselfish concern for other people’s happiness and welfare (BBC 

English Dictionary, 1992). Parents tend to see the success of their offspring to be connected to 

their own success and sense of well-being, and in this way the family relationship may be the 

most important characteristic, for example, when choosing persons for key positions in the 

firm. Dyer (2003) crystallizes the idea by saying that “who you are, is often more important 

than  what  you  do”.  Thus,  altruism  plays  a  unique  role  in  family  businesses,  and  it  has  to  be  

taken into account when researching family business governance (Dyer, 2003).  

 

Altruism  has  many  positive  effects  on  family  businesses.  It  tends  to  foster  loyalty  and  com-

mitment to the family and its prosperity, and it creates a situation of collective ownership for 

all family members working in the firm, via an inherited residual claim on the family’s estate 

(Van den Berghe & Carchon, 2003).  The negative side is that altruism may make agency rela-

tionships in family businesses difficult to manage and increase self-control problems (Schulze 

et al., 2003b). Agency problems rooted in altruism are complicated when the privileges of 

ownership place control of the firm's resources at the CEO's discretion. These privileges can 

create agency costs, for example by increasing the need to monitor family agents and their se-

lection and reducing the CEO's ability to effectively monitor and discipline family agents 

(Schulze et al., 2002).  
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Generational aspects 

An ambition for continuity through ownership and management succession is one of the de-

terminant characteristics of a family business (e.g. Churchill & Hatten, 1987). As a result, there 

is a constant need to study the family firm’s transition from one generation to the next, and the 

family firm’s development as a consequence of this transition (e.g. Westhead & Cowling, 

1998; Gersick et al., 1997). Gersick et al. (1997) introduced a developmental model including 

the development of ownership, family, and business. According to the model, the development 

of business progresses from the start-up via expansion or formalization toward maturity. 

Measures used to illustrate the development are change and complexity, which the authors ar-

gue to contribute to an understanding of change in a family business. The family develops 

when it  grows  from the  young business  family  towards  a  situation  where  several  generations  

are working simultaneously in the firm and individuals are growing up for management re-

sponsibilities by participating in the business in different roles (Handler, 1994; Gersick et al., 

1997). In the model, the three ownership stages are controlling owner, sibling partnership, and 

cousin consortium.  In the controlling owner stage, the ownership control is concentrated in the 

hands of one individual or couple. Other owners (if any) do not exercise ownership authority 

over the company. In the sibling partnership stage, there are two or more siblings sharing own-

ership control. In the cousin consortium stage, there are many cousin shareholders from differ-

ent family branches, and both employed and non-employed owners exist (Gersick et al., 1997). 

 

These three ownership stages are not all that exist, but they capture the core issues of owner-

ship development, and help to make some critical distinctions between companies of different 

types and the consequences of each ownership stage to the family and business.  The transition 

model, where the ownership structure develops from the controlling owner toward something 

more complicated, is called evolutionary transition (Gersick et al., 1997). Increasing complexi-

ty is reflected in the goal alignment within the family. In addition to ownership, the family it-

self, business structure, dynamics of the family-business relationship, the evolution and devel-

opment of the family business over time, outcomes, and individual motivations have been 

found to influence the interests and possible goal conflict (Ward, 1997; Vilaseca, 2002).  
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Figure 2.   The three-dimensional developmental model (Gersick et al., 2007) 

 

Closeness of shareholders, family agendas, and shared vision of ownership  

Part of the complexity of family businesses comes from the different shareholders or share-

holder groups, often families, all with their own intentions towards the business. In addition, 

these shareholders tend to play multiple and overlapping roles within the business, for example 

as employees, owners, managers, or non-employed family members (Zellweger & Nason, 

2008). The existence of different shareholder groups may cause agency problems between 

them, especially if there are differences in shareholders’ ownership (Sacristán-Navarro et al., 

2011). Overlap between the family and the firm, and shareholder relationships together with 

complex ownership and management structures, promote conflict that affects shareholders’ 

organizational commitment.  

 

However, family ownership is what defines a family business (Gersick et al., 1997). Family 

businesses are playgrounds for people with different expectations towards the business, but 

also towards the usage of the ownership and property, time frame, and family members work-

ing at the company.  “Ownership can be held through different classes of stock, in an infinite 

variety of trusts, and by elaborate multigenerational combinations of large and small distribu-

tions”  (Gersick  et  al.,  1997,  pp.  30).  Thus,  for  example  in  the  case  of  succession,  the  family  

business owners must formulate a vision of the future governance structure and decide how to 
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divide ownership to conform with that structure.  The challenge is to sketch the shared dream 

in which the aspirations of individual family members are collected in the common vision of 

the family’s and its individual members’ future. Gersick et al. (1997) suggest that the family’s 

dynamic and values should be discussed until consensus in family council, and conclusions, 

can be brought to the board by (a small number of) family directors. 

 

In their study of portfolio enterprises, Rautiainen and al. (2010) found that family business de-

velopment contains both collective and individual reasoning, and decisions concerning the con-

trol and responsibilities over business. Ward (1987) recommends preparing the family strategic 

plan alongside the business strategic plan to spell out the long-term personal and professional 

goals for family members, because, as a last resort, the selection of a final strategic direction 

for the business depends on the family’s vision of the future. The family vision, family agenda, 

or family plan are names that are used to describe a documented, common (family) vision of 

the future, a family mission statement, and an action plan for achieving the plan (Ward, 1987; 

Gersick et al., 1997). 

 

  
 

Figure 3. Interdependence of family and business planning (Ward, 1997) 
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2.1.4. Family business governance 

Uniqueness of the family businesses as a governance form arises from the ownership and 
family influence 
Governance  is  a  system of  structures  and  processes  for  long-term efficient  directing,  control,  

and accounting of a family firm (Sharma & Nordqvist, 2008). It consists of the firm’s deter-

mined ways to implement management, the form of ownership in a particular firm, and a board 

of directors (Carney, 2005; Chrisman et al., 2005). For effective governance, the organizations 

should develop structures that help to understand the needs of different stakeholders. A family 

business needs a governance structure that promotes cohesion and a shared vision within the 

family, and helps to reduce harmful conflicts (Mustakallio et al., 2002). 

 

From the governance system perspective, the main distinguishing element between family and 

non-family firms is family ownership and the family’s involvement in the business. Govern-

ance studies concentrate on clarifying influences of different governance attributes on the 

firm’s performance. Typical topics in family business governance studies are who manages the 

firm (especially professionally managed versus non-professionally managed firms); who con-

trols the firm (private or public ownership); differences between founders and later generations 

either as managers, directors, or owners (Westhead et al., 2002; Ranjoy & Goel, 2003); and the 

board of directors.  

 

Sacristán-Navarro and Gómez-Ansón (2009) studied the family’s influence on the firm’s gov-

ernance structure and found that there are significant differences between family and non-

family firms, but that different ownership configurations (like pyramids) do not influence fami-

ly firms’ governance structures. They suggest that differences between family and non-family 

firms may relate to the different characteristics of the board (Sacristán-Navarro & Gómez-

Ansón, 2009). Mustakallio et al. (2002) note that the multiple roles the family members (espe-

cially important owners) play in a family business distinguish the governance of family firms 

from other types of governance.  Sharma and Nordqvist (2008) studied different classes of 

family firms and found that long-lived family firms are the result of a fit between family values 

and governance structure. Carney (2005) supports this insight by arguing that family business-

es’ competitive advantages arise from the corporate governance system of the firm. Jaffe and 

Lane (2004) suggest that to sustain the family dynasty over generations, the family has to cre-

ate a governance structure that responds to both family and wealth management issues.  
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Decision-making and control affect the governance structure and mechanisms to use 

The extent to which decision-making is centralized is said to be one of the differences between 

owner-managed and professionally managed firms. Especially first-generation businesses, with 

the founder running the business, are usually characterized by centralized decision-making 

(Dyer, 1986; Daily & Dollinger, 1993). There is also less need for internal control and control 

mechanisms. Internally set corporate governance mechanisms are, for example, a board com-

position and inside ownership (Bartholomeusz & Tanewski, 2006); strategic planning; execu-

tive pay; and outside directors sharing information on ownership transfer. This finding may be 

explained by the desire of the family to maintain personal control rather than relying on for-

malized procedures (Daily & Dollinger, 1993). Families exercise control not only by retaining 

a high level of ownership, but also by being actively involved in CEO or chair positions and by 

turning frequently to control-enhancing mechanisms (mainly pyramids) (Sacristán-Navarro et 

al., 2011). 

 

Both financing and reflections of different agency contexts lead to different governance struc-

tures among family firms with and without founding family (multigenerational) leadership 

(Westhead et al., 2002; Randoy & Goel, 2003). Westhead et al. (2002) compared independent 

unquoted first-generation and multi-generation family companies in the UK in order to clarify 

if first-generation family companies are likely to differ from multi-generational family compa-

nies in terms of their ownership form and management structure. They found that multi-

generation family firms’ CEOs have longer tenures, and multi-generation companies were 

more likely to employ managers drawn from the family owning the company, had larger 

boards of directors, and generally appeared to be better managed than first-generation family 

firms.  Multi-generational firms were not found to report significantly poorer performance 

(Westhead & Howorth, 2006). The generation in charge also has an influence on which of the 

agency problems is more damaging to the firm’s value: agency problems between managers 

and owners (agent - principal –relationship, or agency problems between different owner 

groups (minority and majority shareholders) (Villalonga & Amit, 2006).  

 

Agency theory prescriptions regarding monitoring are relevant in non-founder firms but unnec-

essary in founding family-led firms. Founding-family control is used as a substitute governance 

mechanism, and founding-family leadership (CEO or chair) moderates the relationship be-

tween ownership structure and firm performance (Randoy & Goel, 2003). This argument got 

support, for example, from the study of Westhead and Howorth (2006), in which the authors 
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found that the agency-control mechanism relating to the introduction of a non-executive direc-

tor was not significantly associated with superior firm performance. Families also played a 

moderating role in the agency conflict between large shareholders and minority shareholders 

(Villalonga & Amit, 2006). In the light of these findings, founder-led firms, while planning to 

reduce the family involvement, for example after succession, should strengthen alternative cor-

porate governance mechanisms to compensate for the loss of family control (logic: more out-

siders in management, more agency threats) (Randoy & Goel, 2003). This also stems wider. 

The size and stages have important implications for the firm’s governance. The governance 

structure should be developed so that it is appropriate for the firm as it evolves through the 

stages of its development (Steier, 2001).  

 

Informal governance mechanisms 

Governance based on formal control draws on agency theory. However, there is also a need for 

informal governance mechanisms like trust (Steier, 2001) or other relational contract mecha-

nisms that are based on social rather than formal control (Mustakallio et al., 2002). These gov-

ernance mechanisms are not exclusive, but they complete other governance mechanisms used. 

While formal control is needed to minimize opportunism, social control is important for pro-

moting social interaction and the formation of a shared vision. For example, trust often repre-

sents, for family firms, a basis for cooperation, and might also provide a source of competitive 

advantage. Steier (2001) argues that as a family firm evolves, the role of trust as a governance 

mechanism should also change. Relational governance variables are, for example, family insti-

tutions (informal and formal family meetings, family councils, family plans), family size, so-

cial interaction, and shared vision. The relational view of governance is relevant to family 

firms because it considers the social capital embedded in the relationships that exist among 

family members and management (Mustakallio et al., 2002). 

 

Performance issues: causes and effects on governance 

There has been a lot of discussion about the family firm’s performance and, relating to this, if 

the family influence is good or bad for the business. More specifically, researchers have been 

interested to know how special elements of family businesses as a governance form affect the 

firm’s performance and value. For a long time, the family’s influence on the firms was seen to 

be negative, especially in terms of unprofessionalism (e.g. Sciascia & Mazzola, 2008). Howev-

er, the family has both positive and negative effects on the success of family firms (in terms of 

performance and value). Whether family firms are on average more or less valuable than non-
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family firms depends on how family ownership, control, and management enter the definition 

of a family firm (Villalonga & Amit, 2006), and the success of the management of the overlap 

between the family and business (Olson et al., 2003). Family ownership creates value only 

when it is combined with certain forms of family control and management. In addition, the 

interaction between family control and management generates significant value differences 

across firms (Villalonga & Amit, 2006). Many researchers have found that the management 

rather than the ownership structure of a family firm is generally associated with selected firm-

performance indicators (e.g. Westhead and Howorth, 2006; Sciascia & Mazzola, 2008; Sac-

ristán-Navarro et al., 2011). Westhead and Howorth (2006) also found that firms associated 

with high levels of family ownership and management were not significantly associated with 

weaker firm performance (Westhead & Howorth, 2006). Actually, many researchers have 

found family businesses to perform at least as well as non-family firms. In particular, a found-

ing-family presence appears to bear a positive association with firm performance (e.g. McCo-

naughy et al., 2001). Family businesses with a family member serving as a CEO also outper-

form those with an outside CEO. However, the relationship between the family holdings and 

firm performance seems to be non-linear (Anderson & Reeb, 2003). The heterogeneity of fami-

ly firms makes the comparison of the results very difficult. According to previous studies, per-

formance results are sensitive to variations in firm definitions, classifications, and samples, or 

to the degree of shareholder protection (Sacristán-Navarro et al., 2011). Despite this, there 

seems to be enough evidence to demonstrate that family businesses have elements of an effec-

tive organizational structure (e.g. McConaughy et al., 2001; Anderson & Reeb, 2003).   

 

2.2 Researching the board of directors in general and in the family business context 

 

In this chapter, I will review existing literature on boards and their roles, composition, and pro-

cesses more closely. In the composition part, the weight will be on linkages between the board 

and its environment via directors, and in the process part the interaction between the CEO and 

the board is the focus. Studies focusing on family business boards have widely used literature 

from general management. This is mostly because of the relatively little research that has been 

done purely from the perspective of family business boards. Although I will use both general 

and family business literature, I aim to observe and bring forward those notions distinguishing 

family business boards from other types of boards.  The overall  aim of this short  literature re-

view is to present a compact review of the development of the research field from its early 
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steps to the present day, and this is accomplished by studying earlier research more or less in 

chronological order. 

 

The roots of researching boards of directors are deep in general management literature (Fama 

& Jensen, 1983; Daily et al. 2003). The need to research boards has emerged from the need to 

understand the basis of decision-making, the whole decision-making process altogether, and 

interaction between directors in enterprises (Huse & Rindova 2001). There are many different 

ways to classify earlier research on boards of directors, such as research based on board roles 

and attributes like composition or processes (e.g. Zahra & Pearce, 1989; Pettigrew, 1992); re-

search based on the results of board activities; and research based on the theory used (e.g. Zah-

ra & Pearce, 1989; Boyd et al., 2011).  

 

There are also regional aspects, like legislation and traditions, to take into account when study-

ing boards of directors. For example, the market mode of corporate governance is usual in 

North America as well as in the UK, while the control mode of corporate governance is more 

familiar in continental Europe and Scandinavia (Lane et al. 2006). Researchers in Europe also 

seem to have easier access to the companies, while research in the US has mostly been based 

on archival data. Because of this, and the overall research tradition, the use of qualitative meth-

ods has been more usual in Europe than, for example, in the US.  

 

Fama and Jensen (1983) emphasized the board’s position as a part of the governance system by 

defining the board to be the common apex of the control system of organizations, especially 

when decision agents do not bear a major share of the wealth effects of decisions. The authori-

ty that the boards have enables them to hire, fire, and compensate top-level decision-makers, 

and also to ratify and monitor important decisions that agents make. Zahra and Pearce (1989) 

studied the relationship between boards of directors and firms’ financial performance, in order 

to better understand how boards can improve their effectiveness as instruments of corporate 

governance. They studied the topic through four theoretical perspectives (resource dependence, 

legalistic, class hegemony, and agency theory) and built up an integrative model of board at-

tributes and roles. In their model, Zahra and Pearce introduced four board attributes: composi-

tion, (directors’) characteristics, structure, and processes, and named three board roles: control, 

service, and strategy. All attributes and board roles are influenced by contextual contingencies 

including ownership concentration, company size, external environment, company life-cycle, 
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type of business, and CEO style. Finally, the authors point out the direct and indirect impact of 

attributes and roles on corporate financial performance (Zahra & Pearce, 1989). 

 

Pettigrew (1992) concentrated on studying the managerial elite from three intellectual tradi-

tions. These are interlocking directorates and the study of institutional and societal power, the 

study  of  boards  of  directors,  and  the  compositions  and  correlates  of  top  management  teams.  

According to Pettigrew, research of boards was still in its early stages in 1992. The clearest 

theme so far had been related to board composition, while studies of processes inside and out-

side the boardroom were rarely conducted. Pettigrew’s suggestion was that there would be a 

need to go deeper into the substance, especially by combining the three areas of research. 

Combining areas could open up issues relating to power relationships, such as how they are 

attributed, and how to mobilize and use power to achieve outcomes in line with perceived in-

terests, as well as topics relating to the relational dynamics in and around the boardroom. 

 

Johnson et al. (1996) reviewed studies being conducted after the publication of the paper by 

Zahra and Pearce (1989). In this period, the topic was among the most frequently published, 

but still most attention was given to analyses of various measures of board composition (inde-

pendent variable) and company performance (dependent variable). By reviewing a wide range 

of literature, the authors aim was to provide an overview of the basic issues of board composi-

tion, directors’ roles, and independence. The findings were inconsistent and the associations 

modest, and the authors concluded that the literature so far provided little consensus as to the 

specific configuration of an effective board. As a reason for this, the authors mention multiple 

roles taken by directors. In addition, propositions for these board roles are differentially sup-

ported as a function of the chosen theoretical perspective.  Johnson et al. (1996) suggested that 

methods from organizational demographics and social networks should be used, and board 

roles as social constructions should be studied.  

 

Forbes and Milliken (1999) researched the processes that link board demography with firm 

performance by considering factors that characterize boards as decision-making groups, and by 

discussing criteria distinguishing effective boards from ineffective ones. They drew on the lit-

erature of small-group decision-making, and developed a model of board dynamics. The au-

thors suggest that the process-oriented model they developed can be used to better explain in-

consistencies in past research on boards, to disentangle the contributions of multiple theoretical 

perspectives, and to clarify the trade-offs as part of board design (Forbes & Milliken, 1999). 
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The family business board of directors is relatively young as a research topic, but like family 

business  research  in  general,  the  topic  is  growing  in  popularity.   In  the  Family  Business  re-

view’s special issue about family business boards of directors (no. 3/1988), Ward stated that 

the effective family business board is one of the most important structures and processes in 

maintaining the company’s continuity and success. Simultaneously, the family business char-

acteristics have a huge influence on boards of family businesses (e.g. Chrisman, Chua & Steier, 

2005; Bammens, 2008). The family and its individual members’ involvement in the business 

activities influence both the family and business goal-setting and long-term orientation, and 

have an effect on the business culture, as well as motivational issues (Chrisman, Chua & Stei-

er, 2005; Westhead & Howorth, 2006; Jaskiewicz & Klein, 2007; Pieper et al., 2008). Typical 

for family businesses is also the simultaneous participation of many generations in the busi-

ness, the implemented or planned succession in the later generation’s favour, and strong con-

centration of ownership (Churchill & Hatten, 1987; Koiranen, 1998; Chua et al., 1999; Hei-

nonen & Toivonen, 2003; Brockhaus, 2004). Board roles and characteristics are noted to be 

context–dependent, varying among national cultures and different company types, and reflect-

ing family characteristics and objectives (Corbetta & Salvato, 2004; Voordecker et al., 2007). 

In this way, the family participation in the business adds contingency factors typical only for 

family businesses, influencing board composition, roles, and processes (see e.g. Bettinelli, 

2011). 

 

2.2.1 Board roles 

 

The board of directors has multiple functions within a business. Functions of boards are, for 

example, to define the company’s purpose, to agree the strategies and plans for achieving that 

purpose, to establish the company’s policies, to appoint the chief executive, and to review their 

performance and that of top executives. The board and its members should also provide useful 

business contacts and thus strengthen the link between the corporation and its environment. In 

addition, one of the most important tasks of the board is to create a corporate identity and to 

ensure the protection of shareholders’ interests (Pettigrew 1992, Pearce & Zahra 1989). In fam-

ily  businesses,  the  tasks  are  similar.  For  example,  strategy  development  and  control,  general  

and technical advice, counsel, an arbitration or mediation role among family members, net-

working, and disciplining of management are all mentioned in family business literature (e.g. 

Voordecker et al., 2007; Bammens et al., 2012). These tasks set for the board of directors (as 
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well as for individual directors within the board) have been studied and classified under differ-

ent board roles.  

 

In general, board roles are categorized in different ways based on, for example, legislation, 

theories, stakeholders’ expectations, and different business functions (Huse, 2000). The con-

ceptual development of board roles is based on a range of organizational theories (Van den 

Heuvel et al., 2006). The most frequently used theories are agency, resource dependence, re-

source-based, stewardship, social network, and institutional theories (Zahra & Pearce, 1989; 

Huse & Rindova, 2001).  Different theories have different effects, they explain different char-

acteristics of the boards or expectations towards the board, and in this way build the basis for 

the different board roles and other board attributes (Gabrielsson & Huse, 2005). For example, 

Huse (1994) studies the agency and contractual relational dimensions of board performance, 

and argues that the independence perspective (based on agency theory) concentrates more on 

board composition and incentives. The interdependence perspective (based on contractual rela-

tions) examines board activities primarily from the aspects of processes and norms. 

 

Because there is such a wide variety of perspectives entirely for board roles, their classification 

is also challenging. Authors have used different names to describe board roles, although they 

have used the same theory as a basis for analysis (van den Heuvel et al., 2006). Consequently, 

determining strict limits for each role is hard. This has an influence on the empirical testing of 

board roles, and is probably one reason that has led to divergence and fragmented results. In 

this subchapter, some the most usual board roles have been introduced with their theoretical 

origin.  

 

Control role 

The control role is probably the first and most often named role for the board of directors (e.g. 

Fama & Jensen, 1983; Zahra & Pearce, 1989; Johnson et al., 2003), and it rests strongly upon 

agency theoretical perceptions. Other perspectives, like the legal one, are also used to explain 

the monitoring role (e.g. Zahra & Pearce, 1989). The control role entails directors monitoring 

managers on behalf of the owners, including, for example, hiring and firing the CEO (and other 

top managers) and determining executive pay (Johnson et al. 1996; Fiegener et al., 2000). In 

addition, an important part of the control role is to monitor the implementation of the interests 

of different owners, regardless of the size of their shareholdings (agency problem between dif-

ferent shareholders) (e.g. Anderson & Reeb, 2004).  The achievement of the control role has 
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often been linked closely to the board composition, and especially the independence of indi-

vidual directors: “Concerns regarding the board’s ability to fulfill the control role have typical-

ly focused on individual directors’ independence of the CEO” (Johnson et al., 2003, pp. 416). 

Board size is also often used as an indicator of board effectiveness in the control role (Fiegener 

et al., 2000). 

 

Monitoring mechanisms operate differentially under family and non-family principal-agent 

contracts and under stronger and weaker relational contract. Agency costs, increased by the 

family bond between the principal and agent, can be curtailed by using appropriate monitoring 

mechanisms (Gomez-Mejia et al., 2001). Formal control is needed mostly to minimize oppor-

tunism, and the family uses the board for monitoring managers’ activities. This monitoring, 

together with counselling activities, influences both strategic decision quality and commitment 

to strategic decisions (Mustakallio et al., 2002). 

 

Social control mechanisms (i.e. goal alignment) substitute for more formal control mecha-

nisms, such as a board, in family businesses. In this way, the lack of boards in family business-

es may not be due to a lack of professionalism, but due to the use of alternative social control 

mechanisms based on high levels of goal alignment between owners and managers (Pieper et 

al., 2008). In turn, the control role in family businesses may contain elements of controlling, 

for example, the owners’ altruistic behaviour (e.g. Schultze et al., 2001). In general, the owner-

ship structure has a big impact on the experienced importance of the control role. For example, 

in  a  study  by  van  den  Heuvel  et  al.  (2006),  the  board’s  control  role  was  experienced  as  less  

important by family business CEOs. This finding was explained by the family CEOs having on 

average 86% of all shares, and their families owning on average 12% of all remaining shares. 

The same effect is also visible in the findings of Fiegener et al. (2000), but via board composi-

tion, when the authors found that CEOs with a greater ownership stake tend to have more de-

pendent boards.  

 

Service and advice 

The different supportive activities that the board has have been placed within advisory and ser-

vice roles. As van den Heuvel et al. (2006) state, no generally accepted definition of service, 

strategy, and resource dependence roles exists, but these kinds of board activities are grouped 

under different board roles. Sometimes service, advice, and strategy roles are also introduced 

as  their  own  roles,  for  which  the  theoretical  background  is  set  up  mostly  in  stewardship  and  
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resource-based theories (Van den Heuvel et al. 2006; Bammens, 2008). Resource as a role has 

also been mentioned (e.g. Fiegener et al., 2000).  

 

The resource-based view provides a theoretical framework for analysing the potential contribu-

tion of board members through their professional competencies, skills, and experience (Gabri-

elsson & Huse, 2005; Bammens, 2008). The task of the board is, according to this perspective, 

to increase the knowledge of managers, advise them, and network with the environment (Huse 

& Rindova, 2001). In addition, directors should enhance the reputation of the firm via their 

experience, accomplishments, and exposure (Fiegener et al. 2000). Besides managerial exper-

tise, the resource-based view suggests the task of the board and its individual members to be 

boundary spanning between the company and its environment. This perspective sees the board 

and individual directors as a significant resource for the company, through their contacts or 

connections with stakeholder groups and their prestige in these groups (Huse & Rindova, 2001; 

Daily et al., 2003b).  

 

There seems to be a kind of agreement about the content of service and advice roles, including 

all the tasks that are about creating value through directors’ competencies and their advice and 

counsel to managers (Daily & Dalton, 1993; Minichilli & Hansen, 2007; Bammens, 2008). In 

addition to giving advice, these are working on strategy and participating in the strategy formu-

lation process (Johnson et al., 1996; Forbes & Milliken, 1999); covering for competencies, 

knowledge, skills, and expertise lacked by the management team (Gabrielsson & Huse, 2005; 

Bammens, 2008; ); networking and spanning boundaries between the company and its envi-

ronment (Daily & Dalton, 1993; Hillman, Cannella & Paetzold, 2000); enhancing the reputa-

tion of the firm (Daily & Dalton, 1993; Fiegener et al., 2000); and mediating conflicts arising 

from divergent interests of family member or different shareholders groups (Bammens, 2008; 

Anderson & Reeb, 2004).  

 

The  most  usual  targets  of  service  and  advice  are  the  CEO  and  the  management  team  or  the  

family (Johnsson et al., 1996; Huse & Rindova, 2001; Van den Heuvel et al., 2006).  This set-

ting often stems from the perceived competence gap in the management of the family business 

or from balancing the power between the CEO and the owners. As with any role, the board’s 

performance in the advice role depends largely on its composition. Especially during a crisis, a 

board consisting of members with different backgrounds can provide the CEO and the firm 
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with access to a more diversified pool of competencies and experiences (Minichilli & Hansen, 

2007). 

 

Table 2.  Examples of board roles mentioned in the literature 

 

Role Subject matter Theoretical 

background 

Authors 

Control Hire, fire, and compensate the CEO 

(and top managers); monitoring  

interests of different (often major and 

minority) shareholder groups;  

determining executive pay;  

appraising executive performance 

Agency theo-

ry, legalistic 

approach 

Fama & Jensen, 1983; Zahra & 

Pearce, 1989; Johnson et al. 

2003; Fiegener et al., 2000; 

Bammens et al., 2011; Zattoni et 

al., 2012 

Service and 

advice 

Advising the CEO (and top manag-

ers) on managerial issues;  

participating in the strategy formula-

tion 

Resource 

based view; 

Stewardship 

theory 

Daily & Dalton, 1993; Johnson 

et al. 2003; Forbes & Milliken, 

1999; Huse & Rindova, 2001; 

Gabrielsson & Huse, 2005; Van 

den Heuvel et al. 2006; Bam-

mens, 2008; Minichilli & Han-

sen, 2007; Fiegener et al., 2000; 

Bammens et al., 2011  

Resource 

dependence 

role; co-

operation 

over organi-

zations 

Facilitating the acquisition of  

resources critical to the firm’s  

success; boundary spanners; inter-

locking directorship  

Resource-

based view; 

resource 

dependency 

theory; class 

hegemony 

Johnson et al. 2003; Huse & 

Rindova, 2001; Fiegener et al., 

2000; Gabrielsson & Huse, 2005  

Strategic 

role 

Controlling the implementation of 

the decisions; evaluating past deci-

sions; ratifying strategic proposals; 

discussions; helping to formulate, 

assess and decide upon strategic al-

ternatives; strengthening the compa-

ny’s competitive position; ensuring 

the alignment of the company’s pur-

pose with shareholders’ interests 

Resource 

dependency, 

stewardship, 

RBV (not as 

theory sensi-

tive as some 

other roles) 

Fiegener, 2005; Stiles & Taylor, 

1996; Lane et al., 2006; Pugliese 

et al., 2009; Zattoni et al., 2012 
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Strategic role 

The board’s strategic role is often mentioned as a part of the service or advice roles, but it has 

also been studied in its own right (e.g. Zahra & Pearce, 1989; Fiegener, 2005).  The board’s 

participation may be direct through decision management (discussions about strategic issues, 

helping decide upon alternatives), or indirect through decision control (e.g. evaluation of past 

decisions) (Fiegener, 2005).  The strategic role contains, for example, estimating and formulat-

ing strategy (Fiegener, 2005); developing a vision and mission; and assessing threats, opportu-

nities, strengths, and weaknesses (Stiles and Taylor, 1996).   Although the owners are ultimate-

ly responsible for the strategic direction, the board must ensure that strategy as detailed by 

management is in keeping with the family owners' desires, and that the company leaders exe-

cute the strategy in a timely and complete fashion (Lane et al., 2006). 

 

Larger firms are more likely to have a board that participates in the strategic decisions. A suffi-

cient number of outside directors, the CEO’s low ownership, and critical strategic issues under 

consideration all also anticipate the board’s participation in strategic decision-making 

(Fiegener, 2005). Contextual factors, especially different crises, increase the board’s willing-

ness and activeness to participate in strategic decision-making (Mace, 1971).  Instead, accord-

ing to Stiles and Taylor (1996), the strategic role is not as sensitive for the chosen theoretical 

insight as, for example, the control role, but many theories (including agency theory, steward-

ship theory, resource dependency theory, and class hegemony theory) agree on the usefulness 

of boards contributing to the strategic discussion within the company. 

 

2.2.2 Board composition 

 

The board’s role achievement has been linked to the board’s attributes, with composition as the 

most  used  variable  of  all  (e.g.  Zahra  &  Pearce,  1989).  Board  composition  is  one  of  the  best  

studied topics among governance studies (Voordecker et al., 2007). Dominance of the compo-

sition discussion is based on the assumption that the effectiveness of the directors in perform-

ing different board roles is strongly influenced by the composition of the board and the charac-

teristics of individual directors. For example, board size and the proportion of outside directors 

on the board are widely used indicators of board effectiveness in many board roles (Fiegener et 

al., 2000), as well as of the degree of professionalization of the board (Voordecker et al., 2007). 

The existence of different minorities (such as the director having an ethnic background or the 

number of women) in company boards has been discussed (Zahra & Pearce, 1989). In addition 
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to type (insider vs. outsider), other directors’ characteristics (like age, education, and values) 

have been included in the examinations (Zahra & Pearce, 1989).   

 

Size 

The size of the firm has the most critical impact on the size of the board, director compensa-

tion, and liability insurance limits and costs. Family firms have smaller boards than their non-

family counterparts. In general, empirical evidence indicates that smaller boards enhance firm 

performance (Sacristàn Navarro & Gómez Ansón, 2009). However, there are no empirical 

findings on the consequences of board size for board performance in family firms. As rare are 

also  empirical  studies  relating  to  type  of  directors  (Gersick  &  Feliu,  2014).  Because  of  this,  

Millstein and MacAvoy (in Gersick & Feliu, 2014) suggest some reasons for the mixed results 

when studying board structure in relation to firm performance to be the complexity of the caus-

al links, environmental events, and non-transparency.  

 

Linkages to the company and owners 

When evaluating board composition as a premise for board achievement in different roles, fre-

quently used measures are the number of inside and outside directors and the subsequent de-

pendence or independence of the board (Fiegener et al., 2000; Johnson et al., 2003). Fiegener et 

al. (2000) defined three categories of dependent directors (family directors, inside directors, 

and affiliated directors) and two independent ones (outside owner director and outside non-

owner directors). Family directors are relatives of the CEO, and may or may not be employed 

in the firm. Inside directors are managers of the firm, without kinship. Affiliated directors are 

not related to the CEO, but they have some other kind of relationship, such as via their profes-

sion with the firm (bankers, lawyers, accountants, and so on). An outside owner director is an 

outsider with equity interests when the outside non-owner director does not have these kinds of 

interests.  Some authors provide a simplifying definition for two main classes of directors:  in-

side directors serve as firm officers whereas outside directors are non-management members of 

the board. Empirical tests have confirmed and highlighted the importance of the definition for 

different (affiliated) directors groups (Fiegener et al., 2000, Voordeckers et al., 2007).   

 

A lot of effort has been put into research studying the proportion of inside and outside directors 

and the balance between them as an indicator of board independence (Johnson et al., 2003). 

The discussion about the board composition is dominated by suggestions to adopt relatively 

large, active, and external boards (Corbetta & Salvato, 2004). Lately, more attention has been 
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paid to the purpose of the board, and building the board by keeping an eye on this purpose. For 

example, Fiegener et al. (2000) found that in small private firms, board composition should be 

related to the factors influencing the CEO’s needs for decision discretion and board perfor-

mance in service and resource roles. The meaning of the compatibility of the company and its 

board has also been discussed (e.g. Johanisson & Huse, 2000).  

 

Hillman et al. (2000) noted that inside directors serve on boards to provide firm-specific infor-

mation, while outside directors primarily provide the resources needed to deal with external 

factors (Hillman et al., 2000). The advantages of having outside directors are their ability to 

provide independent assessment, new knowledge, and new kinds of problem-solving styles, 

and to give an external perspective (Fiegerner, 2005). They may also have a broader back-

ground (Ford, 1988), and facilitate the firm to change its governance to be more professional. 

Especially in smaller firms, the adoption of outside directors has been found to be a response to 

satisfy the demands from stakeholders who are not directly involved in the company (like in-

vestors) (Gabrielsson, 2007). Outside directors in big family businesses have an important in-

fluence in mitigating conflicts between shareholder groups (Anderson & Reeb, 2004). Boards 

with outside directors may also be more effective in acting in service role (Goel et  al.,  2014) 

for example providing counsel and linkages to external resources (Fiegener et al. 2000).  

 

According to Ward (1988), the best possible board consists only of outside directors plus the 

CEO, and the presence of two or more outsiders is a critical demarcation (Ward & Handy, 

1988). This lifts the owner's aspirations and confidence, helps shape and inspire the vision, and 

increases commitment. An effective (outside) board also opens communication and stimulates 

effective  action  on  sensitive  but  normal  family  business  issues.  In  addition,  it  raises  expecta-

tions and makes conduct more efficient for all members of the organization. The value to firms 

was found higher in cases where there was an outside board (Ward & Handy, 1988).  

 

The reason for recruiting outside directors and expectations toward their contribution seem to 

vary across theories (Gabrielsson & Huse, 2005). Jaskiewicz and Klein (2006) argue that from 

a theoretical point of view, it is the level of goal alignment between owners and managers 

which defines, for example, board size. In small and medium-sized family businesses, the 

family’s presence in ownership and management results in lower goal divergence, and this af-

fects both the board’s composition and expectations towards it. Family businesses with high 

levels of goal alignment between owners and managers tend to use stewardship theory-based 
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governance mechanisms.  In privately owned family businesses, this may occur as a low ratio 

of outside members on boards (Jaskiewicz and Klein, 2006).  

 

Criticisms of the superiority of outside boards also exist. For example, Ford’s (1988) findings 

support the opposite insight. According to his results, outside directors are less valuable and 

have less influence or importance for a number of variables. Two primary reasons for that are a 

lack of knowledge about the firm and its environment, and a lack of availability to the firm. 

The positive bias towards independence of the board rests upon the agency theoretical insight 

(Corbetta & Salvato, 2004). Voordecker et al. (2007) challenge the meaningfulness of the tradi-

tional distinction between inside and outside boards by arguing that there are several types of 

inside boards and that traditional classification is not able to encompass all variations. They 

suggest that it is not the independence of an outside director that is important, but rather the 

added value to the business (Voordecker, 2007).  

 

Empirical tests about the optimal composition of the board are based most often on the rela-

tionship between board composition and firm (financial) performance or firm value (e.g. An-

derson & Reeb, 2004; Brenes et al., 2011). However, findings relating to inside/outside boards 

and firm performance are contradictory. This is why Gersick and Feliu (2014) conclude that 

the aim of the research is moving away from “a blanket endorsement (or critique) of independ-

ent-director-dominated boards for all family businesses, and advocating the need to be situa-

tional, concluding that not one board style fits all” (Gersick & Feliu, 2014, pp. 202).  

 

 For  family  businesses  there  are  (at  least)  three  ways  and  motives  to  form a  board:  one  with  

outsiders  to  represent  all  owners  objectively;  one  with  both  insiders  and  outsiders  to  provide  

counsel and to mediate family business issues; and one with family directors to determine the 

family's  future  direction  (Ward  & Handy,  1988).  In  any  case,  an  optimal  director  in  a  family  

business should have wisdom created by the experience of different managerial tasks and 

knowledge of a typical family business issues, such as succession and continuity, career devel-

opment, and family dynamics. Understanding, supporting, and respecting the values and prin-

ciples that the family has, and enthusiasm about the future of the company, are also crucial 

(Gersick et al., 1997). As Alderfer (1988, pp. 253) puts it: “questions of how to compose and 

conduct the board expand to include questions of how to manage the family in relation to the 

board so that board meetings can effectively balance and utilize the perspective of family and 

firm”.  
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2.2.3 Board processes and CEO-board relationship 

 

Board research has been criticized about concentrating too much for structural board elements 

and performance relationship, and ignoring the meaning of board processes inside the board 

room for board effectiveness (Huse, 2000; Zattoni et al., 2012). Board processes consist of 

both psychological dimensions like trust and conflict management, and behaviour like debating 

and informing (Bammens et al., 2011). According to Zahra & Pearce (1989), the board process 

embodies five elements, being the frequency and length of meetings, the CEO-board interface, 

the level of consensus among directors on issues at hand, the formality of proceedings, and the 

board’s self-assessments. Most of the literature concerning CEO-board interaction highlights 

the existence of distinct functional or dysfunctional patterns of interaction between these actors 

(Pearce & Zahra, 1991). Pearce & Zahra (1991) form four categories for the board of directors 

based on CEO power and board power (Figure 4).  Caretaker boards are viewed as a legal ne-

cessity, and they are incapable of commanding decision-making power. Statutory boards are 

those known as rubber stamps, primarily confirming decisions made by a strong CEO. Proac-

tive boards are a true instrument of governance and their power surpasses that of their CEOs. 

Participative boards are as active as proactive boards, but the directors’ formal power is less, 

and processes to achieve decisions are different. These are discussing, debating, and disagree-

ing about important issues in a participative board, and differences of opinions are resolved by 

voting. However, the CEO-board relationship based on this typology has been tested empirical-

ly only to a limited extent (Pearce & Zahra, 1991).   

 

 
Figure 4.  Board of directors typology (Pearce & Zahra, 1991) 
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Besides power, other interaction variables used in studying CEO-board relationships are con-

trol, involvement, and vigilance (Boyd et al., 2010). These variables, together with the chosen 

theoretical perspective, influence the variance of both the framing and focus of studies. The 

power reflects the actors’ capacity to implement the outcomes they desire through both formal 

and informal means (Pearce & Zahra, 1991). The board’s ability to control the CEO effectively 

depends upon the distribution of power between the CEO and the board. In board studies, the 

power is typically conceptualized as the level of independence of directors from the CEO 

(Fiegener et al., 2000). CEOs in small firms often have a larger and more immediate impact on 

organizational processes and outcomes. This power extends to their ability to shape board 

composition (Fiegener et al. 2000). 

 

CEOs with outside boards see the benefit of using the board as a resource (advice and counsel, 

and accountability), while those CEOs with inside boards seem to see the board more as a legal 

requirement (Ward & Handy, 1988). CEOs with greater ownership and family stakes have less 

independent board compositions. One reason for this may be CEOs’ fears that outside boards 

may limit CEO discretion (Fiegener et al., 2000). CEOs with outside directors were more satis-

fied than CEOs with inside boards. Non-family professional managers tend to be more satisfied 

with their boards than entrepreneurs or family successors. Enthusiasm for outside boards is 

consistent regardless of the size of the firm (Ward & Handy, 1988).  

 

CEO duality 

The discussion about dual roles or CEO duality, the idea of the same person controlling both 

the  CEO and chair  positions  in  the  company,  relates  closely  to  the  control  role.  CEO duality  

may result in a conflict of interests, as the CEO may have incentives to reduce the board’s abil-

ity to monitor them.  This presumption of inefficiency in board task achievement is based on 

the assumption that monitoring is the main role of the board. However, some authors argue that 

in family businesses, where the board’s main role may be more to assist managers, not monitor 

them, duality may not necessarily be harmful (Sacristàn Navarro & Gómez Ansón (2009).  In 

their study, Braun and Sharma (2007) found that the duality itself has no effect on firm perfor-

mance, but that the separation of these two roles helps resolve agency problems between the 

owning family and minority shareholders. They also noted that the relationship between duality 

and performance is contingent on the family’s ownership stake in the firm, and that separation 

of these roles is a useful governance control if the risk of family entrenchment increases.   
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Advocates of CEO duality base their view on stewardship theory and argue that authoritative 

decision-making under the leadership of a single individual leads to better performance. Sup-

porters of the opposing view invoke agency theory to argue that the separation of these roles 

enables greater scrutiny of managerial behaviour and leads to better performance (Braun & 

Sharma, 2007). In the case of a family chair, Sacristàn Navarro et al. (2011) found a negative 

relationship between the family chair and firm performance. Villalonga and Amit (2006) stud-

ied whether and under what circumstances family ownership creates added value. They found a 

relationship between family management and control in relation to generation and value added. 

More specifically, family management adds value only when the founder serves as the CEO of 

the family firm, or as its chairman with a non-family CEO, but destroys value when descend-

ants serve as chairman or CEO (Villalonga & Amit, 2006). This partly supports the notion of 

Mishra et al. (2001) about the relation between founding-family control and firm value. The 

relation is stronger among firms with smaller boards, but only with a founding family CEO 

(Mishra et al., 2001).  

 

The board-CEO relationship has been studied, but only rare research examines the CEO’s ex-

pectations towards the board (van den Heuvel et al., 2006). The board can facilitate the stew-

ard’s effort by acting in service and advisory roles. A corporate governance structure, which 

gives the steward high authority and discretion, facilitates the steward’s pre-organizational ac-

tions. This is attained particularly if the CEO also chairs the board, and thus has unlimited con-

trol over the company and its strategy processes without the fear of interference from the board 

(Davis et al., 1997). An overlap of goals and values between the CEO, the board, and the or-

ganization is beneficial for the running of business. In this way, stewardship also has an influ-

ence on the board structure by approving links and social ties between board members  

(Corbetta & Salvato, 2004).   

 

2.3 Family business succession 

 

Since the 1950s, when succession research started (Fox et al. 1996), researchers have had dis-

cussions about the nature of it, and especially about whether succession should be seen as an 

event or a process (e.g. Lam, 2011). Churchill and Hatten (1987) defined succession to be a 

process where changes in management, in strategy, and in control are planned for and execut-

ed.  Further, they divided the transfer of control or power into the transfer of ownership (con-
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trol of property rights to the business) and the transfer of management (control of the business 

operations and strategic direction). In addition, they noted that this transfer is in response to 

natural biological forces of change, and is not a market-driven transaction, and because of that, 

the  most  important  influence  on  control  transfer  involves  the  relationships  that  exist  between 

the  parties  both  in  the  business  and  in  the  family  (Churchill  and  Hatten,  1987).  Handler  also  

took note of the relationship between the founder and successor, and the process during which 

the incumbent disengages from the business and, in contrast, the successor’s involvement in 

the business increases. In her article from 1990, Handler concentrates on the role of the owner 

and conceptualizes succession as a mutual role adjustment between the entrepreneur and next-

generation family members (Handler, 1990). Later, in 1994, she defines succession to be a 

multistage process that exists over time, beginning before the heirs even enter the business 

(Handler, 1994). In 1994, Handler, together with Dyer, separates the transfer of ownership and 

leadership by defining the succession to be the transfer of leadership and ownership to the 

next-generation family members (Dyer, Jr. & Handler, 1994). ). Murray (2003) summarizes 

this by defining succession to be a long-term process that involves the reorganization of inter-

dependent relationships in the family, business, and ownership systems (Murray, 2003). 

 

Morris et al., (1996), Sharma et al., (2001), and Lam (2011) all paid attention to the stakehold-

ers involved in succession, either at family level or wider. Morris et al. (1996) determine the 

parts of the succession to be those dynamics that recede and lead up to the actual transition, as 

well as the aftermath of the transition and its implications for the various involved parties. 

These parties can include family members both inside and outside the firm, non-family em-

ployees, the founder owner, customers, suppliers, and so forth (Morris et al., 1996 pp. 69). 

Sharma et al. (2001) define the succession to be a process that includes the actions and events 

that lead to the transition of leadership from one family member to another, in family firms. 

These two family members may be part of the nuclear or extended family, and may or may not 

belong to the same generation. However, to be a succession, there have to be three components 

in the family business: an incumbent leader, a willing successor, and a mechanism by which 

the succession takes place (Sharma et al., 2001). Finally, Lam (2001) summarizes this perspec-

tive briefly by defining the succession as an ongoing, developmental social process that in-

volves business founders, successors, and other stakeholders in a family business (Lam, 2011). 

 

Griffeth, Allen and Barrett (2006) highlight the two sides of succession further by determining 

the contents of the management and ownership transfer in a quite practical manner. Ownership 
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succession focuses on who will own the business, but also on when and how will that happen. 

Management succession focuses on who will run the business, what changes will occur, when 

will they be accountable for results, and how these results will be realized (Griffeth et al., 

2006). Succession has been defined through these or other phases, for example by Landsberg 

(1988), Dyck et al., (2002), and Lambrecht (2005).  

 

Succession happens between an incumbent and a successor, but many more stakeholders, in-

cluding family members both inside and outside the firm, non-family employees, customers, 

suppliers, individual directors, and so on, are also involved in the transfer during a long-

standing succession process (Landsberg, 1988; Morris et al., 1996). To understand succession, 

it is necessary to understand the interests and perspectives of these different stakeholders relat-

ed to the transfer.  Thus, researching succession requires analysis from the perspectives of fam-

ily, management, and ownership systems (Landsberg, 1988; Handler, 1994; Brockhaus, 2004). 

Thinking of succession from the perspective of a system consisting of the family, the business, 

and individual players also enables us to examine the factors and variables affecting the suc-

cession process, not only the phenomenon itself (Dunn, 1999; Murray, 2003). 

 

2.3.1. Succession as a long-standing process 

 

Churchill and Hatten (1987) divide succession into a transfer of ownership (control of property 

rights to the business) and a transfer of management control of the business’s operations and 

strategic direction. Both transfers can occur separately, but they will have implications for each 

other. Murray (2003) identifies two different ways to implement a succession. In an evolution-

ary journey, people in key roles change, but the type of ownership remains (e.g. a transition 

from father to son). During a revolutionary succession journey, both people in key roles and 

the structures in which they serve undergo some degree of change (e.g. transition from the con-

trolling owner to siblings) (Murray, 2003).  

 

Decisions  relating  to  the  transfer  of  ownership  and  management  power  will  be  made  over  a  

long period and at various stages of the family business’s life (e.g. Dyck et al., 2002). These 

kinds of decisions are, for example, decisions on keeping or selling the business, selecting a 

successor, training family members, preparing the exit of the founder (or earlier generation 

manager), developing the strategic directions for the future, and dealing with new and retired 

CEOs (Bechard & Dyer, Jr., 1983). The succession process is construed to encompass the ac-
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tions, events, and organizational mechanisms for ensuring the (smooth) transfer of the leader-

ship and ownership of the firm (Le Breton-Miller et al. 2004). On an individual level, this 

preparation can be seen as a diachronic process of socialization, which means that successors 

are gradually prepared for leadership through a life-time of learning experiences (Longenecker 

& Schoen, 1978).  

 

Longenecker and Schoen (1978) started to examine leadership succession as a process instead 

of as a single event. Like many others (e.g. Handler, 1990), they emphasized the individual’s 

perspective of succession and linked phases of the succession process to the successor’s life 

stages. They suggest a model of the succession process, including seven stages related to the 

time before the successor’s entry into the organization, the successor as a full-time employee, 

and finally, the transfer of the leadership position to the successor. The stages illustrate the 

successor’s socialization and development from a family member (pre-business stage) to a 

leadership position (mature succession stage) (Longenecker & Schoen, 1978). Handler (1990) 

names  three  phases  relating  to  the  successor’s  development  to  be  personal  development  (the  

time before the successor actively works in the business), business involvement, and finally 

leadership succession (the time of the actual change of business responsibility) (Handler, 

1990). Griffeth et al. (2006) represent a successor retentions model by using the turnover litera-

ture. The model describes the process of moving from being an outsider (just joining the organ-

ization) to being a socialized insider (the change and acquisition as a last stage of the model). 

Churchill and Hatten (1987) concentrate on management succession, and separate four addi-

tional stages that the business, the individual owner-manager, and the successor pass through to 

achieve the transfer. The stages are owner-management, training and development, partnership, 

and power transfer. By developing the models of Longenecker and Schoen (1978) and Church-

ill and Hatten (1987) further, and adopting ideas from role transitions theory, Handler (1990) 

presents the succession process as a mutual role adjustment process between the incumbent and 

the next-generation family member.  During the process, the involvement of the predecessor in 

the  firm  decreases  and  they  move  from  being  the  sole  operator,  via  monarch  and  overseer-

delegator, to being a consultant. Simultaneously, the next-generation family member’s in-

volvement in the firm increases and their position changes from being a helper, via manager, to 

being the leader or chief decision-maker in the firm. The predecessor enables the successor’s 

progress by delegating authority and tasks to them. While the successor adapts to a new role, 

this allows the predecessor to move forward to their new role. In practice, lessening (predeces-
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sor) and accumulation (successor) of involvement appear when transferring leadership experi-

ence, authority, power, and property (Handler, 1990; 1994). 

 

Le Breton-Miller et al. (2004) review a large amount of succession literature to develop an in-

tegrative model for successful succession. They present four stages of the succession process 

that are all influenced by both the family and business context, that unfold in sequence, and 

that are linked by the feedback that can change behaviour. The first stage includes establish-

ment of the ground rules such as creating a vision for the future, setting up a planning and 

monitoring process, and establishing rules for selection, guidelines for training, and roles for 

participants. The second stage is the nurturing and development of potential successors (e.g. 

formal education, on-the-job training, career development, and outside work experience). The 

third stage is the selection of the successor from among candidates, but also the selection of 

other  key  managers  and  the  teams  they  will  be  working  with.  The  fourth  stage  is  the  actual  

transfer and consists of, for example, the timing and nature of phasing out incumbent and the 

transfer  of  capital  between  or  within  generations  (Le  Breton-Miller  et  al.,  2004).  In  step  are  

also Dyck et al. (2002), who use an analogy of a 4 x 100 relay race and identify four factors 

that are important in the succession process. The sequence ensures that the successor has the 

skills needed to lead the organization to its next phase. The timing ensures the effective passing 

of the leadership baton. The baton-passing technique determines the details and mechanisms by 

which the succession will be achieved.  Finally, the communication provides cooperation and 

respectful and clear communication between the incumbent and successor (Dyck et al. 2002). 

For many researchers, the end of the process is the actual transfer of the leadership (e.g. 

Longenecker and Schoen, 1978), but varying views also occur. Sharma et al. (2003b) argue 

that it is not possible to pinpoint the exact time at which a family firm begins or ends the suc-

cession process. Fox et al. (1996) state that the succession process is only completed when the 

successor has gained legitimacy, and is also accepted by the stakeholders.  Morris et al. (1996) 

highlight that the implications of the transfer for involved parties are also part of the succession 

process. That is, the succession process will not end with the actual transition. Finally, Steier 

and Miller (2010) expand the succession to cover long-term changes that occur in governance 

philosophies, organization structures, and in the family as the firm progresses between pre- and 

post-succession periods and generations. In addition, the transfer of ownership, management, 

and control can occur within various overlapping stages and at different rates (Steier & Miller, 

2010). 
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Landsberg (1988) indicates four basic constituencies involved in succession to be the family, 

the owners, the managers, and people external to the firm. All groups involved in the firm have 

different goals and expectations towards the business. It can be, for example, a heritage for the 

family, the vehicle for career development for managers, and an investment for the owners. 

Each individual can also participate in more than one group. One of the most important influ-

ences on the transfer of power involves the relationships that exist between the parties both in 

the business and in the family (Churchill & Hatten, 1987). Fox et al. (1996) argue that six criti-

cal relationships to take into account during or while preparing for the succession process are 

relationships between: 1) the business and its key stakeholders (family and external), 2) the 

incumbent CEO and the business, 3) the successor and the business, 4) the successor and the 

incumbent, 5) the successor and key stakeholders, and 6) the incumbent and key stakeholders. 

All key stakeholders, within or outside the family, need assurance that the business is going 

well during and after the succession (Landsberg, 1988). 

 

2.3.2 Succession planning 

 

In general 

Succession planning is a dynamic process requiring the current ownership to plan the compa-

ny’s future with many involved parties. It means making the preparations to facilitate the trans-

fer process and to ensure the harmony of the family, the harmony between the family and non-

family constituents, the continuity of the enterprise, and fulfilment of the future needs of both 

the family and the business (Landsberg, 1988; Dunn, 1999; Sharma et al., 2003a). It is also 

interaction among several factors operating at the personal, relational, and organizational levels 

(e.g. the personal and career development of the successor, succession planning, and control 

activities) (Tatoglu et al., 2008).  

 

Succession planning has been proved to be one of the most important factors determining the 

continuity of a firm from one generation to the next. The overlap between the activities consid-

ered by the researcher to be components of the succession process, and between activities con-

sidered to be parts of succession planning, is significant (Sharma et al. 2003a). Succession 

planning itself also increases cooperation and communication between different stakeholders 

(Sharma et al. 2003b). Still, leadership transfer is seldom planned in a family business (Lands-

berg, 1988; Handler, 1990; Sharma et al., 2003a; Westhead, 2003). 
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Researchers have found several factors positively influencing the extent of succession plan-

ning. Davis and Harveston (1998) represent a process model of succession planning with four 

levels of analysis: individual-level characteristics (e.g. owner-manager’s age and education), 

group-level influence (e.g. family members participating in the day-to-day operations), organi-

zational-level attributes (e.g. size, formality), and resources (e.g. family funding). When testing 

the model empirically, they found that developing an extensive succession planning process 

rests mostly in the hands of those family members who are involved in the day-to-day opera-

tions across all generations. In addition, they found empirical evidence about the moderate ef-

fect of the generation on succession planning. Although each of the four levels were found to 

be significant among first-generation family firms in explaining the extensiveness of the suc-

cession planning process, the number of factors found to be significant declined with each suc-

ceeding generation (Davis & Harveston, 1998). If the incumbent is insecure about the ability of 

a potential successor to fulfil expectations, or about a successor’s trustworthiness, they are less 

likely to pursue succession and succession planning (Sharma et al. 2003a). 

 

Content of succession planning  

The planning should include tasks like formulating and sharing a viable vision of the future; 

selecting and training the successor; creating a career development plan for personnel and 

training the future top management team; designing the process for the management transition; 

making a retirement plan for the incumbent; making an estate plan for the ownership alloca-

tion; creating a financing plan;  creating the structures needed to implement the change, includ-

ing a family council, a management task force, and a board of directors; and finally, educating 

the family to understand the rights and responsibilities that come with different roles, and de-

veloping a strategy for the firm after succession (Landsberg, 1988; Davis & Harveston, 1998; 

Gersick et al., 1997; Dunn, 1999; Sharma et al., 2003b). 

 

Formulating and sharing a viable vision of the future; educating and communicating with the 

family; creating a strategy for the firm  

Communicating the succession decision appears to be the one of the most practised among the 

succession planning tasks and conformity with social convention predicts communication ac-

tivity (Sharma et al., 2003a). In addition, a shared vision about the family business’s future and 

ultimate goals is essential for successful succession (Morris et al., 1996; Le Breton-Miller et 

al., 2004). Helping the family overcome resistance means opening the communication chan-

nels, so that the family members discuss succession together and in different subgroups, to in-
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clude all relevant perspectives and consensus in the decision–making (Barnes and Hershon, 

1976; Landsberg, 1988; Handler, 1994). During the succession, the family councils may, for 

example, ensure that the potential successor meets both competence and social criteria (Le Bre-

ton-Miller et al., 2004).  A board of directors with concentrated and equity family ownership 

by board members can also help to align the interests of different stakeholders (Westhead, 

2003). 

 

Selecting and training the successor  

According to Sharma et al., (2003a), the existence of a willing successor is the spark that con-

trols the succession planning process (Sharma et al., 2003a).  The selection criteria for a suc-

cessor should reflect the needs of the business, but in family businesses, most owner-managers 

are unlikely to separate business and family interests when managing the succession and select-

ing the successor (Fox et al., 1996). Le Breton-Miller et al. (2004) list some factors to consider 

when selecting a successor for the family business. These include factors such as who should 

perform the evaluation and selection, what criteria they should use, when and how to carry out 

the assessment, and the range of positions to fill. Ensuring the fit between the career interest 

and  abilities  and  the  successor’s  role  is  also  a  critical  part  of  succession  planning  (Handler,  

1994). 

 

The incumbent’s willingness to step aside is reported to be one of the most important predic-

tors of a successful succession process (e.g. Sharma et al. 2003b). However, defining the post-

succession  role  of  the  incumbent  seems  to  be  relatively  rare  (e.g.  Sharma  et  al.,  2003a).  In-

stead, the estate plan (and tax planning as a part of it) seems to be the best planned part of the 

succession. For example, Morris et al. (2006) found in their study about succession planning 

(N=102) that the tax plan was made by 93% of respondents, the plan for distribution of shares 

by 67%, and buy/sell arrangements by 60% of respondents. (Simultaneously, the identity of the 

successor was planned by 67% and training of the successor by only 20% of respondents.)  

 

Creating the structures needed to implement the change, including a family council, a man-

agement task force, and a board of directors  

Morris et al. (1996) found that only a small percentage of the firms they studied used the board 

of directors, advisers, or outside consultants for succession planning. However, many research-

ers have pinpointed the benefits of using these structures during the succession and planning 

process. The creation of the channels or structures for different stakeholder groups for the open 
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discussion about succession issues seems to be critical for the success of the succession  (Dyer, 

1986; Landsberg, 1988; Le Breton-Miller et al., 2004). Sharma et al. (2001) argue that the 

presence of an active advisory board can influence the succession planning process if these 

boards are active both in terms of the frequency of meetings and in exerting their influence 

over the strategic direction of the business.  According to Landsberg (1988), creating the fami-

ly council opens a possibility for the family to clarify their voice and expectations. The family 

council’s function is to articulate the views of the family to the company’s board, so that those 

on the board can make decisions that protect the overall values, needs, and wishes of the family 

owners (Landsberg, 1988). This contributes to healthy family relations, which have been sug-

gested  to  have  an  influence  on  the  success  of  succession  (Griffeth  et  al.  2006).  On the  other  

hand, this is also in line with the findings of Davis and Harveston (1998), who found that while 

family councils may be good for communication and public relations, they may not be a poten-

tial source of influence in business decision-making (the need for responsibility).  

 

2.3.3. Estimating the succession; success factors 

 

There are at least two different perspectives for evaluating the success of the succession pro-

cess.  The  first  is  to  estimate  the  success  of  the  process  from  the  stakeholders’  point  of  view  

(e.g. successor, incumbent, other stakeholders), and the emphasis is on the manner in which the 

succession process is carried out (Handler 1994; Sharma et al., 2001; Le Breton-Miller et al., 

2004). So, things such as how well the succession is planned, the amount and quality of con-

flict between involved parties, and changes arising in managerial roles are objects for the eval-

uation when estimating the success of the succession process (Morris et al., 1996). 

 

The other perspective for success relates to the business and business performance. According 

to this perspective, the succession is successful when, objectively estimated, the firm’s perfor-

mance is subsequently positive and the business is ultimately viable after the succession pro-

cess (Sharma et al., 2001; Le Breton-Miller et al. 2004). Both perspectives are equally im-

portant, as the relationship between stakeholder satisfaction and business performance after the 

succession is likely to be inter-temporal in nature, but it is important to note that circumstances 

and events that contribute to a successful succession may compromise a firm’s performance, 

and vice versa (Sharma et al., 2001, Dyck et al., 2002). 
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Succession outcomes determine the effectiveness of the succession (Handler 1991; 1994). Be-

sides the next generation’s control of stocks, these succession outcomes are the assumption of 

leadership by the next-generation family member and their taking the title of president. To 

achieve these aims, the effective succession should include preparation of the heir (e.g. selec-

tion and grooming of the best candidate, training, mentoring as an important function for career 

development, planning, and the successor’s gained experience outside the business), relation-

ships between important stakeholders within the family and the business, and planning and 

control activities (e.g. succession and tax planning, use of an outside board, family council 

and/or family business advisers)  (Handler, 1994; Morris et al., 1996, Westhead, 2003).   

 

Sharma et al. (2001) suggest that the propensity of the incumbent to step aside and, on the oth-

er hand, of the successor to take over the business, succession planning, agreement to continue 

the business within the family, and acceptance of individual roles, all predict initial satisfaction 

with  the  succession  process.  Later,  empirical  tests  justified  that  all  but  the  decision  of  family  

members to continue the business were important determinants of the incumbent’s and the suc-

cessor’s satisfaction with the process. Interestingly, incumbents indicate that their satisfaction 

is influenced by the successor’s willingness to take over, but not their own propensity to step 

aside, and vice versa (Sharma et al., 2003b).  

 

Dunn (1999) found that progress with succession tasks was more evident when the life-cycle 

stages in the family, business, and ownership subsystems were congruent. Succession, as an 

intergenerational transition, changes the internal structures of a family enterprise system as it 

moves from one developmental stage to the next (Murray, 2003). Instead, the existence of sep-

aration strains, due to family involvement in the business, decreases satisfaction (Handler, 

1990, 1994). 

 

Successor’s perspective. The potential or ability to exercise personal influence in the family 

business, sibling accommodation, and mutual respect and understanding with the predecessor 

in succession all increase the successor’s satisfaction with the succession experience (Handler, 

1990, 1994). The successor’s commitment to perpetuating the family business as a family val-

ue adds to the experienced success of the succession.  The successor’s motivation and willing-

ness to demonstrate long-term commitment to the business (Handler, 1990; Le Breton-Miller et 

al. 2004); their ability to gain the necessary knowledge, skills, and competencies to manage the 

family business; and the possibility for mentoring and formal education also all promote a suc-
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cessful succession (Fox et al., 1996; Le Breton-Miller et al. 2004; Venter et al. 2005). Seeing 

the succession primarily as a process of knowledge transfer emphasizes how the majority of the 

significant learning experiences occur on the job and not during formal training (e.g. Cabrera-

Suárez, 2005). 

 

Incumbent’s perspective. The incumbent’s ability to set up mechanisms to promote construc-

tive participation by key stakeholders is critical to successful succession (Fox et al., 1996). To 

mobilize the founder towards succession planning, the founder’s emotional needs and insecuri-

ties about succession should be addressed, and the support network should be developed. The 

network can consist of peer founders/incumbents, but the family members also need to under-

stand what the succession means emotionally for the founder, and to learn how to support them 

through the transition. Sharpening the founder’s awareness of the need for planning is also im-

portant, as well as strengthening their sense of responsibility as a parent and as a CEO by vali-

dating succession planning as one of the leader’s highest duties. In addition, a clear vision 

about life outside the firm and the plan for the role during the transition may be helpful for the 

incumbent (Landsberg, 1988). Sharma et al. (2003a) found that the decisions relating to the 

timing and mode of succession seem to be made largely because of the availability of a willing 

and trusted successor, rather than incumbent’s desire to retain the business. Sometimes, this 

can lead the incumbent to delay, abort, or otherwise sabotage the final implementation of the 

succession.  Smoothing  the  incumbent’s  path  to  the  new  phase  of  their  life  has  a  central  role  

when preventing this.  

 

The quality of the relationship between the incumbent and the successor is relevant to succes-

sion (e.g. Brockhaus, 2004; Cabrera-Suárez, 2005). A good relationship between the key play-

ers promotes the incumbent’s motivation to choose a successor, overcome the anxiety of suc-

cession, confront it, and finally let go. The incumbent’s personality and needs are also signifi-

cant for the success of the process. For example, their ability to delegate tasks and power, trust 

the successor’s ability to learn and develop, and acceptance of possible mistakes influence both 

the  successor’s  motivation  and  their  ability  to  learn  the  responsibilities  that  the  new  task  re-

quires (Handler, 1990; Dyer, 1986; Landsberg, 1988; Le Breton-Miller et al. 2004; Venter et 

al., 2005). 
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2.3.4. Challenges 

 

The succession process brings together family expectations, the individual successor’s expecta-

tions, and those of the business. As a consequence, there is often a conflict between these vary-

ing expectations (Neubauer, 2003). Besides expectations, characteristics of the key players also 

produce challenges to the succession. Intergenerational succession creates a large age and ex-

perience gap between old and new CEOs (Miller et al. 2003; Cabrera-Suárez, 2005). Miller et 

al. (2003) summarize this by suggesting that problems in intergenerational succession are 

mainly caused by an inappropriate relationship between past and future.  

 

In  (small)  family  firms,  challenges  in  succession  often  arise  from  the  smaller  pool  of  talent  

from which to draw a successor (Chittoor & Das, 2007), emotional factors in the incumbent-

successor relationship, complex social ties with the family involved in the business (Le Breton-

Miller et al. 2004), and a lack of consensus on the timing. Succession is also a rare event in a 

family business, so there is no experience or knowledge in the company about handling the 

situation. Many times, major conflicts arise over the direction of the business itself and because 

of  the  differing  interests  of  owners,  such  as  whether  to  keep  or  sell  the  business  (Bararch  & 

Ganitsky, 1995; Fox et al., 1996). A poor situation in the market environment or problems in 

the firm’s operative management (e.g. if the product or service range no longer meets the mar-

ket requirements, or if there is an outdated management style or organization structure) may 

also predict problems within the succession process (Westhead, 2003, Neubauer, 2003). 

The  role  of  the  incumbent  in  the  success  of  the  business  is  significant,  so  it  is  not  surprising  

that quite many problems experienced during the succession process are also related to the in-

cumbent leader (Beckhard and Dyer, 1983; Sharma et al. 2003a). Incumbents have difficulties 

contemplating succession for several reasons. They may fear the loss of power or legitimation 

to participate in the day-to-day operational decision-making and loss of status in the business, 

but also within the family. Succession planning forces the incumbent to face their own mortali-

ty (Landsberg, 1988; Davis & Harveston, 1998). Incumbents may also fear the loss of an im-

portant part of their identity (Landsberg, 1988; Handler, 1994; Fox et al., 1996; Davis & Har-

veston, 1998).  

 

The reluctance may manifest in many ways, for example, as a reluctance to delegate power or 

as an ambivalence towards succession planning (Landsberg, 1988). The incumbent’s reluctance 

to delegate power may frustrate the learning process of the successor and decrease the succes-



 
 

78 
 

sor’s motivation towards the succession process. It can also reduce their credibility in the eyes 

of  employees  and  other  key  stakeholders  (Fox et  al.,  1996;  Griffeth  et  al.  2006).  The  incum-

bent’s resistance towards the succession can also be represented as a poor choice of successor 

(Handler 1994), when the incumbent either chooses the wrong kind of successor (see e.g. Lev-

inson 1971) or tries to perpetuate the organization’s future leader in their own image (Handler, 

1994). A lack of support from the incumbent to the successor may also be one example of self-

defeating behaviour as a response to opposing feelings towards succession (Landsberg, 1988). 

 

The founder (and probably the incumbent of further generations) is not alone in resisting the 

planning process, but the family, the managers, the owners, and the environment outside the 

firm may also have reasons to resist the change and succession planning as a route to the 

change. The simultaneous changes within family life interfere with the family’s ability and 

willingness to engage in an open discussion of succession issues (Landsberg, 1988; Barnes & 

Hershon, 1996). In addition, the power imbalance, family conflicts, and the lack of a successor, 

as well as the factors relating to organizational culture, structure, and stability, complicate the 

succession process (Handler, 1994). 

 

2.3.5 Board of directors and succession  
 

Assembling a good board of directors is a crucial step in creating favourable conditions among 

family members and executives for a successor’s successful succession (Landsberg, 1988;  

Barach and Ganitsky, 1995; Brun de Pontet et al., 2007). Still, relatively little has been written 

about the family business board-succession relationship, and the approach to the topic is two-

fold, while earlier studies have mainly focused on the board as a structure (e.g. frequency of 

meetings and composition) or the tasks/roles the board has during succession (e.g. participation 

in succession planning, control of the implementation) (Landsberg, 1988; Morris et al., 1996; 

Westhead, 2003; Le Breton-Miller et al., 2004). 

 

The central issue when examining the family business board’s composition is whether the 

board should be composed, at least partly, of outsiders, or whether a board consisting only of 

family members is effective in achieving goals that are important for both the business and the 

family. Morris et al. (1996) found that outside boards of directors can be used as a mechanism 

for starting a dialogue and controlling the progress of the process. Westhead (2003) states that 

during the succession, an inside board can ensure that family agendas, and the cultural founda-
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tion of the business are considered and protected. However, when formalizing the family firm, 

firms need more outsiders on their boards. An outside board can objectively evaluate a poten-

tial successor, observe and coach, and provide them with independent help after transfer 

(Whistler, 1988; Westhead, 2003). However, when bringing outsiders onto the management 

team or the board, advisers should be trained to understand and monitor emotional processes 

between family members and the role they can be subtly recruited to play in these (Dunn, 

1999). At least equally important is to get an incumbent to listen to advisers’ recommendations 

(Le Breton-Miller et al., 2004).  

 

Handler found that strategic planning and continuity planning are related, and a significant re-

lationship has been found between an outsider–dominated board and the level of continuity 

planning (Handler, 1994). Landsberg (1988) states that the most effective way of activating the 

owners to develop a succession plan is to activate the board of directors, and Westhead  (2003) 

continues by arguing that an active board of directors has to not just wait, but insist on a suc-

cession plan. The board can also support the planning process by providing a source of exper-

tise and perspectives, and controlling the implementation of the created plan (Landsberg, 1988; 

Le Breton-Miller et al., 2004). Westhead (2003) researched the succession decision-making 

outcomes and studied whether the board establishes clear-cut objective criteria for succession, 

more specifically for the retirement of the incumbent, the CEO’s selection of a successor, and 

family members’ acceptance of the succession plan.  

 

Finally, the family business board can promote the succession by smoothing the emotional at-

mosphere during the succession. Dunn (1999) argues that, according to the family system theo-

ry, progress in succession tasks is made insofar as family members can reduce rather than sus-

tain their anxiety. The important task for the board of directors is therefore to mute the anxiety 

shifted from the family domain to the business domain until the issues causing anxiety are re-

solved (Dunn, 1999). One concrete example of this is the board providing the incumbent with 

incentives to develop successors and to leave the company (Westhead, 2003), or even using 

pressure  on  the  incumbent  to  reduce  their  level  of  control  in  the  firm (Brun  de  Pontet  et  al.,  

2007). 
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3. THE BOARD AS PART OF FAMILY BUSINESS GOVERNANCE  

 

The purpose of this chapter is threefold. First, the chapter positions the board as part of family 

business governance. Second, the chapter aims to point out the actors (owners and managers) 

and relationships (CEO-board and owners-board) that are important in order to understand the 

board as a governance structure and an actor in the family business context. Third, making the 

context and possible changes in internal factors (relating to owners) and external factors (relat-

ing to environmental and other external contingencies) visible, the chapter lays the foundation 

for understanding the board as a dynamic, developing element of governance.   

                                                                                                                                                                                                        

Sharma and Nordqvist (2008) mention governance to be a system consisting of structures and 

processes for directing, controlling, and accounting for a family firm in the long term. Govern-

ance systems include the determined ways to implement management and the form of owner-

ship, but also the board of directors (Carney, 2005; Chrisman et al., 2005b; see also Figure 5). 

Understanding the varying needs of different stakeholders is important for effective govern-

ance. In small and medium-sized closely held businesses, this characteristic may be empha-

sized because of the relatively close interaction between different shareholders, and their often 

overlapping roles in the family and business (Mustakallio et al., 2002). In addition, families 

tend to act as a collective - a group of people as well as individuals - and because of that, they 

also have aims to develop the business and a family strategy on the conditions of that group 

(Rautiainen et al., 2010). For long-term sustainability, the family business needs a governance 

structure that promotes cohesion and a shared vision within the family, that helps reduce harm-

ful conflicts, and that matches the complexity of the firm’s stakeholder structure (Mustakallio 

et al., 2002). By choosing a particular governance structure, a voice can be given to different 

perspectives. For example, in a family council, the focus is often on family-related issues 

(Nordqvist et al., 2014), while the board of directors (or advisers) focuses on overall strategic 

topics (Sharma & Nordqvist, 2008) and monitoring the strategy implementation.   

 

The overlap between the different roles that shareholders have in family businesses is well-

recognized (e.g. Vilaseca, 2002), as well as the influence of family involvement on different 

parts of family business governance, meaning management, ownership, and the board of direc-

tors (Chrisman et al., 2005b; see Figure 5). However, earlier studies have most often concen-

trated on studying only one type of governance mechanism at a time. Most commonly, this has 

been the board. Brunninge et al. (2007) suggest that governance research would benefit from 
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research that disentangles ownership, board, and management issues, and investigates how 

these are inter-related in creating key organizational outcomes (Brunninge et al., 2007).  

 

3.1 Family business board of directors 

 

The family system has effects on various board dimensions, such as tasks (e.g. resolving family 

disagreements), composition, and processes (e.g. Voordecker et al, 2007; Bammens, 2008), but 

also on the expectations the board faces. Ward (1987) states that an effective family business 

board is one of the most important structures and processes in maintaining the company’s con-

tinuity  and  success.  To  enable  success,  the  board  has  to  operate  in  multiple  roles  within  the  

governance role. Traditional board domains are, for example, participating in the strategic 

planning process and the firm's budget process, the management succession process, and the 

process of filling vacancies on the board and in top management; reviewing management poli-

cies; and participating in crisis management and new venture development (Ford, 1988). Late-

ly, general and technical advice, counsel, an arbitration or mediating role among family mem-

bers, networking, and disciplining of management have also been brought into the discussion, 

and traditional control and strategy roles have had service (or support) roles added to them (e.g. 

Zahra & Pearce, 1989; Huse & Rindova, 2001; Voordecker et al., 2007). In order to achieve all 

the tasks, the board works in interaction with the owners and management.  

 

3.2 The CEO of the family firm  

 

One of the decisive governance relationships within a family business is between the board of 

directors and the CEO. The CEO is a central resource allocator and decision-maker, including 

in family firms. The board controls the CEO on behalf of the (rest of the) owners (see Figure 5) 

and has the right to hire, fire, and compensate the top-level managers, including the CEO, by 

providing incentives that encourage them to act in the owners’ best interests (Fama & Jensen, 

1983; Schulze et al., 2001). The role of the CEO in family businesses has mostly been studied 

using either agent or stewardship approaches.  

 

Agency theory’s original view is that an alignment of ownership and management within a 

family business would alleviate the agency problem and eliminate the agency costs of owner-

ship (Jensen & Meckling, 1976; Fama & Jensen, 1983). However, many scholars (e.g. Schulze 
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et al. 2001; Gomez-Mejia et al., 2001) have proved that there are also agency problems in 

family businesses, although the origin of the problems may vary due to the distinctive elements 

of family businesses. For example, contracts between the owning family and family agents in 

family businesses are more likely to be based on emotions and sentiments than in non-family 

firms. This engenders agency contracts typical for family businesses, based on other than pure-

ly economic rationality (Gomez-Mejia et al., 2001; Chua et al., 2009). Entrenchment of family 

control can also create agency problems for minority shareholders in the family business con-

text, and these problems may be even more severe in family-controlled firms than in non-

family ones (Gomez-Mejia et al., 2001).   

 

Different observations and results are mostly explained by stewardship behaviour (e.g. Davis, 

Schoorman & Donaldson, 1997).  In the family business context,  agency theory aims to mini-

mize potential costs, whereas stewardship theory aspires to maximize potential performance 

(Corbetta & Salvato, 2004). A steward identifies with their organization. Reaching for success 

for  it,  the  steward  can  act  altruistically  to  achieve  the  organization’s  goals.  Contrary  to  most  

agency theoretical approaches, the stewardship perspective understands altruism to be an im-

portant inhibitor of relationship conflicts, and a facilitator of, for example, the participative 

strategy process that, in this way, leads to the better performance of the family firm (Eddleston 

& Kellermanns, 2007). From the board’s point of view, the nature of the relationship between 

the top management and owners determines board roles and the nature of board processes, es-

pecially the relationship between the board and the CEO. 

 

3.3 The influence of context and contingencies on governance needs  

 

Board roles and characteristics are context dependent, varying among national cultures and 

different company types, and reflecting family characteristics and objectives (Corbetta & Sal-

vato, 2004; Voordecker et al., 2007). For example, Ward and Handy (1988) found that family 

businesses can design their boards of directors in at least three ways. Firstly, the family busi-

ness can choose a board with (mainly outside) directors, who assume the role of representing 

all the owners, are business oriented, and have influence on the business’s future direction and 

decisions. Secondly, the board can include family members and some outside directors, whose 

role is to provide counsel and to mediate family business issues. Finally, the board can be an 

arena for owning family members to discuss and make decisions about the family business’s 

future direction and, for example, succession issues (Ward & Handy, 1988). The context af-
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fects the board. As there are changes in the context, these changes are very likely reflected in 

the board of directors. 

 

Besides context, many authors have emphasized the importance of contingencies when study-

ing governance issues (e.g. Corbetta & Salvato, 2004; Pieper et al., 2008; Voordecker et al., 

2007; Goel et al., 2014). For example, contingency variables influencing board composition 

are nature of ownership; CEO personality and experience; size, type, and life-cycle stage of the 

firm; ownership structure and composition of the management team; firm complexity, industry, 

location, and previous performance (Huse 1994; Corbetta & Salvato, 2004); succession plan-

ning; and generational issues, family size, and family firm objectives (Voordecker et al., 2007). 

In this study, contingencies are divided into two categories:  contingencies relating to owner-

ship and contingencies relating to the business (see Figure 5). The family and the business re-

act to the (changing) contingencies. From the board’s perspective, this may mean new tasks, a 

new composition, and/or changes in relationships between the board and top management 

and/or the board and owners. 

 

 
 

Figure 5.  The board as a part of family business governance  

 

  



 
 

84 
 

3.4 Ownership issues  

 

Ownership is a reason and a basis for governance activities. Governance refers to ownership, 

but treating these as synonymous is too limited a view. Gersick and Feliu (2014) note that gov-

ernance is not only the matter of ownership rights, but it also determines how the use of owner-

ship power is organized within the firm.  When the ownership structure changes, the goals and 

values also change. If the ownership structure becomes more complicated, goals and values 

become more diverse (Ward, 1987; Vilaseca, 2002). As families expand and owners mature, 

cohesion at the ownership level becomes crucial. This is a challenge, especially for sibling and 

cousin-owned firms (Ward, 1987). In addition to ownership, the family itself, the business 

structure, the dynamics of the family-business relationship, the evolution and development of 

the family business over time, outcomes, and individual motivations have been found to influ-

ence the interests and goal conflicts (Vilaseca, 2002). When a family business develops and 

diversifies, and ownership is shared among multiple family members, there is an increasing 

need for monitoring the attitudes and expectations of the expanding number of family-member 

shareholders (Thomas, 2009). Changes in ownership may change the goals set for the business 

by the owners. Changes in key vacancies may also exist.  

 

3.5 The board as a developing part of family business governance 
 

The family business can be seen as a system in which parts are in continuous interaction, not 

only  with  each  other,  but  also  with  the  surrounding  world  (see  Figure  5).  The  governance  of  

the family business should also be approached holistically. For example, Basco and Rodríguez 

(2009) found that family enterprises that put more emphasis on the family and business as a 

whole have better results and similar business results when compared to those firms that limit 

governance to only the business. Further, using the board will improve the firm’s survival and 

goal achievement only if it is supported by fine-grained understanding of the specific govern-

ance needs of the particular firm. This emphasizes the meaning of the contingency approach 

(Corbetta & Salvato,  2004; Lane et  al.,  2006),  but also sensitivity to the interests of different 

owners and owners groups. From the board’s perspective, there is a need to study how the 

board interacts with the rest of the system, and how the board influences the remaining part of 

the governance system.  
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Steier (2001) argues that from a strategic perspective, a key managerial challenge is to create 

and sustain governance structures that fit the realities of changing external and internal envi-

ronments. In the family business context, the change may occur on many levels, capturing 

changes in the family as well as in the business. The closeness of the family has a strong influ-

ence on various board dimensions (e.g. Ward & Handy, 1988; Voordeckers et al., 2007; Bam-

mens, 2008). The assumption of continuity and generational changes are a unique feature of 

family businesses (Gersick et al., 1997), and as, for example, Ward (1991), Dyer (1986), and 

Bammens (2008) note, these changes have an influence on expectations towards the board’s 

activities. In addition, the growing complexity of the business and ownership structure across 

generations affects the board. As there is already a consensus that the governance as a whole 

should develop along with the changing external and internal environments (e.g. Steier, 2001, 

Nordqvist et al., 2014), it seems that the board should also develop along with the family and 

the business, in order to preserve its effectiveness and relevance (Ikäheimonen et al., 2013; 

Goel et al., 2014). 

 

There are some studies on board development. These studies concentrate on the development 

of the board’s role (e.g. Dyer, 1986; Ward, 1991) and/or board developments under some par-

ticular  circumstance  or  contingency,  like  a  change  in  generation  (e.g.  Bammens  et  al.,  2008;  

Ikäheimonen et al., 2013).  For example, Dyer (1986) identified four basic roles for the board 

of directors in a family business. These roles – the paper board, the rubber-stamp board, the 

advisory board, and the overseer board – are defined from different life-cycle stages of family 

businesses (Dyer, 1986). Based on these examples, the reasoning in this study is based on the 

assumption that the role of a family business board is not, and should not be judged as, a static 

a priori decision. Ward (1991) also highlights the dynamic aspect of the family business board. 

However, wider insight is needed to clarify what aspects this dynamism includes besides the 

board role.  
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4. RESEARCH METHODOLOGY 

 

In the following chapter, I will introduce the methodology and data used in this study. First, I 

will consider the nature of qualitative research as a philosophical choice arising from ontologi-

cal and epistemological viewpoints relating to the examination of the phenomenon.  I will con-

tinue by presenting the case study approach as a research strategy, and the meaning of time to 

the phenomenon under study (or the process nature of it). In the empirical part of the chapter, I 

will present the critical event technique (based on the critical incident technique), which I will 

use to bring out the particular characteristics of both cases and help to highlight those events, 

happenings, and relationships that are crucial to know in order to understand these cases and to 

get answers to the research questions. Finally, I will describe the implementation of the study 

by presenting the data, its collection methods, and way to analyse it. The chapter will end with 

an evaluation of the qualitative case-study as a research method. 

   

4.1 Qualitative approach and philosophical background of the study 

 

The methodological choices the researcher makes arise from their insight into reality and truth, 

and in an ideal situation from the research questions (e.g. Yin, 2003; Lincoln & Denzin, 2003). 

In  this  study,  I  will  use  qualitative  methods  when seeking  answers  to  my research  questions.  

Using qualitative methods offers good possibilities to get close to the target (informants and 

critical events), and to get data that helps to create an interpretation of the situation, and to find 

answers to the research questions. Qualitative methods enable development of the topic, re-

search questions, and methods used, as the research proceeds. A qualitative case study is part 

of the research tradition where the researcher seeks similarities and particularities from the text 

or action, and uses either phenomenological methodologies or hermeneutic interpretation to 

achieve this goal (Tuomi & Sarajärvi, 2002).   

 

Since the 1980s, the expansion of qualitative inquiry has been significant (Miles & Huberman, 

1994). However, there is still discussion about the purpose or meaning of qualitative research 

and criticisms of qualitative methods (e.g. reliability of methods and validity of explanations) 

(Silverman, 2000). Most often, the discussion concentrates on the differences between qualita-

tive and quantitative approaches. This discussion is not based on the type of evidence, but on 

different philosophical beliefs (Yin, 2003). In other words, the struggle takes place between 

two different viewpoints because of ontological and epistemological issues relating to the na-
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ture of reality and truth. Differences between two viewpoints are fulfilled as an insight into 

subjectivity and objectivity, and as a methodological choice between interpretation (basing on 

understanding of particularity) and testing (basing on generalizability) (Burrell & Morgan, 

1979).  

 

My insight into reality is based on the subjectivist viewpoint. This means that I understand (so-

cial) reality to be socially constructed, and concepts, names, and words are bricks used for this 

construction (Burrell & Morgan, 1979). From this point of view, knowledge is relative and 

related to the actors participating in its production. Understanding what is going on within the 

phenomenon under study is the key for knowledge creation. Denzin and Lincoln’s (2003) ar-

gument that objective reality can never be captured, but the researcher can know a thing 

through its representation (Denzin & Lincoln, 2003), describes my perception well.  

 

There are multiple definitions of the concept “qualitative research”. Confusion is caused by the 

fact that the term is sometimes limited to mean only data collection methods, or only one type 

of research inside the qualitative research tradition (e.g. phenomenology) (Tuomi & Sarajärvi, 

2003).  Denzin and Lincoln (2003) define qualitative research to be a “situated activity that 

locates the observer in the world” (Denzin & Lincoln, 2003, pp. 4).  This means that research-

ers study things and phenomena in their natural settings, attempting to make sense of, or to 

interpret, phenomena in terms of the meanings people bring to them. Qualitative studies are 

achieved by using different methods, empirical materials, and a wide range of interconnected 

interpretative practices in order to secure an in-depth understanding of  the  phenomenon in 

question (Denzin & Lincoln, 2003; Miles & Huberman, 1994). The most usual methods for 

data collection are interviews, questionnaires, observations, and knowledge based on different 

documents (Tuomi & Sarajärvi, 2002). 

 

Typical of qualitative analysis is communication, and the researcher’s ability to justify their 

reasoning and create concrete examples based on the findings. When using qualitative meth-

ods, the analysis is not the last stage of the research process, but it happens in interaction with 

the data collection (Kyrö, 1995). Alasuutari (1994) continues by comparing qualitative re-

search with the solving of puzzles; each clue itself can point to different solutions, but when 

the number of clues increases, the number of possible answers will decrease, so that finally 

there will be only one possible solution left.  Qualitative research can also be used to deepen 

knowledge achieved from quantitative studies, or the knowledge gained from qualitative study 
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can be generalized to a wider sample by using quantitative methods (Koskinen et al., 2005). 

One  of  the  most  usual  purposes  of  qualitative  study  is  to  explore  a  new area  and  to  build  or  

uncover a theory about it (Eisenhardt, 1989b; Miles & Huberman, 1994).  

 

4.2 Case-study approach as a research strategy 

 

A research strategy covers the logic of design, data collection techniques, and approaches to 

data analysis (e.g. Patton, 2002). A case study as the research strategy focuses on understand-

ing the dynamics present with a single setting (Eisenhardt, 1989b). Choosing it as the research 

strategy does not mean commitment to any particular method of analysis (Stake, 2003). A 

shared goal of the exploitation of the case study approach is typically the desire to understand 

complex social  phenomena, and the approach suits especially well  when the aim is to answer 

“how” and “why” questions. When the researcher has little or no control over events, and when 

the contextual condition has an influence on the phenomenon, the case study is also well suited 

(Yin, 2003). Within business administration, the case study has traditionally been used espe-

cially when there has been a need for new theory development. For example, Gibbert, Ruigrok 

and Wicki (2008) state that case studies are considered the most appropriate tools in the criti-

cal, early phases of new management theory, especially when key variables and their relation-

ships are being explored.  

 

Regardless of different types of classification, the characteristic distinguishing case studies 

from other types of research is that in a case study, the object of the research is a specific, 

unique, and bounded system (Stake, 2003). It is also typical of cases that although researchers 

seek both what is common and what is particular, the results often include something uncom-

mon. In order to capture the particularity, researchers tend to gather versatile data from relating 

issues/elements. When analysing cases, the results are drawn from the nature of the case, the 

case’s historical background, the physical setting, and the political, economic, legal, or other 

context. Other cases through which the particular case is recognized, and informants through 

whom the case can be known, also have an influence on the results (Stake, 2003).  

 

Miles and Huberman (1994) name the strengths of the qualitative case study to be its real life 

closeness, local groundedness, richness and holism, flexibility, and sustained period, enabling 

the study of processes and even assessment of causality, connecting meanings to the social 

world, possibly using supplementary quantitative data. They also emphasize that a qualitative 
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case study is not just preparation for empirical testing, but the method enables the forming of 

hypotheses and even the testing of them (Miles and Huberman, 1994).  

 

There are single and multiple case studies. For example, Yin (2003) presents four different 

versions of case design types by using the number of cases and the unit of analysis as a basis of 

classification. He also gives some reasons for each choice. One reason for a single case study is 

the longitudinal case, studying the same case at different points in time. When deciding to in-

clude more than one case, every case should serve a specific purpose within the overall scope 

of inquiry (Yin, 2003). Yin also notes that a multiple case study may consist of multiple holis-

tic cases or multiple embedded cases. According to Yin, a reason to choose multiple cases is 

replication, and cases should be selected so that they predict either similar results or contrasting 

results but for predictable reasons. In my study, this is not the aim, but both cases have their 

own unique characteristics, and offer possibilities to learn. It is more like a continuum of ex-

ploration than a replication of two different cases.   

 

4.3 Process approach 

 

There are two broad classes of process theories existing in organizational science: (1) those that 

conceptualize phenomena as recurring patterns of a cycle, and (2) those that conceptualize the 

processes as a sequence of events or stages (Monge, 1990). In this study, the process is under-

stood as a sequence of individual and collective events, actions, and activities unfolding over 

time in context. The social reality is seen as a dynamic process instead of a steady state (Petti-

grew, 1997). The study of how an organizational change emerges, develops, grows, or termi-

nates over time, is actually seeking underlying generative mechanisms or laws that have the 

power to cause events to happen in the real world, and the particular circumstances or contin-

gencies when these mechanisms operate (Van de Ven & Huber, 1990). Pettigrew (1990) argues 

that theoretically sound and practically useful research on change should explore the context, 

content, and process of change, together with their interconnections through time.  In this 

sense, the case study approach fits well with the study of processes, as Yin (2003) states the 

strength of the case study to be that it allows the researcher to trace events over time. The lon-

gitudinal (comparative) case method provides an opportunity to examine continuous processes 

in context and to draw on the significance of various interconnected levels of analysis. This 

enables the revealing of multiple sources and loops of causation and connectivity, and in this 

way, identifying and explaining patterns in the process of change (Pettigrew, 1990).     
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Studying processes from the event or stage perspective needs identification of the stages in the 

sequence, and the specification of the conditions of movement from one stage to the next 

(Monge, 1990).  Pettigrew (1990; 1997) emphasizes the importance of embeddedness;   study-

ing change in the context of interconnected levels of analysis. This should be done by recogniz-

ing temporality by locating change in the past, present, or future. There is also a need to ex-

plore context and action, and especially how context is a product of action, and vice versa. One 

should also consider the central assumption about causation in this kind of holistic analysis 

(explanations of change are bound to be holistic and multifaceted), and the ambition to link the 

analysis of the process to outcomes (Pettigrew, 1990; 1997). 

 

4.4 Research method used in this study 

 

The chosen research strategy in this study is a case study with two different and rich cases. 

Both cases represent Finnish medium-size businesses, but they differ with regard to the busi-

ness field, generational stage, and ownership structure. Differences between cases are not seen 

as an obstacle to their use in the same study. Rather, differences enable the study of board par-

ticipation and development more deeply, and help to find more events influencing governance 

of the companies. For example, when studying influences that ownership issues have on gov-

ernance and the board of directors, the first case examines these effects through the succession 

and ownership changes related closely to it. On the other hand, in the second case, the exami-

nation is directed towards ownership operations in general. The use of two cases makes it pos-

sible to study the topic from different perspectives, and to reveal underlying similarities and 

patterns behind events. 

 

Cases are studied through a process perspective in order to clarify the development of the 

board  as  a  part  of  the  governance  system,  and  the  reasons  leading  to  this  development.  The  

strength of the case study is in its ability to deal with the wide variety of evidence (Yin, 2003), 

and it is typical for case studies to combine different data collection methods (archives, inter-

views, questionnaires, observations). Evidence can also be qualitative or quantitative, or a mix-

ture of both (Eisenhardt, 1989b; Yin, 2003). In this research, I implement the case study by 

using qualitative methods. Using qualitative approaches is favoured because of its ability to 

disengage  itself  from the  customary  and  study  topic  from a  fresh  point  of  view,  enabling  the  

production of new knowledge (Koskinen et al., 2005). Understanding the underlying logic in 
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the process of change needs data on events, interpretation of patterns in those events, and logic 

that may explain how and why these patterns occur in particular chronological sequences. 

What is important is not the events, but the logic that gives events meaning and significance 

(Pettigrew, 1990). Qualitative methods fit well with these aims and needs. 

 

4.4.1 Case selection  

 

Stake (2003) underlines the distinction between case study research and sampling research by 

noticing that cases are primarily not studied to understand other cases, but to understand the 

particular case. He defines some criteria for case selection by arguing that in qualitative field-

work, the purpose is to build in variety, and acknowledging opportunities for intensive study, 

which leads to the use of purposive samples (Stake 2003).  Selected cases should maximize 

what could be learnt, they should be easy to get to and hospitable to the researcher’s intentions 

(if possible), and the prospective informant should be identified and be willing to comment on 

draft material. Naturally, the case itself should be unique and both the case and the context 

should enable learning (Stake, 1995). “Opportunity to learn is of primary importance” (Stake 

2003, pp. 153).  

 

In this study, the case selection followed the sampling guidelines suggested by Patton (2002) 

for purposive samples. The criteria for selection were as follows: the case is a family-owned 

business; it has an actively operating board of directors; the business has gone through at least 

one family business succession process; and there is more than one generation of family mem-

bers available for data gathering. The chosen two cases fulfil these criteria well. They both 

represent Finnish family-owned businesses; both have had at least one succession; and in both 

cases, there are interviewees available from two generations and different positions. Although 

both case firms have their unique characteristics (e.g. ownership structure, field of business, 

and generation in charge), they both have very active boards of directors. See the case charac-

teristics more closely in Table 3 below. 
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Table 3.  Case characteristics 

 

Characteristics Case 1: Fashion House Case 2: Garden House 

Age about 100 years about 50 years 

Size 
70 employees, 

turnover of 7.6 million € 

100 employees, 

turnover of 15 million € 

Field of business fashion gardening 

Owners 

12 (mainly) 4th generation owners; 

share of ownership changing between 

4% and  20%; three owners partici-

pating in daily operations 

Two owners: second generation 

owner-manager with 90% of 

shares, first generation owner with 

10% of shares (not participating in 

the daily business) 

Generation in charge 4th/ cousins 2nd/ siblings 

Board of directors 

Five members, including three own-

ers, one manager of the firm, and one 

from outside the firm (but inside the 

family). 

Three members, the owner and 

two outsiders; in addition one out-

side adviser participating in all 

board meetings.   

Informants 7 6 

Collected data 

Ten interviews, the history of the 

company, records of board meetings, 

records of annual general meetings 

Six interviews, newspaper stories, 

entries of trade register 

 

 

Yin argues that different kinds of case studies are appropriate for different kinds of needs, and 

that the case study approach is thus useful for exploratory, descriptive, and explanatory re-

search (Yin, 2003). Stake (1995) continues with the purposes of different case study types and 

brings out intrinsic (the need to understand the particular case), instrumental (using the case for 

understanding something else, to provide insight into an issue or redraw a generalization), and 

collective (instrumental case study extended to several cases) case studies (Stake, 1995). My 

cases are exploratory in their nature (Yin, 2003), and their purpose is to examine the board’s 

position as a part  of the company’s governance, and to explore the development of the board 

and its tasks, along with the development of the family business. 

 

 

 



 
 

93 
 

4.4.2 Data collection and processing 

 

Data collection and processing are more closely limited with each other in qualitative research 

projects (Mäkelä, 1990). When using the case study method, it is possible (and also suggested) 

to use multiple sources of evidence in order to understand the object of the study (Hamel, 

Dufour & Fortin, 1993). This enables an investigator to address a broader range of historical, 

attitudinal, and behavioural issues, and the process of triangulation is possible. When possibili-

ties to collect and analyse different data are almost limitless, the data collection and method of 

analysis will need guidance from research design and prior theory (Yin, 2003). Research de-

sign is the logical sequence that connects the empirical data to the research questions and the 

conclusions of the study (Yin, 2003).  

 

A process approach needs versatile data to capture the action over time, viewpoints of different 

participants, and reciprocal relations between the process and context at different levels of 

analysis. Collected data should also be comparative and historical (meaning that it should take 

into account the historical evolution of ideas, actions of change, and constraints within which 

participants operate) (Pettigrew, 1990). Yin (2003) names six sources of evidence typically 

used in case studies: documentation, archival records, interviews, direct observations, partici-

pant observation, and physical artefacts. My data consist of interviews, documents like records 

of board meetings and Annual General Meetings, documented history and different articles 

from newspapers and magazines, and archival records (reports printed from the Trade Register) 

(see Table 4). Strengths of documented data are that documents are stable (can be reviewed 

repeatedly); unobtrusive (not created as a result of the case study); exact with names, dates, and 

other details, and broad coverage (Yin, 2003). Weaknesses of documentation relate to (possi-

bly) low retrievability, possibly biased selectivity, reporting biases, and poor accessibility. Yin 

(2003) mentions the strengths of archival records to be pretty much the same as documentation, 

although archival records may be even more precise. Similarly, weaknesses of archival records 

are in line with those of documentation, although accessibility may be an even bigger problem.  
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Table 4.  Summarizing the collected data  

 

Data Hours Page (app.) Piece 

Interviews 

Reports (National board of patents and 

registration Finland, Virre) 

 History of the company 

 Records of board meetings  

 Records of General Meetings 

Articles of associations 

Brochures 

Newspaper and magazines stories 

Figures (organisational, operational) 

Web pages 

23.17,10 345 

 

 

90 

50 

35 

 

 

 

 

16 

 

10 

1 

28 

33 

3 

1 

4 

1 

2 

 

 

The most important data sources in my study are interviews (see Tables 5 and 6). The strengths 

of interviews relate to the targeting (possible to choose informants who have knowledge or 

experience about the issue) and insightfulness of the collected data (Yin, 2003). Interviewing is 

also a flexible method; the interviewer can re-ask questions, explain them, and discuss with the 

informant (Hirsjärvi & Hurme, 2001).  The order of the questions can also be changed during 

the interview (Tuomi & Sarajärvi, 2002). Weaknesses arise from different biases covering 

those of poorly constructed questions, response bias, inaccuracies due to poor recall, and harm-

ful reflexivity (Yin, 2003). Tied to the persons, interviews are also a relatively expensive and 

time-consuming way to collect data (Tuomi & Sarajärvi, 2002), and success as an interviewer 

requires training (Hirsjärvi & Hurme, 2001). 

 

The interview data was collected using theme interviews. Themes for the interviews were se-

lected based on pre-knowledge about the topic, which is mentioned to be typical for theme in-

terviews (Tuomi & Sarajärvi, 2002; Hirsjärvi & Hurme, 2001). Some of the interviews become 

closer to in-depth interviews, where the chosen theme is deepened by creating new questions 

based on earlier responses, or the entire interview is meant to deepen earlier interviews about 

the topic. The interviewer’s interventions and intuitive approaches during the interview are also 
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allowed (see e.g. Tuomi & Sarajärvi, 2002).  In both cases, interviewees represented different 

roles in the family and in the business.  

 

At Fashion House, I interviewed the chair of the board four times during 2009-2013, and the 

rest of the interviewees were interviewed once. At Garden House, interviews took place in au-

tumn 2010. Different documents and archival data were collected from Fashion House during 

2009-2013, and from Garden House during 2010-2013. Secondary data was collected to pro-

vide a more thorough understanding of the development of the company and its governance. 

This data was also used to confirm dates and timings, as well as to support the issues and facts 

arising from the interviews. Through the use of several informants and archival records, data 

triangulation was possible, which supports the overall validity and reliability of the study. 

 

Table 5.  Interviews and interviewees, case Fashion House 

 

Position of interviewee Date Duration 

Chair  of  the  board  (4th generation, 1st inter-

view) 

November 2008 00.51,11 

CEO (4th generation) January 2009 00.50,24 

Former CEO and chair of the board (3rd gener-

ation) 

January 2009 00.54,39 

Former chair (3rd generation) January 2009 00.47,02 

Chair  of  the  board  (4th generation, 2nd inter-

view)  

March 2009 1.22,51 

Family member (3rd generation, acted earlier 

as a manager in the business) 

March 2009 02.17,55 

Chair  of  the  board  (3rd interview, including 

complementary questions after the interview) 

March 2010 01.53,33 

Board member (also manager at Fashion 

House) 

November 2011 01.18,54 

Board member (outside the business, married 

to the 4th generation owner) 

December 2011 01.27,47 

Chair of the board (4th interview) June 2013 00.38,02 

Total 11.44,16 
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Table 6.  Interviews and interviewees, case Garden House 

 

Position of interviewee Date Duration 

Owner-manager (2nd generation) September 2010 1.16,32 

Founder (1st generation) November 2010 2.21,08 

Family member (ex-owner, 2nd generation) November 2010 1.23,59 

Former manager November 2010 1.57,03 

Board member (outside director) November 2010 2.07,58 

Former board member (outside director)  November 2010 2.26,14 

Total 11.32,54. 

 

Data processing 

 

It  is  typical of qualitative data that it  is  not usually immediately accessible for analysis,  but it  

needs processing (e.g. transcription, correction, and edition). As Mäkelä (1990) describes, pro-

cessing is to condense and screen out data in order to prepare it for the analysis. Depending on 

the chosen perspective, data processing can also be seen as a part of analysis (e.g. Miles & Hu-

berman, 1994). Phases of data processing used in this study are collected in Table 7. 

 

Table 7. Phases of data collection and processing 

 

Order  Description of the phase 

1. Data collection  

 16 semi-structured theme interviews 

 documents, articles, records from different meetings and from different 

sources 

2. Transcribing and verifying interviews 

 Interviews were transcribed partly by professionals and partly by the re-

searcher 

 Listening to interviews, checking transcribed texts, correction of errors 

 Documents and archival data were used e.g. to verify dates and facts arising 

from the interviews 
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3. Themes, keywords and codes 

 Searching for themes and keywords from interviews 

 Processing selected keywords in order to decrease their number  

 Creating codes basing on the keywords  

 Writing down a description for each code 

4. Coding 

 Coding interviews 

 Checking and specifying codes after coding the two first interviews 

 Merging and complementing codes while coding, if needed 

5. Revision of codes 

 Examining code frequencies and citations 

 Merging or removing unused and overlapping codes  

 The result is a revised and functional code list with 102 codes around bigger 

themes 

6. Ordering data and processing it in Atlas.ti 

 Forming data families in Atlas.ti (primary document families, case by case) 

 Forming super codes (groupings of codes based on themes) 

7.  Pre-analysis: examining code frequencies (number of citations for each code) in order to 

see  

 what kinds of issues arise from the data 

 what issues are emphasized in the data 

 what issues are emphasized in each case  

 are there differences between cases 

9. Code selection and output 

 Revising the research questions  

 Selecting codes important for understanding the research questions  

 Taking citation reports about those codes from Atlas.ti 
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Codes are words or phrases used to organize different chunks (words, phrases, sentences, para-

graphs). What is important is not what the word used is, but the meaning of the code. Codes 

can be created based on different techniques. I used a key word list as a basis for the codes.   

 

Most of the interviews were transcribed by a professional transcriber. To remove possible mis-

takes, I listened through all the interviews, corrected mistakes, and completed missing words. 

After this, I read all the data through twice. The purpose of the reading was firstly to get an 

overview of the cases as a whole, and secondly to find keywords arising from the data to illus-

trate important observations. At this stage I did not aim at cohesion among keywords, but 

wanted more to get a rich list of expressions and words to illustrate observations, themes, and 

preliminary relations between them. I merged all the keywords of Case one into one list, as 

well as the keywords from interviews included in Case two. At every stage, I removed most 

apparently overlapping or similar words, but this still left the lists quite generous. When I had a 

list for both cases, I examined them more carefully. I merged or removed different expressions 

illustrating the same themes and observations, and created upper-level keywords to collect ob-

servations of wider topics under the same theme. These themes and remaining keywords were 

used to form a basis for the codes, but they also made some preliminary themes visible. At the 

end of this stage, I finally merged the keywords from Cases one and two. I used different font 

colours in order to see if there were major differences between the themes and emphasis arising 

from the two cases. As a result of these stages, I got a cumulative keyword list, which captures 

important themes and observations from all the data, enables the creation of valid codes, and 

guides the preliminary decision-making concerning the implementation of analysis. The key-

word selection process is described in Figure 6.  
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Figure 6.  Selecting keywords as the basis of coding and raising themes for analysis 

 

A central part of the coding process is revising the codes. Regardless of the approach to coding, 

codes will change and develop as the research proceeds. The conceptual and structural order of 

the codes leads more likely to better analysis (Miles & Huberman, 1994). I organized codes 

based on themes, and under each theme in alphabetical order. I also wrote a clear operational 

definition for each code, which is recommended, for example, by Miles and Huberman (1994) 

to ensure the consistent use of the codes throughout the research. I transformed the codes to 

Atlas.ti and coded the interviews (see e.g. Turunen & Ruohomäki, 2001; Muhr et al., 2004). 

Using a computer-based program in qualitative research has its good and bad sides. Using 

these programs provides qualitative research with rigour in research procedures by standardiz-

ing the way the data is handled and analysed. On the other hand, this may possibly restrict the 

diversity of approaches taken (Brunåker, 1996).  After coding, I merged and removed overlap-

ping or unused codes, and examined code frequencies to get an insight into themes arising 

from the data, issues coming up in each case, and if there are big differences between the two 

cases.  

 

My code list was quite detailed and included many codes I knew I would not use in this study. 

While the challenge when doing qualitative research is often related to the huge amount of de-

tailed data (Miles and Huberman, 1994), it is important to limit the amount of data with which 

to work. According to Silverman (2000), conceptual frameworks and research questions are the 
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best defence against data-based overload. I followed this instruction when I started the data 

reduction, and selected codes for use based on their ability to answer the preliminary research 

questions. Consequently, I selected five bigger thematic groups of codes for the analysis, and 

some separate codes to give additional information (see Table 8).  Grouping codes into the 

thematic groups is something like pattern codes, which Miles and Huberman (1994) describe to 

be explanatory or inferential codes: ones that identify an emergent theme, configuration, or 

explanation. If first-level coding is a device for summarizing segments of data, pattern coding 

is a way of grouping those summaries into a smaller number of sets, themes, or constructs 

(Miles and Huberman, 1994). 

 

Table 8. Codes and code groups used in the study 

 

Thematic groups  Number of codes included in both cases2 

Board of directors 12, including family business board; composition; processes; meaning; 

board member; board activities, activities relating to ownership; board 

activities relating to governance; board activities relating to business; 

adaptation of board; relationship to interest groups; preconditions 

Governance (other than 

board of directors) 

Seven, including governance system; TMT, CEO; key persons; man-

agement; distribution of work and responsibilities; relationships be-

tween governance actors 

Family Four, including family business; meaning of the family; family as 

owners; generation 

Contingencies No common codes in the two cases because of the distinctiveness of 

context and contingencies 

Ownership Eight, including owners; ownership; ownership structure; determina-

tion; power and voice; strategy for owning; owners’ will 

Others Four, including outside advisers; emotionality; outsider in family busi-

ness; business 

 

                                                
2 There are small differences between selected codes in the two cases. For example, the EU is very meaningful to 
the development of one case, but has very little influence on the other. The number of codes is the number of 
codes included in both cases. 
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4.5 Method of analysis  

 

When the research question is about how something has happened, the first thing to do is to tell 

a  story  that  narrates  the  sequence  of  events,  and  after  the  sequence  or  pattern  of  events  in  a  

developmental process is found to exist, one can start to study what are the causes or conse-

quences  of  the  events  within  the  process  pattern  (Van  de  Ven  &  Huber,  1990).  The  process  

approach is needed to tie different events to the continuum, so that the development or change 

of the observed phenomenon can be seen. Focusing only on a single event or a set of discrete 

episodes separates the phenomenon from the immediate and more distant antecedents that give 

those  events  form,  meaning,  and  substance.  The  episodic  view fails  to  provide  data  from the  

mechanisms and processes through which changes are created (Pettigrew, 1990). 

 

The case data was analysed using content analysis (Miles & Huberman, 1994). The content 

analysis is a method (or methodological framework) that helps to find meaning from the data, 

to concentrate the information it includes, and to organize this information to make conclusions 

possible. It does not lead to conclusions intrinsically (Tuomi & Sarajärvi, 2002). The reasoning 

used here is based on abductive logic. The theory does not lead the data collection and not even 

the first phases of analysis, but in later stages, the researcher uses models and premises picked 

up from earlier theories (Tuomi & Sarajärvi, 2002). This reasoning can be seen as a mix of 

deductive and inductive approaches, and it enables fruitful cross-fertilization where new com-

binations are created through established theoretical models, and new concepts are derived 

from the confrontation with reality (Dubois & Gadde, 2002).   

 

The challenge of a longitudinal case study is dealing with complexity. As Pettigrew (1990) put 

it: first to capture the complexities of the real world, and then to make sense of it. The process 

of capturing and structuring the complexity involves cycles of expanding and simplification. 

Expansion is needed to gain the richness of the topic and data, but this creates tension, which 

requires periods of reduction and simplification. This in turn requires further verification, 

which happen through more data collection, and then additional simplification through frame-

work building and pattern recognition (Pettigrew, 1990). 

 

Although qualitative research still suffers from a lack of established methods, there are some 

common features in methods used when analysing qualitative data. Miles and Huberman 

(1994) list a set of analytic moves to be: affixing codes to a set of notes drawn from observa-
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tions  or  interviews;  noting  reflections  or  other  remarks  in  the  margin;  sorting  and  sifting  

through materials to identify phrases, similarities, relationships, patterns, themes, and so on; 

isolating patterns and process commonalities and differences, and taking them out to the field 

in  the  next  wave  of  data  collection;  elaborating  a  small  set  of  generalizations  that  cover  the  

consistencies; and confronting generalizations with the formalized body of knowledge in the 

form of constructs or theories.  

 

The role of the theory is also large when analysing and making interpretations about the data. 

Theories give us a pre-understanding of what we need for making interpretations. Annika Hall 

describes the interpretation model in five steps (2010). The first level is to interpret within the 

case for getting identified central issues and themes. The second level is to interpret between 

cases. The purpose is to seek similar or different issues, themes, and so on. In the third level, 

the researcher selects and codifies themes and issues. In the fourth level, the theoretical inter-

pretation of the codified themes and issues is done. The researcher tries to deepen understand-

ing of the theme in the case through the theoretical frame of reference. The analytical generali-

zation (conclusions) is made in the fifth level of interpretation. This analytical generalization is 

a theoretical contribution of the study.  

 

The case study researcher faces a strategic decision in regard to how much and for how long 

the complexities of the case should be studied (Stake, 2003). Qualitative analysis is a reduction 

of the interlocking and overlapping findings. According to Miles and Huberman (1994), quali-

tative data analysis consists of data reduction, data display, and conclusion draw-

ing/verification. Data reduction is continual process of selecting, focusing, simplifying, ab-

stracting, and transforming the data throughout the study. Data reduction in every stage of the 

research is part of the analysis, and the researcher’s decisions while reducing the data are all 

analytical choices. In this way, the data reduction can be seen as a part of analysis that sharp-

ens, sorts, focuses, discards, and organizes data so that conclusions can be drawn and verified. 

To reduce the findings, the data should be studied only from the chosen theoretical-

methodological perspective. The purpose is to pick up those findings that are important for 

answering the research questions in the chosen theoretical framework.  

 

Data display is an organized, compressed assembly of information like a matrix, graph, chart, 

network or extended text, and it enables conclusion drawing and action (Miles and Huberman, 

1994). Prescriptive statements may also help simplification (Pettigrew, 1990). When the reduc-
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tion proceeds, the remaining findings will be merged into groups of findings with a common 

feature or denominator (Alasuutari, 1994; Tuomi & Sarajärvi, 2002). I have followed these 

guidelines about data displaying by printing code outputs from selected codes and making 

notes of findings. I grouped those first-level findings into thematic groups and made summar-

ies based on the research questions. Finally, I decided how to report the findings, and which 

parts of the notes/findings I would need to include in my written report and further analysis.  

 

4.5.1 Cross-case analysis  

 

Comparative research tries to find more general grounds to compare two or more differing cas-

es, and reach overall conclusions about them. Cross-case analysis can be done to enhance gen-

eralizability, that is, for clarifying if findings make sense beyond the specific case in hand. 

However, when doing qualitative study, the second and probably the more fundamental reason 

for cross-case analysis is to deepen understanding and explanation (Miles & Huberman, 1994). 

Case-oriented strategies or approaches for cross-case analysis include replication strategy; mul-

tiple exemplars (interpretive synthesis); and forming types or families (clustering or grouping 

cases) (Yin, 1984; Denzin, 1989). When using a replication strategy, the researcher studies one 

case in depth, and uses successive cases to show whether the pattern found matches that in pre-

vious cases (Yin, 1984). Variable-based methods include pattern clarification (Eisenhardt, 

1989b).  

 

The  case  study  is  seen  to  be  a  description  of  an  object  using  a  set  of  concepts.  If  the  study’s  

concepts are substantially different from those of another study, the two of them should not be 

treated under one conceptual model (McPhee, 1990). Problems in comparing cases have been 

noted, and a variety of authors have focused on methods of comparing cases. These problems 

include data collection for originally differing theoretical intent, techniques of collection used, 

and types of classification. Based on these, McPhee raises the questions of how similar the 

intent, data collection techniques, and classifications system must be (McPhee, 1990). The 

comparability of different cases has led to some debate. Stake (2003) goes against the case se-

lection  basis  for  comparability  of  cases.  According  to  him,  concentrating  on  comparison,  the  

uniqueness and complexities will be glossed over, and the reader’s possibility to learn from 

cases chosen only for comparison is weaker. However, Stake admits that when there are multi-

ple cases of intrinsic interest, it might be useful to compare them.    
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4.5.2 Critical incident technique 

 

To understand the cases at hand, they were organized in chronological order, which helps to 

create the relevant contextual framework for understanding individual viewpoints in the inter-

view data. In a study that uses a process approach, understanding the context where the action 

takes place and getting insight of different participants is crucial. There are processes at differ-

ent  levels  of  analysis  (but  also  multiple  processes  at  the  same  level  of  analysis)  (Pettigrew,  

1997).  Processes  at  different  levels  of  analysis  are  often  observed  to  have  their  own momen-

tum, rates, pace, and trajectory. Activities at some levels of context may be more visible and 

rapid than at other levels and thus the short-term sources of changes may appear unidirectional, 

while in the longer term, multidirectional patterns may appear (Pettigrew, 1990). In order to 

understand the context, and different levels of analysis and development in the process, the 

reader needs to get enough knowledge. I used critical event technique to highlight those events 

that are particularly important in understanding happenings. On the other hand, choosing criti-

cal events to illustrate influential events and happening within the process is an important tool 

in the data-display stage (e.g. Miles & Huberman, 1994).   

 

The critical incident technique, developed by Flanagan (1954), was originally described to be 

“a  set  of  procedures  for  collecting  direct  observation  of  human behavior  in  such  a  way as  to  

facilitate their potential usefulness in solving practical problems and developing broad psycho-

logical principles” (Flanagan, 1954, pp. 327). In other words, it is a procedure for gathering 

important facts concerning behaviour in a defined situation. The incident was meant as an ob-

servable human activity, which, to be critical, had to occur in a situation where the purpose or 

the intent of the act was clear to the observer, and where its consequences are noticeable 

(Flanagan, 1954).  

 

Flanagan used the method for quantitative studies. Chell (1998) combined the ideas of critical 

incident with grounded theory and content analysis in order to use it in qualitative studies. Her 

definition of the critical incidence technique is: “… a qualitative interview procedure which 

facilitates the investigation of significant occurrences (events, incidents, processes or issues) 

identified by the respondent, the way they are managed, and the outcomes in terms of per-

ceived effects. The objective is to gain an understanding of the incident from the perspective of 

the individual taking into account cognitive, affective and behavioral elements” (Chell & Pit-
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taway, 1998, pp. 25, originally in Chell, 19983). While the data is gathered through interviews, 

Chell and Pittaway emphasize the importance of the interviewer in controlling the situation by 

searching and asking questions about incidents and important issues. The researcher needs to 

have a sound understanding of the theoretical issues involved, some kind of plan about issues 

that need further investigation, and an ability to adapt questions to each interviewee (Chell & 

Pittaway, 1998).   

 

Using a critical incident technique in analysis, the aim is to increase the usefulness of the data 

without losing the comprehensiveness, specificity, and validity of it. According to Flanagan 

(1954), three problems exist. The first is selecting the general frame of reference that will be 

most useful for describing and classifying the incidents. The second is the inductive develop-

ment of the category formulation. The induction of these categories from the basic data in the 

form of incidents requires insight, experience, and judgment. The third issue is the selection of 

level(s) of specificity to be used in reporting the data (Flanagan, 1954).  In organizational stud-

ies, the techniques have been used successfully when there is a need to limit an event listing to 

those events seen as critical, influential, or decisive in the course of the process (Miles and Hu-

berman, 1994), and in this way, for example, to manage the complex qualitative information 

(Chell & Pittaway, 1998).  

 

In  this  study,  the  events  have  been  selected  based  on  two  reasons.  First,  I  tried  to  find  from  

both cases those events that are distinctive and especially influential for the company and its 

development. Second, I searched for events and happenings in which consequences for the 

governance and the board could be seen clearly enough. In the Fashion House case, these kinds 

of events are succession and the following change of the generation in charge, and CEO chang-

es. In the Garden House case, the chosen events are ownership operations and the following 

changes to ownership structure, the need to formalize the governance of the company when the 

generation changed, and the influence of family- and business-related contingencies. 

 

  

                                                
3 Chell, E. (1998). The critical incident technique. In Symon G., Cassell, C. (Eds.), Qualitative Methods in Organ-
izational Research: A Practical Guide, Chapter 3, Sage, London. 
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4.6 Evaluating the qualitative case study as a research method  

 

4.6.1 Criticism and challenges when using the qualitative case study method 

 

Qualitative studies have increased in popularity strongly because they offer rich descriptions 

and explanations of processes in an identifiable local context, make causes and effects visible, 

enable perception of the time or timing, and help researchers to get beyond initial conceptions 

and build conceptual frameworks (Miles and Huberman, 1994). There are also problems and 

challenges when using qualitative inquiry, like the labour-intensiveness of data collection, data 

overload, the distinct possibility of researcher bias, the time demands of processing and coding 

data, the generalizability of findings, the credibility and quality of conclusions, validity and 

reliability of findings, and the lack of established data analysis methods (Alasuutari, 1994; 

Miles and Huberman, 1994). Because most qualitative findings are based more or less on the 

researcher’s interpretations, qualitative studies have also been accused of being subjective 

(Denzin & Lincoln, 2003).  

 

Case studies have been criticized as well. Typical sources of criticism are the lack of rigour of 

case study research (Yin, 2003, Gibbert et al. 2008); confusion between case study teaching 

and case study research, and a case’s ability to provide a basis for scientific generalization. 

Case reports are also mentioned to be massive and unreadable.  In order to avoid these mine-

fields, Stake (2003) summarizes the major conceptual responsibilities of the qualitative case 

researcher to be bounding the case and conceptualizing the object of the study; selecting the 

phenomena, theme, or issues (research questions) to study; seeking patterns of data to develop 

the issues; triangulating key observations and bases for interpretation; selecting alternative in-

terpretations to pursue; and developing assertions or generalizations about the case (Stake, 

2003).  

 

4.6.2 Generalizability of case studies 

 

Probably one of the biggest topics of criticism the researcher using the (qualitative) case study 

method faces relates to generalizability, especially meaning generalizability pertaining to a 

population. In that situation, the criticism often focuses on the limited number of cases. Stake 

(2003) emphasizes the value of the intrinsic, particular case study method and argues that gen-

eralization should not be emphasized as a goal in all studies.  However, he stresses that re-
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searchers cannot avoid generalization, but they generalize happenings in their cases to future 

happenings and other situations (Stake, 2003). Likewise, Geerz (1973) notes that when using 

interpretative methods, the essential task (of theory building) is not to generalize across cases, 

but to generalize within them (Geertz, 1973). Alasuutari (1994) argues that more important 

than generalizability of the qualitative study is the validity of the local explanation used when 

processing and analysing data (Alasuutari, 1994). According to Pettigrew (1997) the major 

contribution of process research, achieved as a case study,  is to “catch a reality in flight”, 

which means exploring the dynamic qualities of human conduct and organizational life, and 

embedding such dynamics over time in the various layers of context in which streams of activi-

ty occur. On the other hand, the price of this dynamic analysis is the missed opportunity to see 

the wider terrain on which cases under study are located (Pettigrew, 1997).  In this study, the 

aim is to understand board participation and development as a part of family business govern-

ance, and clarify relationships between changes occurring in the family, business, and owner-

ship, and on the other hand, the development of the governance system and board. The general-

izability to a wider population is not the goal in this study. Yin (2003) underlines that the case 

can be generalized to the theoretical proposition, not to populations or universes. This means 

that in doing a case study, the goal will be to expand and generalize theories, this is, to make an 

analytical generalization, and not a statistical one. The researcher tries to deepen understanding 

of the theme in the case through the theoretical frame of references. The analytical generaliza-

tion  is  a  theoretical  contribution  of  the  study  (Hall,  2010),  and  the  aim  towards  which  I  am  

gravitating in this study. 

 

4.6.3 Reliability and validity of the study 

 

Mäkelä (1990) argues that repeatability of the qualitative research cannot be handled as a relia-

bility problem, and validity of qualitative interpretation cannot be compared/parallel with a 

statistical  model’s  validity  or  ability  to  explain  the  researchable  phenomenon.  The  evaluation  

of qualitative research needs its own methods. The evaluation criterion for a qualitative study is 

that readers can follow the researcher’s reasoning. Going a little deeper, Mäkelä argues that 

repeatability of the analysis means that the basis for classification and interpretation has been 

expressed in such an unambiguous way that another researcher, by following that basis, is able 

to end up with the same results (Mäkelä, 1990). Brinberg and McGrath (1985) note that the 

term validity is understood very heterogeneously. Validity has been given many different 

meanings, like convergence, correspondence, differentiation, equivalence, generality, and re-
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peatability. Quite often the term is used as a sense of identifying strategies for increasing the 

validity in empirical findings, and this is achieved by using certain techniques. However, the 

authors state that validity is not a commodity that can be purchased with techniques, is but 

more like integrity, character, or a quality to be assessed relative to purposes and circumstances 

(Brinberg & McGrath, 1985).  

 

Gibbert et al. (2008) bring out the meaning of rigour when evaluating the validity and reliabil-

ity of case studies. Yin’s (2003) criteria for judging the quality of research design comprise 

four different tests: construct validity (establishing correct operational measures for the con-

cepts being studied), internal validity (only for explanatory or causal studies, establishing a 

causal relationship), external validity (establishing the domain to which findings can be gener-

alized), and reliability (demonstrating that the operations of the study can be repeated with the 

same results).  

 

Triangulation is a process of using multiple perceptions to clarify meaning and verify the re-

peatability of an observation or interpretation, but triangulation also serves to clarify meaning 

by identifying different ways in which the phenomenon is seen (Stake, 2003). Triangulation 

types according to Yin (2003) are triangulation of data sources (data triangulation); among 

different evaluators (investigator triangulation); of perspectives on the same data set (theory 

triangulation); and of methods (methodological triangulation). Data triangulation helps to ad-

dress the problems of construct validity; creating a case study database increases the reliability 

of the study and maintains the chain of evidence. Gathering different types of data enables 

comparison of them in order to cross check. This also enables the use of the strengths of differ-

ent data collection methods (like interviews, documents, direct observations, and so on) (Petti-

grew, 1990). 
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5. CASE FASHION HOUSE STYLE AND TAILOR LTD 

 

5.1 History and development of the company structure  

 

Fashion House Style and Tailor is about 100-year-old Finnish family company. The business 

was started as a tailoring business. Today, Fashion House Style and Tailor is a medium-sized 

company employing over 70 employees and having a turnover of €8 million. Its business activ-

ities are located mainly in southern Finland, representing some big international fashion chains 

and brands. The current owners of the company represent the fourth generation in the family.  

 

The company’s business structure has developed over time and ownership has been used crea-

tively when the company’s development and business, as well as family development, have 

needed it. Since founding the company, the founder changed both the name and topics of spe-

cialization of the company several times. In the 1940s, the company went through its first suc-

cession, when Sullivan, a second generation member, bought the business from his fa-

ther/parents. Sullivan continued the business and developed new directions for it (e.g. during 

WW2). His children participated in the business as employees until Sullivan suddenly died in 

the beginning of the 1960s, and the third generation became owners. Four of five siblings con-

tinued working in the family firm after this.  

 

During the next twenty years, the company grew strongly, both organically and through acqui-

sitions. Between 1960 and 1985, there were at least 14 business acquisitions or other opera-

tions. All new companies were bought and merged into the main business. The reasons for 

these operations were various, but at least two main reasons can be seen. The first one was to 

buy a new business because of its location. The second reason came directly from the business 

needs as well. All the companies were bought with their business activities. Because there were 

only couple of seasons for clothes in those days, and because different sale possibilities were 

tightly restricted, the fashion business was very sensitive to weather conditions. If the weather 

changed unexpectedly, there was a big risk that the goods would remain in the warehouses and 

lose its value. Business acquisitions made it possible to have clearance sales, which were good 

opportunities to get rid of last season’s remainders.  

 

At the end of the 1970s, the company changed its corporate form to a limited company. Until 

the 1980s, the company moved from generation to generation as one unit. When Sullivan’s 
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spouse died, the ownership of the remaining estates came fully to the company (or the 3rd gen-

eration owners). The need to have a real-estate company to manage the property arose, and 

Estate  Holding  Ltd  was  founded at  the  end  of  the  1980s.  A couple  of  other  companies  were  

established as well. One of those was Mode as Mode Ltd, which was later linked closely to the 

implementation of ownership succession. Rental Stuff Ltd was founded in the early 2000s, and 

its purpose is to serve mostly corporate inner clients by renting them furniture and other items 

needed  in  daily  business  activities.  Limited  Licenses  Ltd,  in  turn,  was  bought  from  a  family  

member into the company, and its purpose is to handle franchise agreements, if needed. In 

2011, the company consisted of the parent, Fashion House, and three subsidiaries (Limited 

Licenses Ltd, Rental Stuff Ltd, and Estate Holding Ltd), all 100% owned by the parent compa-

ny. 

 

 
 

Figure 7.  Development of Fashion House from establishment until 20114 

 

When studying the development of the company’s governance, some remarkably meaningful 

events or situations can be seen. Next,  I  will  study two of them more closely.  The first  is  the 

succession from the third generation to the fourth one, including both the ownership and man-

agement succession. In time frame, the succession took place from the years 1985 (intention) 

                                                
4 To preserve confidentiality, the exact years have been changed to be more imprecise. 
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until 2007 (the fourth generation members as the only owners). Another event that is raised for 

closer examination is the changing of the CEO a couple of years after succession. 

 

5.1.1 Succession: ownership 

 

The succession was implemented during a period of over 20 years. Ownership and leadership 

succession were both timely and ideologically separated from each other. The idea about suc-

cession arose when two sisters from the 3rd generation wanted to leave the family business. At 

first, the aim was to sell the company to outsiders, but after getting advice from a well-known 

succession expert, the family ended up choosing a succession. It was decided to start the pro-

cess in 1985. The implementation was planned well and accomplished in several phases. Mode 

as Mode Ltd was founded at the end of the 1980s, when both the 3rd and 4th generations became 

owners. Stocks of the company were divided into two different classes with varying voting 

rights.  Most  of  the  fourth  generation  members  –  eleven  cousins  -  were  quite  young,  and  the  

third generation family members wanted to keep control over the business, so they held back 

the privileged shares with higher voting rights. The fourth generation members got ordinary 

shares with one vote. During the following period of seven years, Mode as Mode bought the 

shares of Fashion House from the third generation piece by piece until Fashion House was to-

tally owned by Mode as Mode in the 1990s. After this, these two companies merged, and the 

name was changed back to Fashion House Style and Tailor Ltd.   

 

However, ownership succession did not end in the situation where two generations owned the 

business. Instead, it took over 10 more years to finish the process, so that only the 4th genera-

tion remained as owners and the power was moved from the 3rd to the 4th generation. This was 

achieved in 2007 by buying all privileged shares in the company from the third generation, and 

abolishing them after purchase. After this, the 4th generation was the only owner of the compa-

ny and had full control over it. 

 

5.1.2 Succession: leadership 

 

The transfer of management responsibilities was finished in 2000, but like ownership succes-

sion, leadership succession also took many years and consisted of several phases. The oldest 

son of the 3rd generation, Ian, had worked as the CEO since his father’s death in 1960s. At the 

end of the 1990s, he still worked in the company. Other siblings had left their operational roles 
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in the company a little earlier, but Ian need an outside impulse to leave his life’s work. In this 

case, the impulse came from a retirement pension insurance company when its agent contacted 

Ian and asked him his plans concerning retirement.  

 

For the board, the idea of management succession came quite late, only half a year before Ian’s 

withdrawal. The composition of the board had already been widened from three to five mem-

bers by taking younger generation representatives onto the board. The board worked as a kind 

of educational platform for the younger generation, by familiarizing new board members with 

the business and the people around the CEO. Naturally, the board discussed and confirmed the 

selection of the successor. This was almost the only thing that divided opinions inside the fami-

ly and the board. However, because there were practically no other possibilities for a successor 

inside the family, they ended up preferring the family member as the new CEO. After this, the 

board discussed the succession possibilities and agreed Ian’s retirement in the autumn of 1999. 

 

 Ian’s oldest son, Michael, had already worked in the company, for example as a director of a 

chain store, since 1991, and had been a board member since 1997. After the decision about 

Ian’s retirement had been made, Michael was chosen to be the new leader of the family busi-

ness in 2000. Quite soon after this, Ian withdrew from the operational management in Mi-

chael’s favour. He also gave up his position as the chair of the board, but continued working 

for a short period as an adviser, and helped Michael to absorb all the information he needed in 

his new position. 

 

5.1.3 Two generations, two ways to govern the company 

 

When the 3rd generation owned and led the company, all but one of them also participated in 

the daily operations. Ian, the oldest son, had a dual role in the management of the company by 

being both the chair of the board and working as the CEO for over 25 years. This period cov-

ered the whole era from his father’s death until the next transition. Two others of five siblings 

had active roles in the operational management, and most of the time these three (two sisters 

and the oldest son) together also comprised the board of directors. The youngest brother be-

came a member of the board in the 1980s. Only the oldest sister, of all the siblings, had no role 

in the family business. 
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The role of the board in Fashion House was very modest before the latest management succes-

sion in 2000. The company was growing strongly. Under these circumstances, decisions were 

mostly made just when they were needed, and were confirmed later in a board meeting. It was 

also typical to have conversations about the business “beside the work tables”, not in the board 

meetings. Thus, the board was seen to be a typical rubber-stamp board, confirming decisions 

that were made before by managers, and existing mostly because it was obligatory to have one 

in a limited company.   

 

In the late 1990s, when the management succession was forthcoming, the role of the board 

started to increase. More members were taken onto the board from the fourth generation, the 

successor among them. At the time of the succession, the former CEO also gave up the chair-

manship of the board. His brother took his place as the chair, and later he was succeeded by his 

son (a cousin of the new CEO). Since 2000, the board has comprised five members, including 

both family members and outsiders. About half of the board (2-3 members) is still actively par-

ticipating in the operational activities of the company.  

 

Management of the company changed less because of succession, but it changed. All the 3rd 

generation siblings working in the company were very determined, and this was supported by 

forming clear areas of responsibilities for each. However, when it came to the family business 

as a whole, Ian was unquestionably the leader of it and kept the management tightly in his 

hands. Despite the existence of the board and informal discussions within the family and fami-

ly managers, Ian had quite free hands to implement his visions according to the development of 

the business. There was no formal management team, but one can fairly say that the three sib-

lings made a quite effective TMT anyway.  After succession, the position of new CEO was 

slightly different. He was still the leader of the business, and the chair of the board made him 

the most powerful person in the company. However, for example, monitoring of his achieve-

ment was more official and he also had different responsibilities to report to the board than Ian 

had.  

 

5.2 The succession changed governance needs  

 

Through the succession, a lot happened (see summary in the Table 9). These happenings relat-

ed to changes in ownership and ownership structure, changes in leadership, and the change of 

the generation in charge. All these created new kinds of needs for the company’s governance. 
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Next, I will study more closely all these changes and their influence on the governance of the 

company.  

 

5.2.1 Increasing need for control  

 

The succession changed the ownership structure (complexity) of the company drastically. 

Along with the new founded company, the number of owners increased from five to 16 when 

also  4th generation members became owners. Simultaneously, the operational power and re-

sponsibilities were transferred from the 3rd generation to the 4th. Because of the young age and 

limited experience of the new owners, the dual stock system was brought into use.  

 

‘The purpose, when we decided to do these A-stocks, was to ensure that if there 

were a situation these (younger generation members) couldn’t handle, we could 

still change it because of our bigger voting rights.’  

 

This  system  was  demolished  several  years  after  succession,  when  the  older  generation  was  

bought out,  and the demolition related closely to the need to decrease the number of owners.  

The dual stock system was experienced as fulfilling its purpose well (to keep the final control 

in the hands of the older generation), but for the longer run, representatives of both generations 

agreed that the existence of very powerful stocks formed a risk for the company’s future, espe-

cially in terms of the aging 3rd generation and (resulting) possible unplanned changes in owner-

ship.  The second reason behind the demolition was to ensure work peace for the current man-

agement.  

 

‘It took a little too long, maybe, until we sold those A-stocks. Because it was a kind 

of barrier to the existing management and the board that there was always someone 

telling them what to do, although they didn’t have knowledge of the business field 

anymore.’  

 

Dual stock systems are a control mechanism where one class of stocks holds equity of the firm, 

and the other controls voting rights (Gersick & Feliu, 2014). In this case, dual stocks were used 

to control the whole new generation when the inexperience of the 4th generation members was 

a threat to the company’s success. Gersick and Feliu (2014) note that a dual class stock system 

is often used by families at the point they seek outside capital, and transition from a privately 
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held to a traded company. In this case, the company was held within the family, but the number 

of owners increased, and in this way the situation was reminiscent of that when a company is 

listed on the market. Simultaneously, ownership competence of the owners decreased or be-

came more difficult to control. When the 3rd generation with the vast majority of voting rights 

was experienced to be a threat to the company’s future, the dual stock system was released. 

This was also the end of the succession.  

 

In the case firm, the dual stocks were used to prevent threats arising from generational (owner-

ship) issues. The generation in charge also has an effect in which agency problems are more 

damaging to firm value: an agency problem between managers and owners (the agent - princi-

pal relationship or an agency problem between different owner groups (minority and majority 

shareholders) (Villalonga & Amit, 2006). In the literature, some suspicions about the potential 

principal-principal agency threat have been raised relating to the use of the dual stock system. 

For example, Bozec and Laurin (2008) note that the dominant shareholders are in a position to 

enjoy all of the private benefits of control, while internalizing only a small fraction of the costs 

resulting from their decisions. However, researchers have not found unambiguous evidence 

supporting the overall detrimental effect in family firms (Gersick & Feliu, 2014). In the case 

company, the potential threat was recognized by both generations and the dual stocks were 

used to prevent potential consequences. The meaning of dual stocks in the case company 

seemed truly  to  be  ensuring  the  most  competent  ownership  (and  management)  for  the  family  

business. 

  

5.2.2 Generational changes had a major effect on governance needs 

 

Succession is the transfer of power between individuals, but especially in family businesses, 

also between generations.  At Fashion House, this power transfer between generations had a 

great impact on the firm’s governance. In practice, these changes became visible in the board 

composition  and  the  board  members’  selection  criteria,  with  an  increase  in  formality  in  pro-

cesses, an increased need to get knowledge, the board’s increased responsibilities, and the 

growing importance of the board.  

 

Before succession, there were three family members on the board. Ian acted in a dual role as 

the chair and CEO. He mentioned that ‘It was useful for sure (to act in both positions.) You got 

your own ideas through almost every time. Then it became much harder when you had five 
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members on the board’. Along with the succession, the board was broadened, and after broad-

ening, the dual role was dissolved. This reflects changes in the board more widely. The formal-

ity in board processes in terms of information sharing and meeting practices increased. The 

board started to meet more regularly, and meetings were prepared more accurately than earlier. 

The board members also got materials for the meeting earlier, as well as an agenda for it.  

 

It seems that the more complex the ownership structure is, the more monitoring is needed to 

ensure the implementation of shareholders’ interests (Westhead et al. 2002). While ownership 

becomes more diverse and the stock becomes more widely held, the power based on the legal 

ownership decreases. However, this does not necessarily have an influence on the usage of 

power in the company (Mace, 1971). Different mechanisms are needed for management and 

governance, to protect individual shareholders’ interests (Westhead et al., 2002). Formalizing 

processes is part of this development. 

 

 The distinction between the family and the board was also made clearer. Before the succes-

sion,  most  of  the  owners  participated  in  the  business  and  in  this  way  they  got  all  the  infor-

mation they needed.  After succession, the board made a decision to keep the owners a little 

further away from the business and decision-making. The decisions were made and kept in the 

boardroom, and the rest of the family was treated more as normal shareholders without special 

rights.  The reason for this was twofold.  At first,  the board had to make critical  strategic deci-

sions influencing many employees, so it was important that the discussion stayed behind closed 

doors. The second reason was ensuring work peace for the new leader. Anyway, because the 

owners did not have direct access to information anymore, the expectation towards the board as 

an information channel increased: ‘Those families who are involved, they should know what is 

going on and how their share of the business is managing’.  

 

The succession and subsequent changes influenced the board of directors in multiple ways. 

Before the succession, the board’s main task was to confirm decisions made earlier: ‘At first we 

decided that we are going to do this, then we had the board meeting and then we did it.’ After 

the  succession,  the  board’s  meaning  for  the  firm  increased.  One  can  even  say  that  the  board  

became a real active actor instead of being a rubber-stamp or paper board (Dyer, 1986).  The 

board got many new tasks, including strategy formulation, and it both controlled and supported 

the CEO.  Although its role changed towards being more strategic, the owners also expected 

the board to monitor their interests on their behalf more than previously. This stems to notions 



 
 

117 
 

about the board’s control role, including monitoring of managers (also the owner-manager) and 

decisions they make on behalf of the owners, gaining access to the firm’s internal information 

flows, and providing incentives that encourage agents to act in the owners’ best interests (Zah-

ra & Pearce, 1989; Schultze et al., 2001; Huse & Rindova, 2001).  

 

However, the service role of the board was emphasized the most probably because of the inex-

perience of the new leader (and the 4th generation in general). The CEO-chair duality did not 

exist anymore, and this enabled new kinds of tasks for the chair. The chair’s role as a supporter 

was central immediately after the succession, but the close interaction between the chair and 

the CEO continued, even though the person holding the chair’s position changed.  

 

‘Yes, it was 2000. Ian retired then, and Michael became the new CEO and I became 

chair of the board. It was very important for Michael back then that we had a good 

relationship and co-operation. Michael trusted me, and we did a lot of that kind of 

cooperation, and our communication was daily.’   

 

Although the retired CEO withdrew largely because of loyalty and stewardship, the chair of the 

current board sees one of the board’s tasks to be supporting the new CEO’s work peace: ‘Of 

course, if the older generation tries to command, the board has to be there as a supporter. To 

say that there is the CEO, and he commands, and your task is to be retired and do something 

else’. 

 

5.2.3 Board adapted via composition 

 

The board composition changed as well. New members from the fourth generation were taken 

onto the board already before the succession implementation. The board worked as a kind of 

“educational platform” for the younger generation, by familiarizing them with the business and 

the people around the CEO in the time of succession.  

 

‘This has been the time for the CEO to grow as a CEO, some kind of introduction. 

And this board with five members has been part of the process, the process of intro-

ducing different persons to the company and the company to the persons. Certainly, 

the idea was that when Michael would become the CEO, he would have a small his-

tory with certain types. That the case wouldn’t be that those old rollers would have 
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been up to now, and then it would have been at one time a whole new palette. Then 

maybe it would not be successful at all.’  

 

This is in line with the findings of Hermalin & Weisbach (1988), who noted a forthcoming 

succession to have an influence on the board composition, when firms tend to add inside direc-

tors (possible candidates to be the next CEO) to the board. Expanding the board may also be 

part of a larger process of successor training, where the CEO candidates get insights into the 

corporate issues and become more visible to other board members (Fiegener et al. 2000; Her-

malin & Weisbach, 1988).  While the successful transfer of knowledge and experience is vital-

ly important for survival of family businesses (Cabrera-Suárez, Saá-Pérez & García-Almeida, 

2001; Varamäki, Pihkala & Routamaa, 2008), the board would have at least a monitoring if not 

even an implementing role in this transition. Adapting to the ideas of Hermalin and Weisbach 

(1988), the usage of the board as an educational platform for next-generation members may be 

one part of this knowledge transfer task. 

 

In the sibling stage, the position in day-to-day activities or management was largely what de-

termined the participation in board activities. As one family member (3rd generation) stated: 

‘They who are working, they should also decide.’ Ward (1991) describes sibling partnership as 

a stage of teamwork and harmony, which also fits this case. As a consequence of the succes-

sion, the case firm moved towards a more complex ownership structure.  In this way, the bal-

ancing relative strength may prevent problems caused by an imbalance of power between dif-

ferent families participating in the family business. In the cousin consortium stage, the im-

portance of the balance between different shareholders, also on the board, was emphasized. In 

a more complex ownership structure, the balance would ensure trust in the board’s decisions by 

creating a feeling of a common interest of the family. ‘One member from every family would 

ensure the balance and this prevents others seeing directors as self-seeking pirates’. This way 

of  operation  seems also  to  deal  with  the  agency  relationship;  the  lack  of  direct  control  is  re-

placed with a relational controlling mechanism (Mustakallio et al., 2002). It is also in line with 

the notions of Fiegener et al. (2000), who state that increased complexity highlights the board’s 

ability to solve problems.   

 

In  addition  to  balance  between different  family  branches,  after  succession  the  business  needs  

also had a role when selecting new members for the board.  This reflected in the needs of the 

board, so that those needs varied depending on the source. The family expected the board to 
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inform the owners about business issues, balance the power relationship between different fam-

ily branches and owners, and monitor the current rulers in company management. The business 

needs of the board related more to paying attention to the opinions of different parties, develop-

ing the business strategy and monitoring its implementation, and developing company process-

es and performance measurement. So the optimal composition of the board in Fashion House 

after the succession seems to be a balance of the expertise needed and suitable family members 

from different family lines.  

 

Along with the development of the family business, resource-based thinking became more val-

id. The task of the board is, according to a resource-based perspective, to increase the 

knowledge of managers and advise them, offer legitimacy and reputation, participate in the 

strategy formulation, and finally, act as a channel for communication between the environment 

and important actors, as well as organizations outside the firm (Forbes & Milliken, 1999; Cor-

betta & Salvato, 2004; Fiegener, 2005).  

 

5.2.4 Board roles and tasks increased during succession and developed further after it 

 

Chronologically, the ownership succession started from the decision to found Mode as Mode. 

At the beginning of the ownership succession, the role of the board was important as an initia-

tor and decision-maker, but still, important topics were mostly discussed somewhere other than 

in the boardroom. However, while the ownership succession proceeded, the board came across 

many vitally important decision-making situations, some of which were determined by general 

corporation law (in Finland), while the rest arose purely from the needs of different actors.  

 

The financing of the succession based on the decisions made earlier. The very first decision 

about founding Mode as Mode was made in board, as well as the dividend of its share capital. 

The plan for succession and its progress was made by outside experts but considered and ac-

cepted in the board. When the whole Fashion House share capital was owned by Mode as 

Mode, the board made a decision about merging and changing the name of Mode as Mode 

back to Fashion House Style and Tailor. In the last stage of the ownership transition, the im-

portance of the board even increased. The acquisition and abolition of the shares from the third 

generation was done purely by the board and the chair had a big role during the negotiations. 

The basis for these negotiations was to get shares acquired but also to ensure the implementa-

tion of both generations’ interests: the reasonable compensation for the third generation and the 
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capability for business development after the succession. Interviewees were unanimous that, 

together  with  successful  tax  planning,  these  things  were  determinants  of  a  successful  succes-

sion process. 

 

Related to the following transfer of leadership, the board chose the successor. Although the 

task “hire, fire and compensate the CEO” (Fama & Jensen, 1983) sounds simple, in family 

businesses, the closeness of interests of different owner groups may make this selection more 

challenging. In this case, Ian wanted Michael to be a successor and defended his opinion very 

strongly.  

 

‘And as I said, this kind of came to Michael, this (CEO) task. Ian wanted it to be 

Michael. And we had a little fight about it, but now he is the CEO. It was one of 

those, as I already said, hardest arm wrestling that we have ever had in family 

business.’ 

 

Instead, some other family members would have liked to open the position to outside candi-

dates. The family gave in to Ian’s will because there was no other possibility inside the family, 

and in the end they hoped to keep the operational management in the family.  

 

‘We considered an outsider, totally an outsider person for that (CEO) task. But I 

don’t know if that would be any better idea. Because, if you think it, where can you 

find a good outside candidate? Good. There are plenty of poor options, of course.’  

 

The  selection  of  a  successor  is  tied  to  the  succession  planning  performed  by  the  board  (e.g.  

Landsberg, 1988), where both the selection of the successor and their education for the task are 

one area of planning. In my case, some of interviewees also mentioned that given the critical 

topic that CEO selection is, it should have been studied more and from every perspective.  
 

In the case company, the board, and especially the chair, served as a service role, advising and 

supporting the CEO.  In a service role, the board, for example, increases the knowledge of 

managers and advises them (Huse & Rindova, 2001). The support can occur in multiple ways: 

as  direct  support  from the  chair  to  the  CEO,  or  informational  help  (advice);  it  can  be  purely  

mental; it can be support based on contacts (service and networking role), or the qualifications 

of the board members (building legitimacy).  
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Along with the new generation in charge, the development of the strategy became the most 

important task of the board. Consequently, the expertise of potential members became the de-

termining selection criterion for board members. The co-operation between board members 

was highlighted and there was plenty of time for conversation about topical issues. One board 

member described the board in the strategy process: ‘Without the board, or if the board has 

only a minority role, the business is so strongly CEO driven that it can’t be good for the devel-

opment of the business’. Simultaneously, the support role for the CEO became very important. 

This  was  well  reflected  in  the  attitudes  of  both  the  CEO  and  the  board.  When  the  third-

generation manager dominated the board, the fourth-generation manager merely got a mandate 

and limits from the board. However, the fourth generation also sees the CEO as the most pow-

erful actor in the company. The CEO himself describes the situation: ‘It really gives you sup-

port. Kind of stability. That you know there really has been a conversation about the topic, the 

lines. It is not so wavering anymore’.  

 

In the cousin consortium stage, with eleven owners and many interested previous owners, the 

family had more expectations towards the board activities than previously. In addition to par-

ticipation in the strategy process and supporting the CEO, the family expected the board to 

monitor  managers  and  their  decisions,  especially  in  the  sense  of  business  development:  ‘The 

board’s task is to monitor the development of the business; the number of owners has in-

creased so much. They (operational managers) can’t act there like they have got used to’. 

From this perspective, the task of the board closely follows that illustrated in agency theory. 

From an agency theoretical perspective, the board functioned as an important information sys-

tem for shareholders. In this case, the shareholders were all family members, but equally, the 

board can function as an information channel for external shareholders to monitor managerial 

performance and firm performance, and to reduce asymmetric information between contracting 

parties (Gabrielsson & Huse, 2005).   
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Table 9.  A summary of influences of succession on the firm’s governance 

 

 

What happened; what changed? The number of owners increased (3rd+4th generation). The 

power was transferred from 3rd to 4th generation. Different 

mechanisms to control power were created (e.g. dual stock 

system, strengthening of board role, mechanisms to control 

the CEO’s performance). 

At the end of the succession the number of owners was 

decreased by buying the 3rd generation out. 

What were the board’s role and most 

important tasks in this phase? 

Decision about founding the new company. Decision about 

decreasing the number of owners. Price negotiations. Chair 

asked (or persuaded) the 3rd generation to sell their shares. 

The board role as an actor was increased during the suc-

cession and right after it. Supporting the CEO. 

How does this influence the board? More members, from both generations. No duality between 

CEO  and  chair  roles  anymore.  The  chair’s  role  became  

more important. The board got new tasks, and its role 

changed from rubber stamp to more strategic, but also 

controlling. Board processes were developed to be more 

professional.  

How does this influence the governance 

system? 

Board composition changed from three to five members, 

outsiders were included. Close relationship between the 

chair and CEO. The CEO’s tasks were officially deter-

mined.  The  connection  to  owners  was  more  formal,  im-

plemented mostly via the chair and in the AGM. Dual class 

stock system. The number of owners first increased and 

then decreased. 

Before succession, the operational position and power 

were closely related. After succession, the operational 

position was not directly linked to the strength of voice 

members used. 
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5.3 The family business changed the CEO  

 

In this chapter, I will study more closely those effects the CEO changes had on the company’s 

board and governance needs. Because the effects of succession have been processed in part of 

this  chapter,  I  will  now  concentrate  my  attention  on  the  CEO  change  between  Michael  and  

Brett.  

 

5.3.1 Description of the change 

 

During the observation period, there were three different CEOs in the firm. After his father 

passed away, Ian took the control of the business. He was a strong leader for the family busi-

ness, and although all the other participating family members were strong personalities as well, 

his position as CEO was undisputed. His authority was strengthened by the board chairmanship 

he held until the leadership succession. 

 

When it came time for Ian’s retirement, he pushed his oldest son to become a successor very 

strongly. He got his way, and the board chose Michael to be the new leader of the family busi-

ness.  Michael’s younger brother Brett  started as an employee in the firm, and their  cousin in-

herited his father’s position as chair. While the succession proceeded, new members were tak-

en onto the board, and its size was increased. A little later, the chair’s sister also started work-

ing at the company, so in the 2010s there were three family members working and one serving 

as chair in the company. The board was composed of Ian’s children, Michael and Brett, insider 

business director Ida (outside the family) leading one business area as a manager, an outside 

director Sam (but from the family), and Jack as a chair.   

 

Michael  did  not  have  an  education  for  the  management,  despite  the  short  courses.  Yet,  as  a  

leader, he managed to be quite authoritative towards his subordinates. He had many strengths, 

but over time the business,  as well  as the demands for its  leader,  changed. The business field 

was moving fast (and faster) towards a chain structure, and this demanded new kinds of skills 

from the management. In addition, Michael’s leadership style was quite autocratic and because 

of this well-being among Fashion House employees seemed to decrease. The firm’s image as 

an employer was suffering.  
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Brett’s role in the firm was to handle all issues relating to the financing and accounting, as well 

as many daily routines. Because of this broad area of responsibility, Brett had become very 

valuable for the company. Over time, there was an increasing tension between brothers. Be-

cause Brett was actually the one who had the best knowledge about the business and daily rou-

tines,  but  did  not  have  real  power  to  make  decisions,  the  rest  of  the  board  and  some owners  

worried  about  Brett’s  possible  frustration  with  the  situation.  Because  there  was  an  evident  

threat that the situation would end up with Brett leaving, the board had to weigh the meaning 

of  these  two brothers  to  the  company.  ‘In practice, the situation was that one of them would 

leave.’ 

 

Different reasons raised doubts about Michael, and discussion about other possibilities among 

the board, but also among the executives of the company, accelerated. However, the board was 

well aware of the possible consequences of the replacement, and because the decision was hard 

for everyone, individual board members also wanted to get good reasoning for their decision-

making.  

 

‘In that kind of process the burden of the family business is that participating peo-

ple continue to be relatives with each other, though some of them won’t participate 

in business activities any more. I wanted to see facts because I was a little surprised 

about the suggestion to change the CEO at first. So I demanded information and we 

went through things and when all the facts were on the table, I agreed with the oth-

ers.’  

 

After careful consideration, the board decided unanimously to fire Michael and hire his brother 

to be the new leader of the family business. The family was surprised but accepted the decision 

after reasoning.   

 

5.3.2 CEO characteristics changed power balance and board role in company governance  

 

Along with the new leader, the leader’s characteristics, leadership and working style, and influ-

ence on the family business changed. As a leader, Brett took a different approach to the CEO’s 

tasks. Where Michael brought issues and topics to the board in quite a raw state, Brett made 

preliminary groundwork before he brought issues to the board. This changed the board’s job to 
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being more strategic when the need for preliminary work diminished and released time could 

be used to discuss bigger or more influential issues.  

 

‘But is it possible that the new CEO brings more tasks to the board? ... I think it is, 

and it is also desirable, somehow. I did earlier the job description for the CEO and 

there were many tasks included relating to the issues the CEO should do and report 

to the board in the future. That is, to do that comprehensive work to support the 

board’s decision-making. There is a possibility to utilize the board better than ear-

lier; when there is enough knowledge, the board can truly make more decisions.’ 

 

‘Some sort of self-examination and self-imposed studying and detection of the com-

petitive and the business environment, and drawing conclusions based on these ob-

servations has strengthened us. That is terribly good. And, consequently … what I 

said about really big stones and the rolling of them, I meant just the fact that those 

rocks are also rolled to the board meetings. That there is this kind of opportunity 

now and also some analysis about the opportunity made by the CEO is available. 

That making a change in this means something like this as numbers and so on. I 

think that good improvement has happened in these kinds of activities.’ 

 

On the other hand, because of the CEO’s increased initiative, the board no longer got as much 

information about the firm as it used to get. This and the need to control the achievement of the 

CEO encouraged the board to develop different control mechanisms (like a performance meas-

urement system) for the CEO.  

 

‘What I wanted to emphasise was that if these were reasons to let an old CEO 

leave, the new person to be selected to this position really has to be significantly 

better in certain areas. So much better that also other people can see it. …  And 

then we wanted, as a board, to make some evaluation criteria and measurements 

for the achievement of the CEO. We wanted to make it visible that, really, we will 

evaluate your performance.’ 

 

However, board members experienced the control to be like giving targets for actions and 

evaluating the implementation of jointly agreed objectives, and helping the CEO to achieve 

well.  
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‘I don’t see that we, as a board, implement monitoring the CEO by underlining the 

word control. But we want to spar and to advise and to be like a catalyst to the 

CEO to develop his expertise. And so I also crystallize the role of the board of di-

rectors.’ 

 

The CEO change also has influenced on relationships within the board. Brett and Ida were used 

to work as a pair in many business issues, and from the perspective of the position they had in 

the business, they were also equal as board members. After Brett became the CEO, the power 

balance between Ida and Brett changed from work pair to a supervisor - subordinate relation-

ship. This had an influence on their roles on the board, but this influence was not disturbing.  

 

‘But I don’t see any bigger problems in that supervisor - subordinate relationship 

on the board, because I have chosen the role to be an expert/inner consultant on the 

board anyway. So I see that board membership brings more positive influences to 

my own work.’ 

 

Overall, changing the CEO in a family business is not easy. It includes activities or happenings 

at process, personal, and family levels. In this case, the change confused the family at first. The 

family had been kept consciously away from the business, and for many family members the 

AGM was the only connection to the business. However, in the end, the change was accepted 

quite well.  

 

‘I have received only one phone call, or actually two, but the other one was so re-

ceptive that there was nothing in it, but one had a little more challenging tone. It 

was more a “Why” kind of a call. And after that call I understood that the first 

thing, if someone phoned me and asked about the situation, would be to ask “Are 

you calling as a shareholder who is interested in his/her investment, or are you 

calling as a relative?” That thing should be made clear to the counterparty, and to 

yourself: what are the interests of the calling person? Does he/she call as a cousin 

or relative, or is he/she interested to uphold his/her investment’s maximum value. 

That call would have gone more smoothly if I had understood to ask that in the first 

place.’ 
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This comment reflects the typical situation in a family firm, where different interests are often 

in contradiction with each other. In changing the CEO situation, as well as selecting other key 

persons in the firm, an individual family member’s interests contradict those of the wider col-

lective, or business interests contradict interests relating to family cohesiveness. When all or 

almost all participants have many overlapping roles (like owner, family member, manager, 

employee, board member), it is important that the participant recognizes what role they are 

representing in each situation, such as owner (best possible return for investment) versus fami-

ly member (concern for family member’s well-being or cohesiveness of the family collective).  

While the board has been identified as having the role of mediator in conflicts arising from 

divergent interests of family members or different shareholders groups (Bammens, 2008; An-

derson & Reeb, 2004), the board could also work as a linking element between different share-

holders. Collecting the family’s vision of the future and using their ownership has also been 

mentioned as a board task.  Thomas (2009) found that the quality of the board’s future deci-

sion-making is enhanced by understanding shareholders’ views of the company.  In this way, 

especially in the case of wider ownership, this task is very valuable. 

  

 

Table 10.  A summary of influences of the later CEO change on the firm’s governance 

 

What happened; what changed? The board ended up replacing the family CEO with another. 

What were the board’s role and most 

important tasks in this phase? 

Deciding about the replacement. Selection of the new CEO, 

ensuring the reasoning for firing the old one, supporting the 

new CEO. Estimation of different kinds of risks arising from 

the change. Creating the evaluation criteria for the new 

CEO’s performance. 

How does this influence the board? Need for a new board member.  Changes in relationships 

between board members. 

How does this influence the govern-

ance system? 

The balance between the CEO and board changed, new kind 

of emphasis in the job between the CEO and the board.  The 

board’s increased possibility to concentrate more on strategic 

issues; more difficulties monitoring the CEO. 
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As a summary, there is a comparison of the three Fashion House CEOs in relation to different 

board attributes in Table 11. There are also reasons for differences, arising from the case, add-

ed to the table.  According to the case, changing the CEO, and consequently the CEO’s person-

ality and character, seems to influence many aspects of the family business and its governance. 

The shift in balance of power between boards and CEOs has recognized and is linked to busi-

ness development. For example, young firms have been noted to have powerful CEOs and 

weak  boards,  composed  mostly  of  family  directors.  As  the  needs  of  business  change  in  later  

stages, boards evolve towards being more independent compositions, and exercise increasing 

levels  of  power  in  governance  activities  (Dyer,  1986;  Fiegener  et  al.,  2000).  However,  in  the  

case firm, the board – CEO power balance was more related to the CEO’s personality.  

 

Table 11.  Summary of board status and attributes in relation to the responsible CEO 

 

Board’s… Ian Michael Brett Because of… 

Status Rubber-stamp 
board Advisory board Advisory/overseer 

board 

Background (family 
tradition, path for 
the CEO, an attitude 
towards the task and 
responsibilities) 

Central role 
Confirm deci-
sions made ear-
lier 

Prepare and make 
decisions, confirm 
and monitor im-
plementation of 
decisions, monitor  
the performance of 

Make decisions 
based on prepara-
tion made by the 
CEO, monitor im-
plementation of 
decisions and per-

CEO’s competence 
and readiness to do 
things, business 
knowledge (family 
contingencies) 

Board tasks related to owners To inform owners about changes and their reasons. 

Board tasks related to ownership To make an offer about buying the shares of the leaving 

CEO; ensuring that the owners’ interests are implemented. 

Board tasks related to business Contacting and informing different stakeholder groups; en-

suring the existence of valid agreements with stakeholders if 

needed. 

Board tasks related to the govern-

ance system itself  

Creating a performance measurement system for the CEO; 

helping operational management in tasks like creating a job 

satisfaction survey for employees. 
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the CEO, support 
the CEO 

formance of the 
CEO 

Processes 
Informal, fast, 
“beside the ta-
ble” 

More formal, dis-
tinction between 
decision-making 
and the family 

Quite formal in the 
sense of prepara-
tion, more control-
ling elements in-
cluded 

Family members 
participating in dai-
ly operations: the 
developmental stage 
of the firm  

CEO-board -
dynamism  

CEO-led 

Same person as 
CEO and chair, 
the rest of the 
board more or 
less adapted   

CEO-led but with 
bigger board influ-
ence 

Different persons 
as a chair and CEO; 
family and outside 
directors 

CEO-led, CEO–
director relation-
ship a little prob-
lematic because of 
the superior-
subordinate rela-
tionship 

Existence of inside 
and outside direc-
tors; relationships 
outside the board-
room;  CEO-
director relation-
ships, Chair-CEO-
relationship;  own-
ership concentration 

Influence Small Bigger Lesser 

CEO’s competence 
and willingness to 
take responsibility 
and/or use power 

Composition 

Only inside 
directors, all 
family mem-
bers;  three 
members; main 
selection criteri-
on is participa-
tion to daily 
activities 

Both inside and 
outside directors; 
only one outside 
the family; five 
members. Main 
selection criteria 
are business needs 
and family needs. 

Both inside and 
outside directors; 
only one outside 
the family; five 
members. Main 
selection criteria 
are business and 
family needs. 

Family and business 
needs  

…participation 
in the daily 
operations 
(decision-
making) 

Board = opera-
tional managers, 
full participation 
via board mem-
bers 

Participation in 
bigger daily deci-
sions and at strate-
gic level 

Participation in the 
decisions meaning-
ful in a strategic 
sense or because of 
the time frame 

CEO competence;  
the size of the com-
pany (e.g. lack of 
some functions); 
existence of outside 
directors 

 

  



 
 

130 
 

6. CASE GARDEN HOUSE LTD 

 

6.1 History and development of the company  

 

Garden House Ltd is a Finnish family company whose main business is to grow and sell plants. 

It is also a parent company for a small group of three other companies. In 2010, Garden House 

had a little more than 40 employees and its turnover was about 10 million euros. The history of 

the firm started in the 1960s, when the founder, Arthur, started the gardening business together 

with his brother (Brothers Corp.). 

 

6.1.1 From one business to a business group 

 

The business succeeded and the brothers bought a chain of sale offices to complete their firm 

(A&G Sale Offices). In the 1970s, the brothers decided to divide their company and both took 

three of the six sale offices. Arthur had already founded a company, Arthur’s Garden, together 

with his wife, and built some greenhouses in the countryside in Southern Finland. After the 

brothers had divided the company, Arthur continued with two businesses, Arthur’s Flowers 

and Arthur’s Garden. At this stage (at the end of the 1970s), Arthur also took his whole family 

(wife and four children) as owners of Arthur’s Flowers. About 10 years later, the business was 

sold again, and two children, Margaret and Timothy, withdrew from the business. The remain-

ing  two,  Christine  and  Matt,  were  planned  to  continue  the  business  after  their  father’s  retire-

ment, and thus their ownership in the company was increased. The owners of the company in 

its different stages can be seen in Figure 8. 

 

Arthur decided to withdraw from the business when he was 65 and the succession was accom-

plished in the beginning of 2000s. Arthur’s two children Matt and Christine took the responsi-

bility for the business after their father’s withdrawal. Arthur decided to sell shares with greater 

voting rights to Matt, which gave Matt authority over the company and made him the successor 

of the family business. After the succession, both Matt and Christine worked in the company. 

As people, these two were very different, and their way of leading a company differed equally. 

Over time, tension between the siblings increased, and finally, Matt ended up buying Christine 

out. As part of the purchase price, Christine got one of the related businesses, Flower House 

Ltd, to herself. Already earlier, the name of the company was changed from Arthur’s Flowers 

to  Garden  House,  and  since  the  end  of  2000s,  Matt  has  been  the  main  owner  of  the  business  
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group of the parent company and three subsidiaries. His ownership in the parent is 90% while 

his mother still  owns the remaining 10% of shares.  In the subsidiaries,  Matt  has a minor per-

sonal ownership in order to ensure eligibility for financial support from the European Union.      

 

The development of the company from the 1960s to 2010 has taken over 50 years, and in this 

time multiple companies have been bought into the business group, merged with existing busi-

nesses, and/or sold based on family and business needs. However, in this empirical part of my 

thesis, the main concern will be on the board of the parent, Garden House Ltd.  Ownership is-

sues, affecting to the whole family business system, have been included in order to explain the 

board’s role and development as part of the family business governance. That is why I concen-

trate my attention on the development of the group and wholesale activities (upper half in Fig-

ure 8) and leave the production part (lower half) and other related companies practically with-

out attention. In the figures, firms that have been left out are marked with a blue dashed line.   

 

 
 

Figure 8.  Simplified summary of the history and development of Garden House from the 

1960s to 2010, including owners at different stages5 

 

  

                                                
5 To preserve confidentiality, the exact years have been changed to be more imprecise. 
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6.1.2 Challenges arising from the family and environment 

 

Before the EU, the field of business was partly regulated and protected against importation by 

tariff  agreements,  which paved the way for profitable business.  As one of the pioneers in the 

field, the firm became very successful. The founder had strong opinions about how things 

should go, including every aspect of the business. He also had very clear visions for both the 

family’s and business’s future. The continuity over generations, but also ambition to develop 

the business and gardening, were driving forces behind the entrepreneurial activities. All this 

created its own kind of business culture, with authority and a controlling management style, a 

high-class product, and successful and paternal relationships with employees. 

 

In addition to the management authority, Matt inherited the expectations of success and conti-

nuity of the tradition of being one of the leading producers of gardening products in Finland. 

He also got the organization to lead, and this organization was still at least partly loyal to the 

incumbent  leader.  Matt’s  retired  parents  were  vital  and  lived  close  to  the  firm,  and  they  had  

difficulties giving up their ambitions for the company, which was also their life’s work. The 

incumbent had planned the succession himself, and it was also discussed among the family for 

years, but the proper initiative for the change came from the financial advisers, based on tax 

planning and other financial issues. In the event, the actual succession happened very fast, sur-

prising the successor and causing varying problems within the family and the business. 

 

The field of business and the business environment more widely changed radically along with 

the European Union at the end of the 1990s. Borders were opened, trade regulations were 

mostly cancelled, and the level of costs, especially concerning energy and work force, rose 

significantly. Garden House, together with the other companies in the field, met new kinds of 

challenges as a consequence of these changing circumstances. Garden House had been a big 

employer in the area for years, and the older couple described their employees to be like family 

members. This caused tension between generations, while new business circumstances forced 

the present management to examine earlier business structures very critically and reduce the 

workforce from different activities.  

 

The characters of the incumbent and the successor also varied. The former owner was mainly a 

farmer  or  a  florist  in  his  nature  and  represented  management  style  with  the  desire  to  control  

every part of the company and to stay close to both activities and employees. On the other 
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hand, the successor was described to be more like a developer with very many ideas, but a 

slightly distant management style. He also wanted to increase the professionalism of the organ-

ization and started a big management and governance reform after the succession. The incum-

bent looked askance at reshaping the organization and the development of the governance, and 

also said this. This increased the tension between the father and the son.  

 

6.1.3 Governance of Garden House 

 

Matt has worked as a CEO from the succession until this day, with the exception of a one and a 

half year period of an outside CEO managing the business. Before the succession, Garden 

House  had  a  board,  but  it  was  more  like  a  rubber  stamp  than  an  active  decision-maker.  The  

board was composed of family members only, and all important decisions were made by the 

founder, who had an unofficial management team supporting him and giving him information 

about different sections of the business. Arthur, Matt, and Christine continued on the board 

after the succession, Christine as chair. Matt saw the board to be an important part of govern-

ance also in smaller family businesses, and he started to develop the board’s composition, 

roles, and processes. A little later, Arthur withdrew from the board and Matt invited an outside 

director with great business experience to replace him. The main shareholders (Matt and Chris-

tine) had signed a shareholders’ agreement that authorized both shareholders to bring or sug-

gest their own candidates for the board. A couple of years later, Christine invited the consult-

ant, who had worked in a firm with a development project, onto the board. In those days, the 

financial manager of the firm acted as the board’s secretary and Christine stayed on as the 

chair.  When  Matt  bought  Christine  out  and  the  first  outside  member  of  the  board  was  fired,  

Matt, as the main owner, selected a couple of new members for the board. All the new mem-

bers were chosen by carefully evaluating the needs of the company, and candidates had been 

sought based on the competencies the candidates had. Matt  has led the board from the begin-

ning of 2007 to the present day. 

 

6.2 The family used ownership actively to achieve both business and family goals 

 

The ownership operations were done partly from business reasoning, in order to accomplish 

the business strategy, and partly from family reasoning, especially with the succession and the 

idea of continuity over generations in mind. The owners of the company used their ownership 

actively by buying, selling, and founding new companies if business, family, or individual rea-
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sons required that. This is shown by the large number of businesses related to the company, or 

businesses that have been related to the company at some stage of its history.  

 

From the family perspective, the ownership was used to manage family and business wealth 

and the ownership structure of the company. The family used ownership to take more family 

members into the business, but also to decrease the number of involved owners. The orderli-

ness in ownership ran through the company’s history. The aim of the original three brothers 

was  to  found  their  own  business  for  each,  and  the  brothers  accomplished  their  original  plan  

successfully. The third brother opted out from the common businesses earlier, but Arthur and 

his brother George continued together, although they also had their own businesses simultane-

ously, until they decided to divide the shared one. 

 

There were three reasons for the brothers to divide the business. At first, the business went well 

and there was a need to do something with the money in order to avoid excessive taxation. 

They decided to divide the company through acquisition, and both brothers founded new busi-

nesses that bought half of the shares of their previous company, A & G Sales Offices. Second-

ly, George and Arthur had had some disagreement about the firm’s future directions, and divid-

ing the company enabled both brothers to carry out their own intentions. The third reason relat-

ed to the families and ownership structures, as dividing offered a perfect opportunity to take 

family members as the owners.  

 

In the 1980s, the business Arthur’s Flowers was sold again to the new company, Arthur’s 

Flowers Ltd, and along with the ownership changes, the corporate form was changed from a 

limited partnership company to a limited company. The reasons for this were related to the 

management of the ownership structure, and preparing for the succession. The oldest daughter, 

Margaret, had married and wanted to withdraw from the family business. The acquisition of-

fered  her  a  possibility  to  that,  as  well  as  the  family’s  other  son,  Timothy.  The  operation  also  

laid the ground for the succession by increasing the remaining family owners’ shares of owner-

ship in the company.  

 

The succession (both transfer of ownership and management) was finished in 2004, when Ar-

thur withdrew from the business and his children bought his shares. Ellen kept her 10% of the 

business. The new company got the name Garden House Ltd. Matt and Christine had the same 

amount of its shares, but Matt’s shares possessed more voting rights. Implementation through 
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acquisition offered Arthur a possibility to get compensation for his life’s work. After the suc-

cession, Matt and Christine worked in the business, with Matt as CEO and Christine as chair of 

the board, but they had continuous disagreements, for example about the management, and as a 

solution the siblings started negotiations about ownership arrangements that would let them 

continue in their own ways. Finally, Matt bought Christine out from the family business, and as 

a part of the purchase price, Christine got one of the companies belonging to the family’s busi-

ness group. Since that, the owners of Garden House Ltd have been Matt with 90% and Ellen 

with 10% share of ownership. 

 

Although ownership operations concerning family ownership played a big role in the compa-

ny’s history, ownership was also used to develop the company and its business, to take ad-

vantage of different possibilities (e.g. taxation, financial support), or to provide solutions for 

future needs or changes. During the years, many companies were bought into the business port-

folio and sold out as well. Complimentary businesses were selected because of their added val-

ue to the business (or owners), and actual reasons to buy or found a new company varied from 

holding properties, to being close in the customer interface, or having supplementary produc-

tion. For example, the florist’s Flower House, which went to Christine, was bought to keep the 

parent company close to end–users, and in this way, to give valuable knowledge straight from 

the field. In addition, after the energy crisis at the end of the 1970s, Arthur decided to prepare 

for  an  energy  crisis  in  the  future  by  buying  a  large  area  of  peat  swamp.  Moreover,  Matt  re-

tained one per cent ownership of the subsidiaries himself, in order to ensure eligibility for fi-

nancial support from the EU. In this way, the use of ownership was manifold, and had conse-

quences both for the company board and more widely for the governance system.  
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Figure 9.  Main ownership operations at different stages of Garden House development  

 

Table 12.  A summary of ownership issues influencing the governance and board of direc-

tors 

What happened; what changed? The family used ownership to achieve different family, 

business, and individual goals. Operations were imple-

mented by buying, selling, and founding businesses. Own-

ership operations changed either the organization structure 

(e.g. the number of businesses included in the group) 

and/or the ownership structure, and influenced the firm’s 

financial situation. 

What were the board’s role and most 

important tasks in this phase? 

Minor role before succession; after it, estimating the con-

sequences of different operations for the business; making 

suggestions about meaningful operations from the business 

perspective; making final decisions concerning the opera-

tions accomplished via the company.  
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6.2.1 Succession to next generation increased the pressure to formalize company govern-

ance 

 

The management style of the founder and successor varied, and before the succession the com-

pany’s governance was very informal. The board was composed completely of family mem-

bers, and there was only an unofficial TMT in the firm. Arthur’s need to keep control in his 

own hands was reflected in the whole governance system. For example, more than having for-

mal meetings, TMT work was composed of daily discussions between Arthur and the manag-

ers.  

 

‘We had this, one can say that our working in the management team was continu-

ous. One could say that we had an unofficial management team. But very much this 

was kind of, an approach imposed and determined by the householder.’  

 

As a CEO, Matt started to reform the company’s governance to be more professional.  An offi-

cial top management team was formed, processes were developed, a new reporting system was 

introduced, and both board activities and composition were developed.  

 

‘At the beginning of the 2000s when we started to implement the succession very 

strongly, the one main idea was that we had to build a board for the company and 

that we had to get TMT to function. So I started to lead affairs in that direction. And 

when Arthur said that now the succession will start, we started to push this kind of, 

we could use the concept Corporate Governance guidelines, into the company. The 

idea that we will start to do things very professionally.’  

 

How does this influence the board and 

governance system? 

Ownership operations affected the whole context where 

the board made its decisions and had an influence on board 

composition, roles, and processes. Ownership operations 

affected, for example, key person nomination and man-

agement, and in this way also changed governance needs 

more generally. 
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Before the succession, the board was mainly a rubber stamp, or as one of the interviewees said: 

“Arthur was the board”. That is also a reason why the board hadn’t had a role in the succession 

either.  After  the  succession,  Matt  started  to  build  a  board  to  bring  additional  knowledge  and  

competence to the firm systematically. One main goal when building the board was also a need 

to get more objective, outside insights into the family business activities. Matt’s selection crite-

rion for board members was added value, that is, the expertise potential members had about the 

more specific field of knowledge and experience of doing businesses. Board members’ person-

al and business networks were also important criteria in terms of valuable connections. 

 

Along with the new, more professional board and TMT, the need to get real-time information, 

based on actual numbers, also increased. A new computer-based reporting system was intro-

duced. So formalizing the governance as a whole captured the whole company, from the actors 

to the reporting system level. Except for the ownership changes, these changes also reflect 

changes in the generation in charge, as well as companies’ needs to move to being more pro-

fessional when they pass a certain stage in their evolutionary path.  Fiegener (2005) examines 

the board’s strategic role and highlights the meaning of organizational context in this process. 

Firms in their early stages of development tend to implement informal control systems, basic 

organization structures, and centralized decision-making processes that are well adapted to the 

simpler environmental contexts in which they operate. ‘There always has to be a master, the 

one who is responsible in the end, the one who either accepts things or not, and that is what my 

management style is all about.’  

 

However, success and growth greatly complicate the CEO’s managerial tasks. To progress be-

yond this point, the small firm must develop an administrative mechanism capable of manag-

ing the growing volume and variety of information and problems, such as by formalizing pro-

cedures and extending authority to subordinates (Fiegener, 2005).   

 

‘Of course when you are the entrepreneur in the first generation, the founder who 

has started to develop and build the company from the beginning, you are familiar 

with everything. But when the next generation comes in, they handle it with those 

teachings and competencies they have, and they say that “you want to intervene in 

all issues, and want to keep them in your hands”. And the next generation, it dele-

gates more.’ 
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Whistler (1988), for example, also argues that at some stage, entrepreneurial managerial tech-

niques have to give way to more professional and analytical ones. When managerial expertise 

and experience are lacking internally, the CEO may turn to the board for help (Fiegener, 2005), 

which might mean recruiting outside directors (Whistler, 1988).  The outside directors’ role is 

central when taking the business to be more professional. Succession may increase the need for 

different governance mechanisms as the experience (of the founder or earlier manager) is re-

placed with new habits of doing business, and these new ways are achieved by manager(s) un-

familiar to the organization and having possibly only limited knowledge concerning the organ-

izational and business issues. 

 

Table 13.  Consequences of the succession for governance 

 

 

 

6.2.2 Ownership concentration had a major effect on governance needs 

 

Matt and Christine had disagreements concerning the management of the company, and after 

some years of co-operation, they ended up solving the situation by making an acquisition. The 

florist house, which was part of the business group, was selected as the object of the operation, 

and Christine got it as a part of the compensation for her shares. The particular operation was 

What happened; what changed? Power from the founder to his children, especially to Matt. 

The board role and composition, as well as the whole gov-

ernance system, changed to be more professional. Two 

participating owners, shareholders’ agreement between 

them. Changes in management style between the founder 

and successor. 

How does this influence the board? The board’s role increased, outside members were includ-

ed, more formal processes. Board members’ selection cri-

teria moved from family membership to added value.  

How does this influence the governance 

system? 

The successor wanted to move the firm’s governance to-

wards being more professional. TMT was also made more 

functional, processes were created, a computer-based re-

porting system was introduced. 
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not perfectly in line with the company’s interest, while the florist house was a real connection 

to the end-user interface and the profit it produced also had an important role in the company’s 

cash flow.  

 

‘I restricted that operation. I said it to both parties, because from the perspective of 

cash-flows that was a good company and also carried partly the group’s finance. I 

said it then, that I want to keep it in the group, but of course, I was from outside the 

family, a menial I could say,  and I didn’t have alternatives in that situation. So I 

made calculations about the consequences, and showed them to both parties, and 

the calculations showed quite fatal influences. And the other issue was that the 

company was our interface with the consumers. Through which we got knowledge 

about the real happenings in the clientele. And we lost that in the operation.’  

 

Although both family members understood the importance of the company for the group, they 

experienced the acquisition to be a “family issue”. As Matt describes it: ‘That operation was 

between Christine and me. We both were on the board deciding about the operations. But oth-

erwise the board didn’t participate in it. We decided about it with Christine. Kind of, it 

couldn’t be left to the board to decide, because it was a private decision, family issues.’  

 

As a consequence of the acquisition, Matt’s share of ownership increased to 90% of all shares. 

This had a couple of consequences for the company governance. The most visible changes in-

volved the board composition and its tasks. The shareholder’s agreement between Matt and 

Christine lapsed, and Matt got freedom to build a board according to his own vision without 

any limitations. Matt implemented this freedom by firing the board member nominated earlier 

by Christine,  and replacing him with his own choice.  The number of board members also de-

creased when Christine left her place in it. 

 

The extent to which the decision-making is centralized is said to be one of the differences be-

tween owner-managed and professionally managed firms. Especially first-generation business-

es with the founder running the business are characterized by centralized decision-making (Dy-

er, 1986, Daily & Dollinger, 1993). There is also less need for internal control and control 

mechanisms. Internally set corporate governance mechanisms are, for example, board compo-

sition and inside ownership (Bartholomeusz & Tanewski, 2006). At Garden House, the owner-

ship concentration also probably affected  most of the board’s roles and tasks. There were two 
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reasons for that. The first one related to the number of owners, and the second to power con-

centration.  

 

The  challenges  for  the  board  in  a  firm with  many owners  are  different.  Controlling  the  man-

agement in order to ensure the unbiased treatment of each owner and the implementation of the 

company’s interests is a central task when there are many owners, and possibly with different 

numbers of shares.  

 

‘When there are multiple owners in the firm, the board’s task is to examine the 

business on behalf of all of them, but not from the perspective of each individual 

owner, but taking care of the business in the way that nobody can say that it isn’t 

controlled. Because the board represents the General Meeting, and in this way, the 

owners. And in this way the responsibility is also formed differently from businesses 

with many owners. And (as a board member) you have to always keep this in mind, 

although there may be owners with smaller or bigger shares.’  

 

The  main  contribution  of  outside  directors,  according  to  agency  theory,  is  their  ability  to  be  

independent when overseeing operational matters protecting the assets of the firm, and holding 

managers accountable to the firm’s various key stakeholders to ensure the future survival and 

success of the enterprise (Gabrielsson & Huse, 2005). Controlling the agency problem between 

majority and minority shareholders is also an important contribution of the board monitoring 

(e.g. le Breton-Miller & Miller, 2009).  

 

Instead, when the ownership concentrates strongly on one person, and in addition this person 

also  operates  as  the  CEO,  the  role  of  the  board  changes  radically.  In  addition  to  being  in  the  

locus of decision-making, CEOs in small firms are less constrained by organizational structures 

and systems. That is why they used to have a big impact on organizational processes, and, for 

example, on board composition, as was also the situation in Garden House.  The owner, with a 

large number of shares, has the power to fire board members with their own decision, and this 

puts the roles of the CEO and the board upside down. ‘The board’s only weapon is to fire the 

CEO, and now (when the ownership is concentrated) you can’t do it.’  This decreases the power 

the board has and also changes board’s role: ‘But in the situation where one person owns (al-

most) all the shares, when one has practically the whole decision-making authority, in that 

situation the board’s role is different, because the board’s task is to represent the owners. And 
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when there is only one owner with a very big shareholding, the board’s role change to being, 

one can say, more consultative, advising.’ It seems clear that the simpler the ownership struc-

ture, the less the board is needed as a controlling element, or the less it has real possibilities for 

genuine control.  In smaller firms, this characteristic is even clearer (Fiegener, 2005).  

 

On the other hand, the influence of ownership structure on board’s role is related to the CEO 

and his personality. When Matt’s ownership increased to 90%, he became, in practice, the only 

owner, and all expectations based on family traditions, methods of doing business, and the ear-

lier success of the firm fell on his neck. Matt was described to be, for example ‘… an engineer-

kind-of-person, a highly intelligent one with a very analytical personality … a person with 

many ideas and the ability to examine markets very well … a person with good but complicated 

insights and some difficulties delegating responsibilities to others … and a very kind person 

with an unwillingness to make tough decisions, especially if these related to employees.’   

 

According to the case, concentrated ownership highlights the owner-manager’s character and 

the effects that character might have on the company. Especially when one person’s power 

captures the whole governance, it can be seen as a board task to determine different ways either 

to compensate for missing competencies or restrict unwanted influences. The board can make 

this happen either by controlling the owner-manager, advising them in service and supports 

roles, and/or affecting the organization and decision-making within it. In Garden House, the 

board did all these.  

 

Matt searched for objectivity in the decision-making by building an active board. ‘Because, 

when you are involved in these operational issues, you can very easily lose your way, and you 

can’t question your own insights anymore. You can see very weakly from near. Further is easi-

er to see clearly. That is the point in here.’ Other board members agreed with this, and named 

the controlling implementation of decisions to be one of the most important tasks of the board. 

They also wanted to make the decision-making more assertive. The board accomplished this by 

asking Matt to make and send board members a weekly report about happenings in the busi-

ness. ‘We said to him that now you have to implement these decisions we have made in the 

board, and to ensure this, the board wants you to keep a kind of weekly business diary.’ This 

helped board members to stay updated, despite the relatively long time between board meet-

ings.  
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The board adopted an advising role, and board members offered their support to the CEO, and 

insights based on their own expertise, always when they could. When developing and evaluat-

ing the business strategy, the discussion about possibilities is important. One board member 

described Matt to be very rich with ideas, but also intuitive. From this perspective, he said the 

board’s task was the following: ‘Maybe the task of the board is, except to give support, also to 

be critical concerning the continuing flow of new ideas. We don’t go in that direction now; we 

have to finish this first. I think that is how we benefit the business most.’ 
 

The board also noticed that there was a need for additional competencies relating to selling. 

When Matt also needed more time for strategic issues, the board suggested to him that he could 

hire  an  outside  CEO,  and  Matt  himself  could  concentrate  more  on  his  strategic  role  as  chair.  

The board discussed the topic and we decided that maybe it would be better, because Matt was 

not so strong in selling … Probably because of the family and educational background he was 

more a producer, and then the outsider CEO was chosen for this firm. After little more than a 

year, Matt lost confidence in the CEO, and the board fired him.  

 

Table 14.  The influence of ownership concentration on the governance of the company 

What happened; what changed? Matt bought Christine out from the family business. As a 

part of the purchase price, one part of the company was 

assigned to Christine. The ownership concentrated strongly 

in Matt. The CEO’s personality and competencies became 

more influential in relation to governance needs. 

What were the board’s role and most 

important tasks in this phase? 

The board had a very small role in the operation. Should 

probably have been stronger (“the family issue”). Along 

with the ownership concentration, the board developed 

new ways to support the CEO, but also control him and 

distribute work within the company in order to manage the 

ownership and follow power concentration. 

How does this influence the board? The  board  composition  and  basics  for  member  selection  

changed; the board’s role changed towards advising, and 

finally supporting. 

How does this influence the govern- The concentration of the ownership changes the balance 
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6.3 Contingencies played a big role in the company; influences on governance needs and 
board 
 

There are a lot of contingency variables influencing family business governance and the 

board’s composition. Here, contingencies are divided into two groups: family-related contin-

gencies and business-related contingencies. Family-related contingency variables are variables 

that simultaneously define different family business types and have relevance in determining 

governance needs (Voordeckers et al., 2007). Business-related contingencies are those arising 

from the business environment.  

 

6.3.1 Family-related contingencies 

 

At the beginning of the examination period, the case firm had just transferred from the first 

generation to the other, meaning that the ownership structure had also changed. These are typi-

cal family-related contingencies (e.g. Corbetta & Salvato, 2004; Voordeckers et al., 2007). The 

family also made changes in ownership because of area payments paid by the EU. Actually, 

these payments, together with taxation, were significant reasons for the timing of the owner-

ship changes, and also reasons to finish an ownership and management succession. Although 

these contingencies do not directly arise from the family, they are affected via family owner-

ship, and this way they are named family-related contingencies in this examination.  

 

Succession led to the changes in ownership when Arthur withdrew and sold his shares to Matt 

and Christine. Because Matt got shares with a higher voting right and also inherited the CEO 

position, Arthur wanted Christine to be chair to ensure balance between the two main owners 

and  to  have  two family  members  in  the  firm in  case  of  emergency:  ‘Christine became chair, 

because … Matt became CEO and because of that, the other should be the chair.’ The key per-

son nomination was strongly influenced by family harmony and experienced equality between 

different family members after the succession. 

ance system? between different governance mechanisms. The owner will 

become visible more directly, especially in board member 

and key person selection. Need to control owners’ activi-

ties and power via mechanisms like dual stock system (in 

the earlier stage) and a shareholder’s agreement. 
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Table 15. Family-related contingencies in Garden House 

 

Contingency Influence on… 

Generation The number of (participating) owners; differing working/ 

leaderships styles; different goals.  

Taxation Optimizing taxation and other benefits, often advice from 

experts in the background, e.g. need to use earnings, timing 

of the succession, timing of investments. 

Family relations Need to clarify power relations in business;  need to clarify 

the goals of business activities. Relationship between dif-

ferent owners, need to break away from the business or get 

some family members out of the business. 

 

Family relations also had a significant role otherwise. Because of the many participating family 

members in the company, there was a constant need to clarify the power relationships between 

different owners, as well as to clarify the objectives of different owners for the business. Fami-

ly  relations  also  had  an  influence  on  ownership  changes.  A concrete  example  is  Matt  buying  

Christine out of the family business because of tension between siblings and their insights re-

lating to business. Family relationships as a motive was also clearly more meaningful than le-

gal ownership.   

 

6.3.2 Business-related contingencies 

 

In this case, the business environment changed really radically along with the EU, and simulta-

neously production costs rose significantly.  

 

‘Yes, the EU was the last straw, because before we acted on the regulated field of 

business, protected by tariffs against competition from abroad. But along with the 

EU, borders opened and foreign goods came here … and now, if you think of to-

day’s florists, or buyers of big markets… It doesn’t matter at all, if the product is 

domestic or not, if its price is multiple. Because the consumer, when he or she buys 

a corsage from the store, doesn’t care if the product is foreign or domestic. The 

main issue is that it lasts, is beautiful, and on budget.’ 
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In order to manage the difficult situation, Matt searched for experienced business persons for 

the board and lifted the strategy creation to be its main concern. Thus, governance needs 

caused by business-related contingencies showed at first in the board composition and tasks. 

Scholars’ overall interest in the board’s role in the strategy process has increased lately, alt-

hough researchers have highlighted the disagreements in the empirical studies on the relation-

ship between boards and strategy. When studying this strategic role, understanding the context 

and observing contingencies affecting the board is also highly important (Pugliese et al., 2009). 

Forbes and Milliken (1999) note that providing expert and detailed insight, especially during 

major events, as well as generating and analysing strategic alternatives, are contents of the 

board’s service task. Especially in SMEs, generally characterized by a lack of internal re-

sources and in-house knowledge, a board with experienced outside directors is considered im-

portant in providing resources and complementing the management with experience, 

knowledge, and skills. The board, and especially outside directors, may be considered a bundle 

of strategic resources, who can provide advice and counsel in areas where in-firm knowledge is 

limited (Gabrielsson & Huse, 2005).  

 

Contingencies  also  influence  the  other  key  person  selections.  For  example,  the  outsider  CEO 

was selected for Garden House mainly because of her knowledge in marketing. Finally, busi-

ness contingencies affected the ownership arrangements in the case firm, while the firm estab-

lished new ventures, or executed acquisitions and buyouts to implement business goals.  

 

In the case firm, the board had multiple tasks. Matt’s selection criterion for board members was 

added value, that is, the expertise that potential members had about a more specific field of 

knowledge and experience of doing businesses. Board members’ personal and business net-

works were also important in terms of valuable connections. In changing circumstances, the 

business strategy development and evaluation was naturally one of the main tasks of the board.  

One participant describes the situation as follows:  

 

‘What really needs consideration is strategy. Analysing how we have ended this, 

what has happened, what kinds of choices the firm has made. It is so easy to say 

when everything is going fine. But the business environment has changed totally. 

We played in this kind of playground before. We can’t go to the new playground 

with old ropes. To understand this, it is board’s work.’  
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About  the  board’s  role  in  evaluating  the  strategy,  the  same  person  states:  ‘Strategy does not 

stand until the board’s acceptance. The board’s task is to have antennas towards the outside 

world. And by doing so, the task is also to analyse the strategy. Does it work? Does it go like 

this?’  Matt  agreed with this in summarizing the board’s strategic role:  ‘The board looks fur-

ther.’  

 

Table 16.  Business-related contingencies in Garden House 

 

Contingency Influence on… 

Accession to the European Union  Deregulation, increases in costs. Changes to the busi-

ness and competition environment. 

Taxation Optimizing taxation and other benefits, often advice of 

experts in the background, e.g. need to use earnings, 

timing of the succession, timing of investments. 

The globalization of the business field The production of gardening products is cheaper 

somewhere outside Finland because, for example, of 

the climate and the price of the work force. Opening 

the borders increases competition; some products or 

even business branches become unprofitable. 

Changes in business logic, more power-

ful central firms, selling via chain stores 

An individual actor has to adapt to rules made by big 

actors until it is influential enough. Buyer’s market. 

Need to understand and know chain marketing, high 

volumes and low costs in production.  

 

 

From Matt’s point of view there were many challenging elements in the family business arising 

from the business and the family. Fast succession; the deep-rooted idea of continuity from gen-

eration to generation; the earlier success of the business; Arthur’s desire to keep on producing 

some traditional products that also formed the brand of Garden House, although their profita-

bility had changed; tension between family members; and finally changes in the business field 

all together formed a huge mental load on the successor. In the crossfire of traditions and ex-

pectation, Matt felt it hard to choose between different possibilities and, although he was the 
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owner of the business, to keep his own head while deciding about the future. In addition, the 

need to break away from the parents and old-school management practices left the successor to 

manage the business all alone. The board noticed that, and board members wanted to support 

him. The board’s role also changed towards being more supportive. As one board member 

said: ‘We have a little different role now. This is supporting and advising, mainly.’ The board 

adopted the new role as a response to the changing circumstances (Fiegener, 2005). 
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7. COMPARISON OF CASES AND FINDINGS 
 

In this chapter, I will at first very briefly describe some similarities and differences between the 

two cases. The main purpose of this comparative analysis is to deepen understanding rather 

than try to enhance the generalizability of the study (e.g. Miles and Huberman, 1994). 

 

When selecting cases for this study, the guiding issues behind the selection were: an actively 

operating board of directors; at least one implemented intergenerational succession; and the 

availability of at least two generations of family members as informants. A similarity between 

cases in terms of business field, size, or age was not on my list of characteristics needed. How-

ever, there are also many similarities between the cases. Both firms are medium-size business-

es, and when measuring the size by using the number of employees as a measure, these firms 

are quite close to each other. When evaluating the size by using turnover, Garden House is big-

ger. Fashion House is older, but Garden House is also so old that its activities can already be 

said to be established. Both firms have a successful history. The businesses operate in different 

field of business, but both have met some difficulties in the 21st century, mainly because of big 

changes in the business environment.  

 

Another common feature between the case firms is that in both case firms, the change of gen-

eration had major effects on the governance of the company. At Fashion House, the ownership 

and managerial power was transferred from the 3rd to 4th generation, and in Garden House from 

the 1st to 2nd generation. The change of generation led to a more formal governance structure 

and increased the power of the board.  

 

The most meaningful differences relate to the ownership stages and ownership structures of 

these two companies. During the period of examination, there were two participating genera-

tions at Fashion House. While the power was transferred from the 3rd to  4th generation, the 

number of owners increased from five to 16. At the end of the succession, the number of own-

ers stabilized to 12. After the succession, the company was in a cousin consortium stage on the 

ownership axis (Gersick et al. 1997). On the other hand, at Garden House, the number of own-

ers changed between two and six. Participating family members represented the 1st and  2nd 

generations, and right after the succession, the firm was in a sibling partnership stage. Some 

years later, the ownership stage moved back to the controlling owners stage (Gersick et al. 

1997). 
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7.1 The succession process and its consequences for governance 
 

Both case firms have implemented intergenerational succession. The succession at Fashion 

House occurred between the 3rd and  4th generations, and at Garden House the participating 

generations were the 1st and 2nd. A common feature in the succession processes is that, from the 

perspective of ownership transfer, the succession was prepared in the long run. In both cases, 

the first operations relating to the succession were accomplished about 20 years before the 

management power was transferred. Ownership transfer also included multiple phases, and 

some of those took place near the management transfer (like Arthur finalizing the succession 

by selling his shares to his children in the Garden House case) or even in the time after it (the 

A-stocks demolition in the Fashion House case). In both cases, the actual power (management) 

transfer was accomplished very fast and came at least as a small surprise for the successor.  

 

Proceedings for the succession can be studied, for example, by following the four-step process 

described by Le Breton-Miller et al. (2004). The process started by creating the vision about 

the future. At Fashion House, these visions varied a lot among family members, as part of the 

family wanted to sell the business and the rest to keep it, at first. 

 

‘There were many opinions in the family. Although we have always reconciled well 

together, in this case my sister, she had her own interests, and she wanted to sell 

the firm. Luckily this didn’t happen. Ian met this expert, and he said that you should 

do it this way. And luckily we did.’ 

 

An outsider’s insight and plan for the proceeding was needed before a common vision could be 

created and the succession started to look like a potential option for the family.  

 

At Garden House, the strong founder had a clear vision about the future of his family and busi-

ness, but his children, becoming successors, were not totally aware of these plans. However, 

the outside expert also had a big role in starting the succession at Garden House, as a taxation 

consultant advised starting the succession quite fast in order to benefit from existing tax relief. 

In this way, an adviser had a big influence at least on the scheduling. Timing is one critical 

factor behind successful succession (Dyck et al. 2002). Interviewees at Garden House also 

named timing to be one reason behind problems that the participants faced during and after the 

succession. Regardless of this, both Garden House and Fashion House named the use of out-
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side experts as one critical success factor in succession. Although this supports the common 

insight about the meaning of outsiders as part of succession planning (e.g. Morris et al. 1996), 

it is also important to critically estimate the suggestions, and to match these to the particular 

context of the firm.  

 

The second step, nurturing and development of potential successor, was implemented in 

both cases, but it had different forms. This nurturing may consist of formal education, career 

development, training in or outside the family business, and on the job-training (Le Breton 

Miller et al., 2004), but also mental preparations like motivation to join the firm and self-

perception of preparation (Morris et al. 1996). In both case firms, the successors said that the 

succession, or at least its timing, came as a surprise to them. It seems that although there was a 

plan for the succession, the mental preparation was the weakest part of it. However, ensuring 

the fit between the career interest and abilities and the successor’s role is a critical part of suc-

cession planning and implementation (Handler, 1994).  

 

At Fashion House, the incoming successor had no higher-level formal education, but he had a 

chance to work in positions of responsibility in the family business before becoming the CEO. 

In contrast, at Garden House, the successor got a university level education and he also went to 

get experience of gardening abroad. However, in the family business, he worked in develop-

ment tasks without profit and loss responsibility until he became the CEO. According to Han-

dler’s (1990; 1994) role adjustment process, the predecessor enables the successor to take au-

thority, helps the successor to adapt to the new roles and the predecessor to move forward with 

their new role in the family and business. Ensuring the possibility for this kind of experience 

should be part of succession planning. 

 

The third stage is selecting the successor from among the candidates (Le Breton-Miller et al., 

2004). Almost as important is to select other key managers and the team the successor will be 

working with. At Fashion House, there was in practice one possible candidate to be the succes-

sor. All the others were too young and inexperienced, and the family did not want to put the 

responsibility for the company’s future in an outsider’s hands. Although the competence gap 

between the old and new CEO is well recognized in the literature (e.g. Miller et al., 2003; 

Cabrera-Suárez, 2005). the gap may also occur throughout the company's management. For 

example, at Fashion House the CEO, and also other members of the older generation, left the 

company along with the management succession. This left a big experience and competence 
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gap in the company and its management. The board compensated for this gap partly, for exam-

ple, by participating in the strategy work more than earlier. The board’s composition, as well as 

other board attributes, was also developed from the competence perspective more than earlier. 

In addition, right after the succession, the chair, coming from the 3rd generation, provided his 

help and expertise to the successor, and gave him a possibility to discuss difficult issues. 

 

At Garden House, the founder had kept all things tightly in his hands. He had an unofficial 

management team as his help, and especially the financial manager (outside the family) had big 

role as an adviser and had the founder’s trust. This manager had also expressed his willingness 

to continue as the company’s CEO after the founder’s retirement, if the family would like him 

to do so. So Ian made his choice between Matt, Christine, and the outsider manager. The rea-

son that Ian ended up choosing Matt was based, most likely, on his own values and family cul-

tural  heritage.  In  his  family,  the  power  was  transferred  from  father  to  son,  and  this  also  im-

prints the selection of the successor. In addition, Ian’s own need to control and to be responsi-

ble for the business was reflected in the selection of Matt instead of the outside manager. 

 

‘I thought that it’s better if the owner is a master that a subordinate. That there 

could be difficulties to be in that (subordinate) role. … This although the other 

might be more competent yet in this phase.’  

 

Despite the different processes when selecting the successor, one can say that in both case 

firms, the selection of successor followed more family than business needs, which is typical for 

family businesses (Fox et al., 1996).   

 

The fourth stage is the implementation of the actual transfer consisting, for example, of the 

timing and phases of the management succession, as well as transfer of capital and shares be-

tween or within generations (Le Breton-Miller et al., 2004). In both case firms, these two steps 

of implementation were accomplished within a long time frame and separated from each other 

(see e.g. Churchill & Hatten, 1987; Dyer, Jr. & Handler, 1994). Ownership succession focuses 

on  who  will  own  the  business,  but  also  on  when  and  how  this  will  happen  (Griffeth  et  al.,  

2006). At Garden House, preparing the ownership operations was done in the 1980s, which 

was also the situation at Fashion House. At Garden House, the ownership succession took 

more than ten years, and at Fashion House, where the succession ended with the demolition of 

A-stocks, it lasted more than 20 years. The “who will own” and “how will this happen” parts 
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were well thought through, with advisers in both firms, but once again the question of “when” 

remained hazier for participants.  

 

In both firms, finalizing the succession meant buying the earlier generation out (not getting the 

succeeding generation in). At Fashion House, this happened when A-stocks were purchased 

and abolished. At Garden House, the founder was bought out simultaneously with the man-

agement succession. Arthur had stocks with big voting rights. These stocks were used in the 

succession to define the incoming successor. Christine and Matt got stocks worth the same 

financial value, but by selling his powerful shares to Matt, Arthur assigned the decision-

making power to him. So, both case firms had dual stock systems in use. At Fashion House, the 

first ownership operation, which targeted the 4th generation’s ownership, was achieved when 

the incoming owners were mostly very young. The original reason to set up the dual stock sys-

tem was to keep the power in the hands of the 3rd generation in this situation. Later, after the 

management  succession,  the  system  was  meant  to  be  a  kind  of  “back  door”,  ensuring  that  if  

things went wrong, the 3rd generation could take over the situation. When the ageing of the 3rd 

generation  started  to  form a  threat  in  terms  of  potential  and  uncontrolled  ownership  changes,  

the system was demolished. Thus, at Fashion House, the dual stock system was used to prevent 

threats arising from generational (ownership) issues, and changes to the use of the dual stock 

system took place in situations where the ownership competence of owners decreased or be-

came more difficult to control. In both cases, this system played an important role in the suc-

cession. Although there are some studies about dual stock systems, these concern mostly listed 

companies (e.g. Carlsson, 2007; Bozec & Laurin, 2008), and there are no earlier studies about 

the use of dual stocks in a family business succession context (Gersick & Feliu, 2014).  

 

When estimating the success of succession, there are two interactive dimensions. First, effec-

tiveness consisting of determination of the impact of succession on firm performance offers a 

possibility for objective assessment of the success. However, in family firms, non-economic 

goals  like  family  harmony  and  good  relations  with  each  other  are  sometimes  even  more  im-

portant goals than productivity. Thus, family members estimate the success of succession also 

subjectively by the manner in which the succession process is carried out (Sharma, Chrisman, 

Pablo & Chua, 2001). One such kind of subjective assessment could be an incumbent’s with-

drawal, which is often mentioned to be a challenge in successions (e.g. Handler, 1994). Levin-

son (1971) explained the reason for this to be that “for the founder the business is an instru-
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ment, an extension of himself. So he has great difficulty giving up his baby, his mistress, his 

instrument, his source of social power, or whatever else the business may mean to him”. 

 

At Fashion House, the criteria for a successful succession were met relatively well. As in Lev-

inson’s (1971) example, only the former CEO, who withdrew from the business and made a 

decision to keep away, described the situation to have been very hard for him for a while. 

However, he kept to his decision, stayed away, and left the stage for the younger generation. At 

Garden House, the incumbent leader also had big difficulties leaving his life’s work in the suc-

cessor’s hands, and this also had consequences for the firm’s operations, causing contradictory 

expectations and guidelines for employees, as well as ambiguity in the power relations. Alt-

hough the incumbent’s willingness to leave the company is found to be one of the most im-

portant predictors of successful succession, setting the post-succession role for them seems to 

be relatively rare (Sharma et al., 2003 a; Sharma et al., 2003 b). For example, at Garden House, 

many interviewees mentioned that the transfer of power would have been easier if the incum-

bent had had a named role in the company after the succession. There seems to be a need for 

some kind of “relieve the retirement” task, including a step-by-step plan for the retirement of 

the former CEO (Dyck et al., 2002). This plan could be a part of a wider succession plan im-

plemented by the board. 

 

7.2 Ownership structure 
 

Along with the succession, the company’s ownership structure often changes. From this point 

of view, the ownership of Fashion House developed evolutionarily, moving towards a more 

complex structure, namely from a sibling stage to a cousin consortium (Gersick et al., 1997). 

The number of owners also increased significantly, from 5 to 16. In a later stage, the number of 

participating owners decreased, when the shares held by the 3rd generation were bought by the 

company. Pearce and Zahra (1991) found that the dispersion of ownership may result in a 

widespread lack of accountability of the directors and executives. Although their sample con-

sists of Fortune 500 companies, the same kind of tendency can be seen at Fashion House, 

where many of the most active family members seemed to be quite concerned about the possi-

bly decreasing motivation among executives as a result  of dispersion of ownership.  From the 

perspective of different ownership groups, this can be seen as a potential source of agency 

threats (e.g. Gomez-Mejia et al., 2001). In order to secure the benefit of all shareholders, the 

board should either provide incentives to the executives and directors,  or control them. If  the 
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board consists of family members belonging to the ruling coalition alone, this task is impossi-

ble to achieve. Defending the owners’ interests in a situation with increasing ownership com-

plexity may demand the participation of outside board members (e.g. Zahra & Pearce, 1989; 

Fiegener, 2005). 

 

At  Garden  House,  there  were  multiple  ownership  operations,  in  which  family  members  were  

both included in the family business and excluded from it. In the ownership operation that 

paved the way for the succession, two siblings were excluded and planned successors, Matt 

and Christine remained as owners with their parents. In the next operation, Arthur’s shares 

were transferred to Christine and Matt, and Arthur withdrew from the business. Ellen kept her 

shares (10% in total). When Christine was bought out, only Matt and his mother had company 

shares. In this way, the ownership complexity moved towards being more concentrated. In a 

case with strongly concentrated ownership, the board’s role seems to change from controlling 

towards a more consultative role.  

 

Changes in ownership have an influence on the interaction between the family and the busi-

ness, the decision-making and the board’s tasks. Along with the changing ownership structure, 

the goals and values become more diverse, and possibilities for goal conflicts increase (Ward, 

1997; Vilaseca, 2002). Typical causes of conflicts are differences of opinion about dividend 

pay-outs and the future direction of the business. This creates a challenge, especially for sibling 

and cousin-owned firms (Ward, 1997). In addition, overlapping roles of family members with-

in the family and the business promote conflicts further (Zellweger & Nason, 2008). For ex-

ample, at Fashion House, the case company’s actual reasons for determining the “sell out” or 

“keep and transfer to the next generation” decision were: individual thoughts about personal 

careers, each owner’s personal hopes, and plans for their own or their children’s future, sugges-

tions from experts, contingencies (here, the selling of the big estate, which enables the financ-

ing of the succession), and happenings in the business environment or society (here, the change 

in  taxation).  When  the  number  of  owners  increases  along  with  the  succession,  the  goals  and  

aims become more and more diversified. This causes an increasing need to monitor the atti-

tudes and expectations of the expanding number of family member shareholders (Thomas, 

2009).  

 

‘Because these kinds of traditions and heritages are so terribly strong, the board, if 

there is a true Annual General Meeting, should participate in it, and learn more 



 
 

156 
 

about background issues. … And if there is a larger family behind the company, the 

board should decide that there has to be a kind of (informal) ownership meeting, 

once or twice a year. And in this meeting it would be possible to discuss all issues 

concerning the family business, but the discussion should be led and there should 

be an agenda for the meeting as well.’ (Garden House) 

 

‘And you should know the background, and if the board has real power. Especially 

if there are many owners, and these owners are in dispute, or family branches are 

pulling in different directions… Of course, also in family businesses the board 

should be able to say which and whose line it is following. Because after years and 

years the business (and its ownership) disperses, and then different interests will 

come out… Yes, the challenge is to recognize true ownership (the willingness to in-

fluence business issues and develop them).’  (Garden House) 

 

Family business development contains both collective and individual reasoning and decisions 

concerning the control and responsibilities over the business. In this sense, the development 

relates to changes in ownership - either in terms of owning some particular object (estate, com-

pany, business, shares, and concept) or in terms of changing the combination of owners of 

those owned objects (Rautiainen et al., 2010). Most financial strategies are perfectly capable 

when developing the plan for business development and success, but the strategies are rarely in 

concert  with  the  family´s  or  individual  family  members’  long-term  goals  and  wishes.  As  the  

family grows and the business develops, new strategies are required for family control and fi-

nancial resources (Rautiainen et al., 2014). One possible way to handle the wholeness of eco-

nomic  and  non-economic  goals  and  the  aims  of  different  owners  is  to  create  an  ownership  

strategy for the business.  

  

In the family business context, the ownership strategy could be composed of elements like the 

present and future ownership structure (number of owners, shares owned by each owner), and 

classes of stocks (especially voting rights of each class); contractual elements like partnership 

contracts, and contracts for buying or selling shares; and the distribution of tasks between dif-

ferent family members. Finally, probably the most important parts of the family’s ownership 

strategy would be the vision of the family’s future as a business family and the action plan for 

accomplishment of this vision (e.g. Ward, 1987). This plan has to be seen as highly strategic, 
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as it can include decisions, for example, on founding, selling, and acquiring companies in order 

to implement the business family’s ownership strategy (Rautiainen et al., 2014).  

 

7.3 The board’s participation in decision-making 
 

In the case firms, the boards had multiple tasks. The strategic role was mentioned to be one of 

the most important board tasks of all. When developing and evaluating the business strategy, 

the discussion about possibilities is important. The board also participated in the decision-

making that related directly or indirectly to the ownership. Historically, the ownership opera-

tions were implemented partly from the business reasoning in order to accomplish the business 

strategy, and partly from the family reasoning, especially with the succession and the idea of 

continuity over generations in mind at Garden House. When Matt became the CEO and owner, 

decisions were made primarily based on the business reasoning. For example, the structure of 

the business group was viewed more from the profitability point of view than other issues, ex-

cept when Matt bought Christine out. In that buyout, ensuring the working peace for partici-

pants and preventing additional disagreements as a goal exceeded the business as a reason. 

Before the succession, the board was not active, so the board did not accomplish succession 

planning and estimation of those ownership arrangements. Later, board work captured this task 

well, especially with acquisitions and buyouts related to the business strategy: ‘Estimating the 

keeping or selling options is a typical task for the board.’   

 

The board also participated in the ownership issues at Fashion House. There were many deci-

sions relating to business acquisitions and buyouts, but even more than that, the board actively 

discussed  management  of  the  ownership  structure  and  the  number  of  owners.   One  result  of  

this thinking was the buyout of the older generation. In addition, the board presented different 

plans  for  the  future  for  rest  of  the  owners  at  the  Annual  General  Meeting  and  collected  the  

owners’ vision or will about the plans.  

 

‘And we will present that (plan) in the general meeting, and say that most likely this 

will mean that short-term profits for owners will be smaller than this far. And at the 

same time we will ask who is ready for this, that for the next five years there will 

not come so much (dividends). And we will ask who is willing to participate, and if 

someone won’t, then we may build, of course all can also use their own money for 

buying of shares, but we (as a board) also have an interest to reduce the number of 
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shareholders. So we could, in the same way as we did with A-shares, the firm could 

buy those shares for the firm. This will decrease the dividend profits from everyone, 

but on the other hand, increase everyone’s ownership share. 

 

In both cases, the board participated in the selection of key persons either by discussion or by 

using the power to hire or fire the CEO. At Garden House, this came true when the firm select-

ed and also fired the outside CEO. The board suggested the hiring of an outside CEO to release 

the owner-manager’s time for strategy work and also to get some additional competence for the 

marketing and selling. The board participated in the selection by determining the qualifications 

for the required person. The needs of the company and the selected person were evaluated care-

fully. After one and a half years, the main owner lost confidence in the CEO and the board ad-

vised the owner in the decision of firing the CEO:  

 

‘We then said to him that if you, as an owner, don’t trust (the CEO), then you have 

to make a decision. We can’t do that for you, but if the chair of the board doesn’t 

trust the CEO, it just doesn’t work’.  

 

Besides selecting key persons for the company, the board also suggested distribution of the 

work between the owner-CEO and managers at Garden House. All the interviewees described 

Matt to be a kind person who found it hard to make decisions relating to employees and espe-

cially to their dismissals. During the reorganizing, the board ended up suggesting a wider man-

date for the firm’s financial manager, so that he could make decisions difficult for the owner 

but necessary for business survival.  

 

‘In order to make the financial stand better we then decided on the board to give a 

lot of authority to the financial manager. We said to the owner that you stay aside 

for a while; let him (the manager) make solutions relating to the pricing and this 

kind of thing. Just watch as a chair what will happen. We gave him authority and 

we said that he will catch this, and reorganize this.’   

 

The board distributed the work between the CEO and managers. At Fashion House, the same 

kinds of discussions were held about the distribution between the board and the CEO. Especial-

ly in situations where the responsible CEO changed, this discussion became topical. 
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Board members at Garden House named the controlling implementation of decisions to be one 

of the most important tasks of the board.  At Fashion House,  the control role was also experi-

enced  as  important,  but  by  the  owners  who  did  not  participate  in  the  daily  operations.  They  

wanted  the  board  to  monitor  the  CEO on behalf  of  the  rest  of  the  owners,  which  stems very  

much from the agency theoretical assumptions about information asymmetry and principal-

principal agency problems (Villalonga & Amit, 2006).  As part of the controlling role, the 

board determined limits for the CEO’s power by giving him the mandate to represent the firm. 

 

In  succession,  an  agent-principal  relation  often  changes  (Sharma et  al.,  2003a).  For  example,  

while withdrawing from the business, the earlier generation usually has an interest in getting 

good compensation for their life’s work. In this situation, the board’s task is to balance the 

needs  of  the  business  and  the  interests  of  the  withdrawing  owners.  As  one  fourth  generation  

member at Fashion House said:  

 

‘During the succession, the board should absolutely ensure that it is not only the in-

terests of owners which are monitored, but also the interests of the company. The 

succession must not be too heavy for the business. … We have seen those succes-

sions where the former generation has tapped the company so much that there are 

no longer operational preconditions. Although the business continues, all develop-

ment is impossible.’  

 

The objectively estimated business viability after the succession is also one criterion for the 

success of the succession process (Sharma et al., 2001; Le Breton-Miller et al. 2004). 

 

Table 17.  Board tasks mentioned in cases and the target of each task 

 

Board tasks mentioned in interviews Garden 

House 

Fashion 

House 

The area where 

the task is di-

rected 

Business strategy development and evaluation,  discus-

sion about possibilities  
X X business 

Key person selection, including hiring and firing the 

CEO   
X X governance 

Distribution of work between the CEO and managers X  governance 
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Distribution of work between the CEO and board  X governance 

Controlling implementation of decisions 
X X 

governance, 

business 

Estimation and acceptance of acquisitions and buyouts 
X  

business,  

ownership 

Bringing business knowledge and special expertise to 

the business 
X X business 

“Outside the family” insight into the business, objec-

tivity 
X  

business,  

governance 

Supporting the CEO and/or successor in decision mak-

ing and well-being 
X X governance 

Giving advice to the CEO X X business 

Decisions about newly founded companies 
X  

business,  

ownership 

Decisions about the amount of dividends, suggestion to 

the General Meeting 
X6 X ownership 

Preparing strategic issues in the board before decision-

making 
 X business 

Creating values for the firm  X business 

Informing the owners about the company’s situation X X governance 

Creating the vision and big lines for the company  X X business 

Controlling the CEO on behalf of the owners  X governance 

Bringing concrete tools for operative management  X business 

Determining limits to the CEO’s mandate  X governance 

Deciding about the ownership operations, finding out 

the owners’ will  
 X ownership 

Making decision-making more assertive X  governance 

Creating the job description and measuring the perfor-

mance of the CEO 
 X governance 

Taking care of personnel well-being  X business 

Exploiting directors’ personal or business connections X X Business 

Managing the ownership structure (the number of 

owners; ownership concentration or diffusion) 
 X ownership 

Negotiating the price for the company in succession   X ownership 

                                                
6 There was no mention about dividends in Garden House case interviews, but the Finnish Limited Liability Com-
panies Act determines it to be board’s task to suggest the amount of dividends for the General Meeting   
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The above-mentioned tasks are familiar from the board literature. However, there are three 

different objectives towards which the tasks are directed. Each task is related to the business, 

ownership or owners (depending on the ownership structure of the firm), or governance of the 

company. Some tasks are included in more than one category. Next, I will study these catego-

ries more closely. 

 

Board tasks relating to business 

Directing a company means being involved in the strategic decision process of the firm (Pie-

per, 2003). On a business level, the board activities in the case companies related to the strate-

gy development, renewal, and estimation (see Table 18). These tasks are well recognized in the 

board role literature as a part of the strategy role (e.g. Zahra & Pearce, 1989; Fiegener, 2005). 

At Garden House, the board determined its task to be not only to create a new strategy, but also 

to analyse the past decisions and happenings in the business environment to understand how 

the company had ended up in its current situation and to find routes out.  The strategic meaning 

of the board was highlighted in both companies, which most likely reflected difficulties follow-

ing changes in the business environment (Garden House) and the competence gap after succes-

sion (Fashion House). The reasoning behind the board member selection followed the one 

adapted from resource-based logic (e.g. Habbershon & Williams, 1999). In both firms, the di-

rectors were expected to bring additional knowledge to the strategic decision-making, and also 

to use their personal connections to the benefit of the firm. This was also one basis for board 

member selection. In this sense, findings from the cases support those of Minichilli and Hansen 

(2007) about the meaning of increasing board members’ diversity during a crisis.   

 

Table 18.  Board tasks relating to business issues 

 

Task GH FH Target 

Business strategy development and evaluation,  discus-

sion about possibilities  
X X business 

Bringing business knowledge and special expertise to 

the business 
X X business 

Giving advice to the CEO X X business 

Preparing strategic issues in the board before decision-

making 
 X business 
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Creating values for the firm  X business 

Creating the vision and big lines for the company  X X business 

Bringing concrete tools for operative management  X business 

Taking care of personnel well-being  X business 

Exploiting directors’ personal or business connections X X business 

Decisions about newly founded companies 
X  

business,  

ownership 

Estimation and acceptance of acquisitions and buyouts 
X  

business,  

ownership 

Controlling implementation of decisions 
X X 

governance, 

business 

 

 

There are also two notable differences between cases. At Garden House, the board tasks relat-

ing to the business include decisions about acquisitions and buyouts, as well as decisions about 

newly founded companies. This reflects the family’s habit of using ownership to accomplish 

different tasks. The second difference relates to Fashion House’s relative closeness to the oper-

ational interface, which becomes visible in tasks like preparing strategic issues, bringing con-

crete tools for management, and taking care of personnel well-being.  

 

In order to achieve these tasks, the board has to be in close interaction with the CEO (and top 

managers), but it also has to be extremely sensitive to changes in contingencies. There is prac-

tically no research literature about the board participating in operational activities, probably 

because the assumption is that the board does not participate in operational tasks. 

 

Board tasks relating to governance 

At Garden House, the board monitored the implementation of decisions by asking the owner-

manager to make a weekly report about happenings in the business. As a part of its governance 

role, the board wanted to make the decision-making more assertive and robust (see Table 19). 

In practice, this meant (in addition to reporting) supporting the owner-manager in his decision-

making and well-being. This nears the advice and service roles of the board. The board can 

facilitate the steward’s effort by acting in service and advisory roles (Davis et al., 1997). How-

ever, the context differs. As support here means concrete support for the CEO and taking care 

of his well-being in a difficult situation, the relationship between the board and the CEO is 
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drawn close to that between the employee and the superior. In this way, the support is seen to 

belong to the governance tasks.   

 

Table 19.  Board tasks relating to governance issues 

 

Task GH FH Target 

Informing the owners about the company’s situation X X governance 

Supporting the CEO and/or the successor in decision 

making and well-being 
X X governance 

Making decision-making more assertive X  governance 

Creating the job description and measuring the perfor-

mance of the CEO 
 X governance 

Determining limits to the CEO’s mandate  X governance 

Controlling the CEO on behalf of the owners  X governance 

Key person selection, including hiring and firing the 

CEO   
X X governance 

Distribution of work and responsibilities between the 

CEO and managers 
X  governance 

Distribution of work and responsibilities between the 

CEO and board 
 X governance 

Controlling implementation of decisions 
X X 

governance, 

business 

Self-assessment of the board  X governance 

 

 

The board also took an active role when distributing the work between the CEO and managers 

when the situation needed it, and participated in the key person selection by hiring and firing 

the outside CEO. Thus, the results of successful board activities in the case firm are: ensuring 

the best-possible achievement of company goals by organizing the occupation according to the 

situation and supporting the CEO by advising him and making the decision-making and im-

plementation more robust. In order to achieve these tasks among governance activities, the 

board has to act in interaction with the CEO but also with the owners. 

 

The key person nomination was strongly influenced by the family harmony and experienced 

equality between different family members in both cases. The succession changed the owner-
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ship of Garden House when Arthur withdrew and sold his shares to Matt and Christine. At the 

same time,  Matt  inherited  a  CEO position.  Arthur  wanted  Christine  to  be  chair  to  ensure  the  

balance between the two main owners and to have two family members in the firm in case of 

emergency. Equally, board and family members had some suspicions about Michael as the 

successor, but ended up adapting to Ian’s will because there were no other options available in 

the  family.  Key  person  selection  based  on  family  harmony  may  cause  agency  threats  arising  

from altruism (e.g. Dyer, 2003). On the other hand, continuity to the next generation may be a 

strong motive to pursue success in business activities (e.g. Randoy & Goel, 2003). 

 

The biggest difference between the case firms in this task group appears to be due to the own-

ership structure. At Fashion House, with many owners and family branches, the agency theo-

retical assumption seems to have more influence on board work. The board is expected to mon-

itor the CEO, determine the limits to his jurisdiction, and measure his performance. At Garden 

House, with very concentrated ownership, the monitoring is almost non-existent. A family firm 

needs governance that matches the complexity of the constituent stakeholder structure, pro-

motes  cohesion  and  a  shared  vision  within  the  family,  and  reduces  harmful  conflicts  (Musta-

kallio et al., 2002).  In closely-held businesses, well-functioning governance helps to avoid 

destructive interference by individual owners in the domain of management (Gersick & Feliu, 

2014). According to Bammens et al. (2011), the board, as an inner administrative body, has to 

exercise control to prevent potential disadvantages that may follow if the family or owners pur-

sue their own economic or non-economic interests, if parental altruism takes harmful forms, or 

if the interfamily interests are divergent.  

 

Board tasks relating to owners and their ownership 

There are two lots of used dimensions to represent family ownership, and this way, family in-

fluence on governance: ownership concentration and characteristics of family control (e.g. Sil-

va & Majluf, 2008; Pieper et al., 2008). Both of these played significant role in the cases. Use 

of power in a family firm can be estimated by using the combination of family ownership (ei-

ther direct or indirect through financial holdings); the extent of direct governance control 

through family board members or indirect control through members nominated by the family; 

and the extent of direct managerial control through family managers and indirect control 

through managers chosen by the family (Corbetta & Salvato, 2004; originally in F-PEC). Fami-

ly influence is reflected in terms of a family’s ownership and presence in the business, in terms 
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of  board  seats  and  TMT positions  (Silva  & Majluf,  2008,  Pieper  et  al.  2008).   Incentives  are  

used to encourage the board and managers to align their interests with those of shareholders. 

Simultaneously, transparency of disclosure mechanisms helps to reduce information asym-

metry (Klein et al., 2005).  

 

At Garden House, the board role in relation to the owners and ownership is visible in decisions 

concerning newly founded companies and the amount of dividends (see Table 20). The family 

was used to utilize experts from different fields (lawyers, accountants) to give advice when 

planning and implementing ownership operations. The board’s role in these operations was 

weak before succession, but after it the role became stronger, especially for acquisitions and 

buyouts related to the business strategy. The board’s role in these found, buy, keep, or sell de-

cisions was to consider different options.  In addition, the board estimated the consequences of 

different operations on the business and made suggestions about meaningful operations from 

the  business  perspective.  In  that  sense,  the  board  partly  replaced  the  advisers  the  family  had  

previously used when planning ownership operations. 

 

Table 20.  Board tasks relating to ownership issues 

 

Task GH FH Target 

Deciding about the ownership operations and succes-

sion,  finding out the owners’ will  
 X ownership 

Managing the ownership structure (the number of 

owners; ownership concentration or diffusion) 
 X ownership 

Decisions about the amount of dividends, suggestion to 

the General Meeting 
X X ownership 

Decisions about newly founded companies 
X  

business,  

ownership 

Estimation and acceptance of acquisitions and buyouts 
X  

business,  

ownership 

Negotiating the price for the company in succession   X ownership 

 

 

When estimating the need for a newly founded company, the board had to put the business 

first, but the owner’s opinion also had to be taken into account. Deciding about dividends is 

probably the most common situation where the board has to make a decision by balancing the 
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interests of owners and the business. The situation is not easy, when the monitoring of owners’ 

interests is the reason why the board exists, and monitoring of business benefits is the most 

important means to achieve the owners’ interests.  The solution is probably in parallel family 

and business thinking to support the development of planning, decision-making, and problem-

solving structures for both the family and business system (Pieper, 2003, originally in Carlock 

and Ward, 2001). However, there are only a few studies concentrating on dividends from the 

board’s perspective (Gersick & Feliu, 2014). 

 

Collecting the family’s vision of future and using their ownership were mentioned as the 

board’s tasks but were not fulfilled in the Garden House case. On the other hand, this was part 

of the board’s activities at Fashion House. Thomas (2009) found that the quality of the board’s 

future decision-making is enhanced by understanding shareholders’ views of the company. In 

this way, especially in a case of wider ownership, this task is very valuable.  

 

7.4 Board – operational activities interface 
 

Both case firms changed their CEOs more than once during the period of examination. At 

Fashion House the position was held by Ian and his two sons, and at Garden House by Arthur, 

Matt,  and  briefly  also  an  outside  CEO.  In  both  firms,  the  CEO’s  tasks  were  transferred  from 

father  to  son  once,  but  other  changes  had  other  reasons.  At  Garden  House,  the  outside  CEO  

was hired to bring additional competence to the selling and marketing, as well as relieving 

Matt’s time for more strategic issues. The board suggested this to Matt, who wanted to use 

more time on considering the company’s future directions. In this way, the board organized the 

governance to support Matt in his endeavours by providing advice and counsel (Bammens et 

al. 2011). At Fashion House, Michael worked as a CEO for years after the succession, but 

along with the changing business environment, the requirements towards the CEO changed, 

and the board ended up replacing him.  

 

In both firms, the CEO’s person and personality had a big influence on the company govern-

ance. One embodiment of this influence in both firms is the board – operational activities in-

terface; that is, the changing amount of board participation in operational issues. According to 

the literature, the board should not participate in the operational activities at any level. For ex-

ample, Forbes and Milliken (1999) describe the important difference between boards and 

TMTs to be that boards are responsible only for monitoring and influencing strategy, not for 
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implementation of decisions in daily operations. Different recommendations and guidelines 

also highlight the board’s separation from operational issues. On the other hand, when study-

ing SMEs, Brunninge et al. (2007) found that the roles of the board and the TMT may not be 

separated and clear cut. The interface between the board and operational activities seems to be 

less solid than has been thought. 

 

According to the cases, the interface between the board and operational activities seems to be 

very variable and may include multiple issues. At Fashion House, the border was moved when 

people had to choose between different roles (the role in daily operations and the role in board-

level decision-making). This concerned especially those directors who worked in the firm. 

However, based on both cases, the CEO seems to have the biggest influence on the interface:  

 

‘…but if we think of issues concerning to the change of person in charge, in that 

case the big issue is the sharing of responsibilities between the CEO and the board. 

That of which issues belong to the board and which ones to the CEO’.  

 

When the Michael took control of the company, the board supported him by taking a stronger 

role in strategic planning and giving clear limits for the CEO’s authority, for example, in nego-

tiations.  When Brett  became the  CEO,  he  adopted  a  stronger  role  and,  for  example,  prepared  

decisions further by himself before bringing them to the board. This changed the board’s role 

in decision-making, and simultaneously the board’s knowledge of daily activities decreased. 

Although the board liked the more active role the new CEO took, the board had to think of 

possible agency threats following the CEO’s more independent decision-making. This created 

pressure to create and put into service different balancing mechanisms such as evaluation of the 

CEO’s achievement.  

 

The board came near the operational interface when it participated in the development of con-

crete tools for the CEO’s work. For example, at Fashion House, the board monitored employ-

ees’ job satisfaction on behalf of the CEO.  

 

‘Well, we have wanted to bring certain things, like the logic, and tools and assis-

tance to help the company's operational management. And I think it is also related 

to firm size; that there are not just people to work with these issues in differentiated 

functions, for example in the HR function, who could think how we could evaluate 
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our operation, and control and develop it. So the board has become a forum for 

these kinds of issues.’ 

 

‘One example is these recent employee satisfaction surveys and the way that the 

measures are built to evaluate the work of the CEO and executive managers (on the 

board). So there are operational issues that are normally decided by the company’s 

operational management, and I assume that the boards in bigger companies don’t 

deal with these kinds of issues like this employee satisfaction survey or managers’ 

360-assessments, and what are their contents like. That kind of thing we have done 

as a group (on the board). And we have discussed putting these things into practice, 

but of course, the implementation of these evaluations, and communication about 

the results, is put into practice by operational management.’ 

 

On the other hand, at Garden House, outside board members equally pondered the board’s role 

in relation to operational decision-making. They had a clear vision about the distribution of 

work between the board and management. ‘The board can never overtake the CEO (in daily 

operations).’ However, board members noticed that their tasks moved towards being opera-

tional. Advice was requested in the operational issues, and although everybody was more than 

willing to help Matt in a hard business situation, this made board members a little worried.  

 

‘Lately we have had to go also into the operational issues. And to give “do this, and 

now do that” kind of advice. …  It is not the board’s task to say for operational is-

sues that you should do it, or you should do that, because the board members don’t 

even have competence to take a stand for those issues. … And as a board member, 

you know your responsibilities. That you can’t go too deep into the operational is-

sues because it may end up in disaster. Because managers can then say that the 

board decided this, and this is what we will do, without thinking does it even sound 

logical.’ 

 

It seems that if the board is capable or willing to take part in the operational issues, it would be 

better to assign individual tasks or the entirety for the board, rather than ask the board’s opin-

ion on the operational issues in general.  
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In both cases, the board’s participation in the operational activities, or the interface between 

strategic and daily decision-making, seems to be closely related to the CEO’s personality and 

needs, but in different way. At Fashion House, the determining factors are the CEO’s compe-

tence and willingness to take responsibility. At Garden House, the CEO’s personality and pres-

sures arising from the family and business environment influenced the board - operational ac-

tivities  interface.  The  size  of  the  company  may  also  have  an  influence  on  this,  although  the  

case firms were equal in size (van den Heuvel et al., 2006). Due to the less complex structure, 

and less formalized governance, the range and depth of service activities available to the 

boards  in  small  firms  are  likely  to  be  greater.  In  this  kind  of  situation,  the  board’s  own  

knowledge  and  skills  play  a  critical  role  when discussing  its  service  effectiveness  (Forbes  & 

Milliken, 1999).  

 

7.5 Changes in board composition  
 

The outsider’s position seems to be more as an expert  or adviser in both cases.  The way and 

reasons  for  bringing  this  expertise  to  the  board  seem to  depend on  the  reason  why the  board  

members have been taken onto the board in the first place, and if they have a position in the 

family business. From outsiders, new kind of approaches and methods are expected, to handle 

different situations, insights, habits, questions, and ideas for the business and board activities. 

Interestingly, there was no mention about controlling or objectivity in the Fashion House case, 

although these tasks or expectations are quite often set for outside board members in the litera-

ture (Ford, 1988; Fiegener et al. 2000; Fiegener, 2005; Voordeckers et al., 2007).  Expectations 

towards inside directors were two-fold. Insiders were expected to bring their knowledge from 

the field, including the feelings of the personnel (see e.g. Hillman et al., 2000). On the other 

hand, they were expected to bring forward potential development subjects to the discussion.  

 

‘In my case, if I think of my role on the board, it could be stronger. But when there 

is the CEO and then there is the family … I mean all the other members are rela-

tives and then there is me, so I have that kind of “I have understood my place” 

thinking towards the situation… So I have thought that my role is to bring 

knowledge and insight about the daily activities; how the business is going and 

what kinds of problems we meet in the field.’ 
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Finally,  expectations  towards  family  directors  seem  to  relate  to  the  communication  from  the  

board to the family and owners, and monitoring the implementation of impartial treatment of 

different owners. As both tasks relate to the potential agency threats (information asymmetry 

and principal-principal agency problems, e.g. Schulze et al., 2001; Villalonga & Amit, 2006), it 

is interesting that the board consisting mostly of family directors has put control on this kind of 

behaviour. 

 

At Garden House, the shareholders’ agreement determined the number of board members as 

long as there were two strong owners with almost equal ownership shares in the company. 

Matt changed the board composition because of changes in ownership and reasons arising from 

the environment. The contingency perspective on family business boards links board composi-

tion variables to variables that simultaneously define different family business types, and bear 

relevance in determining governance needs. Different developmental models of board of direc-

tors (e.g. Dyer, 1986; Ikäheimonen et al., 2013) also highlight the importance of the environ-

mental and organizational contexts as determinants of board composition and roles. 
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8. CONCLUSIONS OF THE STUDY 
 

The purpose of this final chapter is to summarize the findings made earlier, in Chapters five, 

six, and especially Chapter seven, as upper-level conclusions. After that, the conclusions are 

used to answer the two research questions. The theoretical contribution of the study is formed 

by reflecting on the conclusions compared to previous literature on the topic. In the discussion 

part, the implementation of the research is evaluated, and managerial implications, as well as 

suggestions for future study possibilities, are presented. 

 

8.1 Conclusions  
 

The objective of this study was to clarify 1) how the board participates in family business gov-

ernance, and 2) how the board develops along with the firm’s and family’s development. The 

frame of reference consists of literature about family businesses, family business governance, 

the board of directors, and succession. The challenge of the family business is to manage the 

conflicting roles of family, management, and ownership (Ward & Handy, 1988), as well as the 

varying interests of different shareholders (Vilaseca, 2002). All these issues and related prob-

lems reach a peak during the succession process. Therefore, succession offers an appropriate 

context in which to study organizational processes and the development of processes, tasks, 

and participating actors.  

 

Based on this research, several conclusions can be drawn. First, the family business board par-

ticipates in the firm’s activities much more widely than it is customary to think. Although deci-

sion-making related to business activities is one basic task for the board, the results emphasize 

the board’s participation in governance and ownership-level tasks as well. Second, the family 

business board is not a static part of the business, but it develops and it has to develop for dif-

ferent reasons. Third, ownership is not only the basis for board activities or its existence, but it 

affects  widely  the  board  as  a  whole:  its  roles  and  tasks,  composition,  and  processes.  In  addi-

tion, this relationship is two-way. As ownership creates the basis for the activities and essence 

of the board, the board contributes, to a large extent, to the ownership decisions, and in this 

way to the management of ownership. Fourth, according to the cases, the board has many un-

recognized possibilities to facilitate succession in family firms.   
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The board participates in the business, ownership, and governance-level decision-making  

As soon as the board reaches a certain level of activity, that is, when it is transferred from a 

paper- or rubber-stamp stage to an active actor stage,  it  is  assumed to participate in the deci-

sion-making concerning business decisions. In the cases, business-level participation includes 

tasks like strategy development and evaluation, providing advice and expertise, and bringing 

concrete tools for operational management.  The participation is carried out via individual 

board members and in close interaction with the company’s management. The board’s partici-

pation in the business-level decision-making is visible, for example, in strategic, advice, and 

service roles. In terms of theory, especially resource-based theory provides the basis for the 

board’s participation in the business-related issues, by underlying the board’s possibility to 

create a competitive advance for the firm (e.g. Gabrielsson & Huse, 2005).  

 

The board also participates actively in governance decisions, meaning that the board defines 

and controls governance and remedies it to fit changing governance needs. The best-known 

tasks relating to governance are hiring, firing, and compensating the CEO (Fama & Jensen, 

1983). According to my study, there are plenty of other board tasks related to governance is-

sues. The board may, for example, support and monitor the quality of top managers’ decision-

making, and distribute the work and responsibilities both between the CEO and managers 

and/or between the CEO and the board. The board itself is also the object of governance activi-

ties, and as a result of self-assessment, the board should be able to adapt itself to changing or 

appearing demands by shaping its tasks, composition, and/or roles.  

 

The theoretical basis for the board’s participation in governance decisions relies on the agency 

theoretical  assumption about the need for control (e.g.  Zahra & Pearce,  1989).  The board can 

execute this task by monitoring and setting different governance mechanisms to use. Examples 

of  these  kinds  of  mechanisms are  setting  goals  for  the  CEO,  the  CEO’s  performance  evalua-

tion, and providing incentives when the goals are achieved. Stewardship theoretical insights, a 

steward using a high level of discretion to act  for the benefit  of shareholders,  also have to be 

taken into account (see e.g. Daily et al., 2003a). Ignoring this approach, the board may waste 

the potential advantages of organizational structures or processes (e.g. CEO duality). Whether 

the board ends up following either agency or stewardship-based guidelines in governance deci-

sions, is highly dependent on the context.  
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In normative texts, the board’s participation in ownership-related decision-making is recog-

nized, but in research, references to this are rare. However, the ownership-level decision-

making includes decisions every board will face, such as deciding about dividends.  Although 

setting dividends is a common board task, there is only a little literature about the meaning of 

dividends, or empirical research about dividends in different types of companies (Gersick & 

Feliu, 2014). In addition to dividends, my cases indicate several more tasks for the board that 

relate to the owner and ownership issues. One of those is the board’s participation in decisions 

concerning succession. In my cases, these included decisions such as starting the succession, 

decisions about its implementation via business acquisitions or newly founded companies, and 

price negotiations.  

 

Besides succession, tasks arising from the cases are, for example, managing the ownership 

structure (both the number of owners and the degree of ownership concentration) and establish-

ing the owners’ will, namely the family’s vision about its ownership in the present and future 

(Thomas, 2009). In addition, the board participates in the decisions about newly founded com-

panies, and estimates and accepts acquisitions and buyouts when they are implemented based 

on business reasons. 

 

Business-related decision-making requires a close relationship between the board and top man-

agement. Decision-making about ownership issues demands interaction between owners and 

the board, but also with top management, in order to estimate the consequences of ownership 

operations for the business. Instead, while making decisions about governance issues, the board 

can act independently. Participation in governance-level decision-making is based on legitima-

tion more than participation in the roles on other levels. Relying on the law, the board can, or 

in certain situations must, make decisions without interaction with the owners or managers.  

 

Many authors have emphasized the need for a more coherent picture of family business gov-

ernance issues. This is possible to achieve by, for example, studying interaction between share-

holders, board members, and top management teams (Pugliese et al. 2009); by studying more 

complexities  of  the  relationships  between the  family  and  the  firm,  and  delving  into  their  dy-

namics and interconnections (Steward and Hitt, 2011); and by examining the governance of  

the  whole,  consisting  of  the  family  and  business  instead  of  the  business  alone  (Basco  &  

Rodríguez, 2009). The value of placing the board and its tasks into multiple levels of family 

business decision-making lies in the big picture it helps to create. Taking three different levels 
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of decision-making into account, makes it possible to see interconnections between the actors 

and the whole that the family and business as a system create.   

 

The board adapts to changing governance needs 

As confirmed in previous studies, the board and its tasks seem to evolve during the develop-

ment of a family across different generations (e.g. Bammens et al., 2008). According to this 

study, the board development can be seen more widely, as a constant response to changing 

governance needs. The family’s development and subsequent changes across generations is one 

reason for changing demands and expectations concerning governance (e.g. Le Breton-Miller 

et al., 2013), but not the only one. The board reacts to changing governance needs via roles, 

composition, and processes. 

 

The cases show that there are multiple reasons for changing governance needs, like changes in 

ownership structure, the CEO’s person and personality, and business-related contingencies. 

Along with the increasing complexity of ownership,  the need to control a family CEO arises.  

This relates closely to information asymmetry; when the number of owners increases, there is 

no place for everyone in operational activities. In practice, the agency relationships within the 

firm become more complex and the threat of principal-principal agency threats increases (e.g. 

Villalonga & Amit, 2006). If the board represents only one or a couple of family branches, the 

board can also be seen as an agent, and the rest of the family may demand changes to the com-

position based on the board’s ability to control the family CEO and directors. The increasing 

complexity of ownership creates the need to emphasize the control role, which causes pressure 

to change the board’s composition.   

 

In the case of strong ownership concentration, the owner-manager can practically change the 

board by their own decision. This changes the board-CEO power balance, which influences 

mainly  the  board  roles,  but  also  the  board  processes.  The  board’s  role  as  a  supervisor  of  the  

CEO vanishes, and the role changes towards being consultative, including mainly service and 

advice. The ownership concentration strongly affects the board’s role, changing it from con-

trolling towards advising. In addition, when one person’s power captures the whole governance 

(CEO duality), the board’s task is to determine different ways to either compensate for the 

missing competencies or restrict unwanted influences. This is possible by developing board 

processes (e.g. introducing an information system) and bringing additional knowledge either to 

top management or to the board. 



 
 

175 
 

 

Based on this study, the CEO’s person and personality affect the development of both board 

roles and board processes. A CEO’s personal difficulties or even crisis may change the board’s 

role quite radically. The CEO’s willingness to take responsibility and make decisions either 

increases the board’s power or decreases it. The board’s role develops between providing ser-

vice and advice, and controlling decisions made by the CEO. As a consequence of different 

contingencies, the board may end up also taking part in the operational activities. This may 

also come true if the CEO is unwilling to take responsibility, or if they do not have the neces-

sary competence. However, the board-operational activities interface, as a part of the board 

processes, is not insurmountable. Especially in smaller firms with limited resources, the board 

can consciously take over some areas from operational management. However, the common 

denominator in board development relating to the CEO is sensitivity to the situation; the board 

seems to develop as a reactive response to change.  

 

Business-related contingencies influence governance needs. In the cases, business-related con-

tingencies were changes in business and changes in business environment. The effects of these 

contingencies on the board related closely to the competencies the business needed to accom-

plish goals. The board was developed either proactively by bringing new members with neces-

sary skills onto the board, or reactively by responding to an identified competence gap. In both 

cases, the board developed via composition, and new member selection relied on resource-

based  logic,  which  coincides  with  earlier  findings  (e.g.  Blumentritt,  2006).  At  a  process  and  

role level, the board’s role moved towards being more strategic, and strategy development was 

included more consciously in the board’s working processes. 

 

There is a growing consensus about the effects of contingencies and context on governance 

issues. This has increased interest in situational approaches. It seems that within family busi-

ness research, the development of ownership based on the model of Gersick et al. (1997) is one 

of the most used variables when studying the development of family business and its govern-

ance. Lately, for example, Le Breton-Miller and Miller (2013) and Nordqvist et al. (2014) have 

studied family involvement in ownership and management at different ownerships stages. 

Board development is studied in relation to ownership development, for example, by Bammens 

et al. (2008) and Ikäheimonen et al. (2013). However, studies combining multiple aspects from 

the family business context in relation to board development are rare, particularly if the exami-

nation is targeted at other variables besides the board composition. Overall, it seems that as-
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pects relating to business (like need to change strategy) are better recognized reasons for board 

adaptation or development (Bammens et al. 2008; Pugliese et al. 2009). 

 

The board manages the ownership together with owners  

Ownership matters. Ownership is the basis for board activities and for the board’s existence, 

regardless of the chosen perspective (the board as a legal entity, a mechanism, or an active ac-

tor). Ownership, and especially changes in ownership, alters the context in which the board 

works, and also widely affects the board as a whole; its roles and tasks, composition, and pro-

cesses. The owners’ involvement differentiates family business boards from the boards in other 

types of companies. Ownership is also the factor that connects most findings in this study. Suc-

cession is an influential process gathering together many issues, concepts, and events relating 

to ownership change. The number of owners, as well as ownership concentration or dispersion, 

creates new kinds of governance needs, which in turn affect the board of directors. The own-

ers’ influence on the business activities becomes visible through family-related contingencies 

such as changes in generation, or key person nominations, both of which affect the board.  

 

The relationship between the board and ownership is two-way. As ownership creates the basis 

for the board’s activities and essence, the board contributes, to a large extent, to ownership 

decisions, and in this way to the management of ownership. Board participation in the deci-

sion-making concerning ownership issues has already been discussed in an earlier part of the 

conclusions. An additional example is the decision about the use of a dual stock system. In the 

cases, a dual stock system was used to prevent threats arising from situations in which the 

number of owners increased and, simultaneously, the ownership competence decreased or be-

came more difficult to control. According to the article by Gersick and Feliu (2014), studies on 

the impact of the dual-stock system, for example, on generational dynamics among family 

branches, or succession planning in family firms, have not been reported earlier. 

 

Because the roles of different actors typically overlap in family businesses, it is possible that 

directors participating in ownership management as board members are also owners. However, 

the board is a legal entity that is collectively responsible for the business, and it should pursue 

the accomplishment of (all) owners’ interests.  The owners’ participation in decision-making as 

board members does not remove this responsibility, and the board has to at least estimate con-

sequences and make official decisions related to ownership issues; that is, it has to manage 

ownership and its development together with the owners. This, in turn, emphasizes the board’s 
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task as a collector of the owners’ interests and the need to understand both the underlying and 

visible non-economic and economic goals of the owners. 

 

The relationship between ownership and the board of directors has been studied a lot, but from 

different  perspectives.  In  earlier  studies,  the  main  emphasis  has  been  on  the  relationship  be-

tween family influence (often examined through family members on the board) and the firm’s 

performance (estimated using financial measures) (e.g. Anderson & Reeb, 2004; Zattoni et al., 

2012).  Instead, literature about board participation in ownership management alongside the 

owners is non-existent. 

 

The board has unrecognized possibilities to facilitate succession in a family firm 

The board’s possibilities to participate in succession in different roles are manifold and capture 

the whole succession process, from planning to post-succession support for the successor. One 

group of tasks within the succession process relates to ensuring the preconditions for resump-

tion of business and its development during and after the succession. The other group of tasks 

relates to the board’s mediating role between two generations, as well as between different 

family branches and the interests of individual owners. Finally, there are tasks relating to direct 

support for the CEO/successor. When considering these multiple tasks, it is noticeable that the 

target of the facilitative activities in the succession context may vary, being the CEO, the busi-

ness, and/or family members (owners). In addition, the facilitator can be the board as a collec-

tive or its individual member, most often the chair. The board’s facilitative tasks arising from 

the cases are collected in Figure 10.  
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Figure 10. Board facilitative tasks in succession 

 

Based on my findings, the board has a possibility to take responsibility for a succession from 

the beginning to the end of the process. This responsibility includes planning, but also control 

of the implementation. Understanding the succession as one of the most influential events that 

a family and family business can meet, and the board as the most powerful actor in the compa-

ny, it is only in line with expectations that the board acts as an overseer in the succession pro-

cess. In the previous literature, there are a couple of mentions of the board and succession, 

concerning mostly the board’s composition in a succession situation (e.g. Westhead, 2003). 

The most frequently mentioned tasks for the board are participation in the succession planning 

and the selection of the successor (Westhead, 2003; Le Breton-Miller et al., 2004). However, 

there is a consensus about the importance of the board’s participation in the succession (e.g. 

Brun de Pontet et al., 2007).  

 

In my cases, the board activities regarding the succession are directed towards the business, the 

family,  and  the  CEO,  although  the  drawing  of  strict  lines  is  difficult.  There  are  mentions  of  

these kinds of activities as a part of the succession process in the literature (e.g. Cadieux, 

2007), but in many cases, the board is not mentioned as the executor of these tasks. In addition, 

findings regarding board participation in succession support notions about board participation 

in the business, and also in governance and ownership-level decision-making. 
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8.2 Answers to the research questions 
 

The aim of this study was to examine the board’s participation in family business governance, 

as  well  as  the  development  of  the  family  business  board.  To  achieve  these  tasks,  I  proposed  

two different research questions at the beginning of the study. My first question relates to the 

board as a part of the governance system:  

 

How does the board participate in family business governance? 

 

According to this research, the board participates in family business governance on business 

but also on governance and ownership levels. In addition, my findings highlight the importance 

of the board’s ownership-level participation. In order to achieve the decision-making on differ-

ent  levels,  the  board  has  to  interact  with  other  participating  actors.  In  business  decisions,  the  

interaction happens between the board and the management. In ownership issues, the main 

relationship occurs between the board and owners, but top management also has to be included 

in order to estimate the consequences of ownership operations for the business. Finally, in gov-

ernance-related decisions, the board acts the most independently, relying on the legitimation of 

law. These results indicate that the board’s participation in governance is multilevel. In addi-

tion,  the  board  is  not  able  to  make  these  decisions  without  close  interaction  with  the  owners  

and top management, and without having an impact on all levels of operation. In this way, the 

board’s multilevel participation will also be realized in organizational processes. 

 

My second research question studies the board’s development and the reasons behind it: 

 

How does the board develop along with the firm’s and family’s development? 

 

The board development can be seen as a constant response to changing governance needs. In 

this study, the main reasons for changing governance needs are generation, ownership struc-

ture, CEO person and personality, and changes in business-related contingencies. The board 

reacts to changing governance needs through roles, composition, and processes. In conclusion, 

it can be said that the reasons behind changes in governance needs are very varied. Because of 

this, the board’s development as an adaptation to changing needs is continuous, and reflects 

happenings in every part of the family business system. What still remains unsolved is how 

conscious and proactive this adaptation or development is. 
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8.3 Contribution of the study 
 

This study contributes to the existing family business governance and family business board 

literature in several ways. First, the study looks at responses to the need to combine ownership, 

board, and management (Brunninge & Nordqvist, 2004), and studies the interaction between 

these governance actors more closely. The conclusions propose that board participation in gov-

ernance is multi-level, and in order to achieve its tasks on each level, interaction between other 

actors (top management and owners) is needed.  

 

Changes in ownership affect governance needs. However, there are only a few studies that 

have taken into account family ownership and the special nature of family firm governance 

over time and across generations (Le Breton-Miller & Miller, 2009). The research at hand par-

ticipates in this discussion, researching family business governance issues in the succession 

context. In addition, the influence of different ownership operations on firm governance was 

studied. The findings show that succession, as well as other ownership operations, changes 

governance needs and creates for the board a pressure to adapt itself, as well as the rest of gov-

ernance system, to match these changing needs. Previous studies about board development 

(e.g. Steier, 2001; Bammens et al., 2008; Ikäheimonen et al., 2013) have shown that the board 

and its tasks evolve during the development of a family through different generations. The re-

search at hand contributes to the research on the family business board by suggesting that the 

board development can be seen much more widely, as a constant response to changing govern-

ance needs. Reasons for changing governance needs found in this study are family generations, 

the firm’s ownership structure, the CEO’s person and personality, and changes in business-

related contingencies. 

 

The study contributes to the family business governance literature by illustrating the two-way 

relationship between ownership and the board of directors in a family business. Ownership and 

changes  in  ownership  influence  the  context  in  which  the  board  works,  and  affect  the  board’s  

roles and tasks, composition, and processes. In addition, the board contributes to a large extent 

to the ownership decisions, and in this way to the management of ownership. This board role 

has received very little, if any, attention in earlier studies. 

 

An effective board of director has been seen as crucial for a successful succession (Landsberg, 

1988; Barach and Ganitsky, 1995; Brun de Pontet et al., 2007). However, only a little has been 
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written about the family business board - succession relationship (Gersick & Feliu, 2014). Ear-

lier studies on the topic have mainly focused on the board as a structure (e.g. frequency of 

meetings and composition), or on tasks and roles the board has during succession (e.g. partici-

pation in succession planning, control of the implementation) (Landsberg, 1988; Morris et al., 

1996). There is a need for additional knowledge about governance aspects of succession like 

the  organizational  location  of  the  control,  the  role  of  the  board  and  succession  performance  

outcomes (Gersick & Feliu, 2014). This study contributes both to the family business succes-

sion and board literature by describing those ways in which the board actually takes part in the 

succession process. Based on the findings, new tasks are also recognized for the board to facili-

tate the succession. 

 

Finally, the study contributes to the existing governance literature by creating a more coherent 

picture about the development of the board and governance. This was accomplished by using a 

qualitative method and approaching the topic from the (longitudinal) process point of view. 

Family business governance studies are criticized for ignoring the multifaceted needs of com-

panies embedded in widely different cultural, historical, and institutional settings, as well as 

ownership structure (Corbetta and Salvato, 2004; Gabrielsson & Huse, 2004; Sharma & 

Nordqvist, 2008). Moving the examination from single events to the long-term perspective 

enables study of the context and contingencies affecting the governance and board of directors. 

This is what researchers have emphasized to be needed (Corbetta & Salvato, 2004; Bammens 

et al., 2011; Litz et al., 2012). In addition, medium-sized family businesses as cases represent a 

rare object of research efforts among family business governance studies. Additional 

knowledge about governance and board activities in small and medium-sized companies, espe-

cially when it is based on primary data, is a valuable addition to the governance discussion 

(Bettinelli, 2011; Gersick & Feliu, 2014).   

 

8.4 Discussion 
 

8.4.1 Evaluation of the study  
 

Next, I will evaluate the research methods used in this study. Leitch, Hill and Harrison (2010) 

suggest that in interpretivist research, the assessment of the quality must be internalized within 

the underlying research philosophy. This requires a shift from the evaluation of the research 
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outcomes to an evaluation of the research process. Process validation comprises three ele-

ments: ethical validation as a sense of meaningfulness of the study to the target group, substan-

tive validation meaning the researcher’s self-assessment during the research work, and re-

searcher quality as an ability to provide compelling, powerful, and convincing evidence. These 

three  elements  of  the  validation  have  implications  for  three  domains  of  the  research  process.  

These are research design and data collection, data analysis, and interpretation (Leitch et al., 

2010).  

 

The chosen research strategy in this study is a case study with two cases. The study is qualita-

tive in its nature. Using a case study is a viable option in revealing complexities and dynamics 

relating to the phenomenon under study (Halinen & Törnroos, 2005). Cases are studied through 

a process perspective in order to clarify the development of the board as a part of the govern-

ance system, and reasons leading to this development. The strength of the case study is in its 

ability to deal with a wide variety of evidence (Yin, 2003) and approach the phenomenon holis-

tically and longitudinally through rich details (Nordqvist, Hall and Melin, 2009). The chosen 

method fits well with the aim of the research, and it succeeds pretty well in capturing the pro-

cess nature of board development as a part of a family business. 

 

Halinen and Törnroos (2005) mention that if the objective of the study is to find out which ex-

ternal and internal processes and events have played an important role in the development of 

the phenomenon, cases should be able to uncover these events in their data-gathering phase. 

Pettigrew (1990) highlights how the process approach needs versatile data to capture the action 

over time and the viewpoints of different participants. Reaching these objectives was attempted 

by collecting data from different sources, and consisting of both primary and secondary data. In 

addition, the data gathering was continued along with the study, in order to collect complemen-

tary data when needed. Gathering different types of data enables comparison in order to cross-

check, and the use of the strengths of different data collection methods (like interviews and 

documents) (Pettigrew, 1990). Finally, this enabled data triangulation, which supports the 

overall validity and reliability of the study. 

 

The repeatability of the qualitative analysis means that the basis for classification and interpre-

tation has been expressed in such an unambiguous way that another researcher, by following 

that basis, is able to end up with the same results (Mäkelä, 1990). This study tried to make the 

data processing phase as transparent as possible. Data processing was also a part of the analysis 
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(e.g.  Miles  &  Huberman,  1994),  as  for  example  via  coding,  the  data  was  reduced  to  capture  

only those areas with an ability to answer the research questions. Further, the data reduction 

was accomplished through selection of critical events under closer examination. This was a 

prerequisite to make analysis possible.  

 

Part of the analysis in a qualitative study is achieved when reporting the study. Attempts were 

made to make the topic and logic directing the progress of the analysis easier to follow by us-

ing multiple summarizing tables. The analysis has been implemented using a content analysis 

method.  The  reasoning  used  in  the  analysis  is  based  on  abductive  logic  (Tuomi  &  Sarajärvi,  

2002), which enables fruitful cross-fertilization in which new combinations are created through 

established theoretical models, and new concepts are derived from the confrontation with reali-

ty (Dubois & Gadde, 2002). This logic functioned well, and guided the forming of conclusions. 

 

Limitations of this study relate to the possible biases relating to the researcher’s competence 

and data gathering. At first, the researcher’s experience of research work was, especially at the 

beginning, limited. The threat arising from this lack of competence was prevented by constant 

interaction with the research group, where ideas and proceedings could be reflected with the 

supervisor and colleagues.  

 

The second possible bias relates to data gathering. The data was collected capturing the pre-

sent, but also historical events. It is possible that informants remember these issues differently, 

and  express  their  own  perspectives.  Attempts  were  made  to  prevent  this  threat  by  collecting  

data from different sources, using many informants to describe the same topic, using inform-

ants from two different generations, and cross checking dates and details by using secondary 

data. In addition, clarifying questions were asked, if needed. 

 

8.4.2 Managerial implications 
 

Based on the results, some managerial implications can be presented. Firstly, the study increas-

es knowledge about governance and board issues in family firms. The results highlight that the 

board is a dynamic part of family business governance, and as such, it can actively be used to 

bring additional competencies, knowledge, and rigour to smaller companies and their decision-

making. The interface between the board and operational activities also seems to stretch if 

needed, indicating the board’s flexibility as an additional resource, for example in times of cri-



 
 

184 
 

sis,  or  if  the  firm’s  internal  resources  are  temporarily  at  a  low level.  The  study  suggests  that  

one way to take advantage of the board is to assign the board individual tasks or areas, like the 

employee satisfaction survey in the case.  Flexibility and the possibility for additional re-

sources can encourage small and medium-size companies to benefit from boards more actively 

than they do these days, when the views on board work are based on the norms developed 

mostly for big, listed companies. 

 

Secondly, the new tasks appointed to the board before, during, and after the succession provide 

both practitioners and family business owners with an ability to use the board in more diverse 

facilitative tasks than previously. Besides the succession, a competent board, which is built 

with a particular need in mind, can be used to compensate for outside experts in specified situa-

tions, or at least to critically assess the suggestions made by outsiders, who are often unaware 

of the context in which the firm is acting. 

 

The findings show that the board can be used more actively in the work relating to ownership 

issues. Understanding the linkage between the board and ownership more clearly may have 

several  consequences.  Business  owners  of  a  small  or  medium-size  firm  seem  to  be  reserved  

when it comes to utilizing the board of directors in their companies. One reason for this may be 

the belief about (outside) board members having different views about the future of the busi-

ness.  As  the  destiny  of  the  business  is  often  closely  related  to  the  destiny  of  the  owner,  it  is  

understandable that business owners may wish to keep these issues in their own hands. In order 

to decrease the reluctance that the business owners have to utilizing the board of directors, this 

study emphasizes the need to collect the owner’s will and insight about the business and its 

owner’s future, and to use this knowledge as a basis when making decisions affecting the own-

ership.  On the other hand, understanding the board role as a decision-maker regarding owner-

ship issues forces business owners to think about goals and objectives for their business activi-

ties, and also for their ownership. This can be seen as the first step towards more goal-oriented 

ownership. 
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8.4.3 Future study possibilities 
 

Ownership creates the basis for a family business. The family and its individual members have 

both the ability and motives to use ownership as a tool (Rautiainen et al., 2010; Rautiainen, 

2012). Using ownership as a tool to accomplish both the family’s (including its individual 

members) and business visions calls for specifying the strategy for owning and using the own-

ership. However, articles on ownership strategy within the family business field are really rare 

(or even non-existent). Still, ownership in its different forms is really a prevalent research top-

ic, also among family business researchers, and the effects of different ownership structures or 

solutions on business performance have been studied a lot (e.g. Andersson & Reeb, 2003; 

2004). Although a lot has already done, the influence of ownership on governance will offer a 

fruitful and interesting topic also for future research efforts. 

 

Succession, as a long and heavy process, still offers many challenges for families, and all in-

formation facilitating the passage through this process is valuable. Tasks presented here offer 

one insight to help family firms in these challenges. For researchers, my findings offer a basis 

for further study of possibilities of board roles, especially considering tasks the board may have 

in family business succession.  The tasks of the board are related to the different parties, to the 

process, to the context, and also to the environment. Therefore, the horizon of family business 

board research should be broadened, and multiple research strategies should be exploited.  

Family  business  boards  play  an  important  role,  and  several  aspects  are  still  unexplored.  For  

example, based on findings from this research, it would be interesting to clarify how con-

sciously the board adapts to change, and whether the adaptation is proactive or reactive. 

 

Contingences from the environment and family were visible, and the cases illustrated the dy-

namic role of the board in a family business. Brunninge et al. (2007) have stated that corporate 

governance, when dealing with the interaction between a firm’s ownership, board, and top 

management, has not been sufficiently explored in the literature.  Thus they clearly point out 

that there is a need for a broader view, both in theoretical and empirical reasoning. This study 

will contribute to the existing theory by presenting one suggestion for family business govern-

ance that aggregates different parts of the system into one whole. In addition, board participa-

tion in the three different levels of family business governance is a novel perspective on the 

topic.  How board participation on different levels is  transmitted to the firm’s performance, as 

well as what critical outcomes are on each level, needs further research.  



 
 

186 
 

REFERENCES  
 

Alasuutari, P. (1994). Laadullinen tutkimus (3rd ed.). Gummerus Kirjapaino Oy, Jyväskylä: 

Vastapaino.  

Alderfer, C. P. (1988). Understanding and consulting to family business boards. Family Busi-

ness Review, 1(3), 249-261.  

Anderson, R. C., & Reeb, D. M. (2003). Founding-family ownership and firm performance: 

Evidence from the S&P 500. Journal of Finance, 58(3), 1301-1328.  

Anderson, R. C., & Reeb, D. M. (2004). Board composition: Balancing family influence in 

S&P 500 firms. Administrative Science Quarterly, 49(2), 209-237.  

Aguilera, R. V., & Crespi-Cladera, R. (2012). Firm family firms: Current debates of corporate 

governance in family firms. Journal of Family Business Strategy, 3, 66-69. 

Astrachan, J. H., Klein, S. B., & Smyrnios, K. X. (2002). The F-PEC scale of family influence: 

A proposal for solving the family business definition problem. Family Business Review, 

15(1), 45.  

Bammens, Y. (2008). Boards of directors in family firms: Generational dynamics and the 

board's control and advisory tasks.  

Bammens, Y., Voordeckers, W., & Van Gils, A. (2008). Boards of directors in family firms: A 

generational perspective. Small Business Economics, 31(2), 163.  

Bammens, Y., Voordeckers, W., & Van Gils, A. (2011). Boards of directors in family busi-

nesses: A literature review and research agenda. International Journal of Management Re-

views, 13(2), 134-152.  



 
 

187 
 

Barach, J. A., & Ganitsky, J. B. (1995). Successful succession in family business. Family Busi-

ness Review, 8(2), 131-155.  

Bird, B., Welsch, H., Astrachan, J. & Pistrui, D. (2002). Family business research: The evolu-

tion of an academic field. Family Business Review, 15(4), 337. 

Barnes, L. B., & Hershon, S. A. (1989). Transferring power in the family business. Family 

Business Review, 2(2), 187-202.  

Barney, J. (1991). Firm resources and sustained competitive advantage. Journal of Manage-

ment, 17(1), 99.  

Bartholomeusz, S., & Tanewski, G. A. (2006). The relationship between the family firms and 

corporate governance. Journal of Small Business Management, 44(2), 245-267.  

Basco, R., & Pérez Rodríguez, M. J. (2009). Studying the family enterprise holistically. Family 

Business Review, 22(1), 82-95.  

BBC English dictionary (1992). London: HarperCollins Publisher.  

Beckhard, R., & Gibb Dyer, W. (1983). Managing continuity in the family-owned business. 

Organizational Dynamics, 12(1), 5-12.  

Berghe, L. A. A., Van den, & Carchon, S. (2003). Agency relations within the family business 

system: An exploratory approach. Corporate Governance: An International Review, 11(3), 

171-179.  

Berghe, L. A. A., Van den, & Carchon, S. (2002). Corporate governance practices in Flemish 

family businesses. Corporate Governance: An International Review, 10(3), 225-245.  



 
 

188 
 

Bettinelli, C. (2011). Boards of directors in family firms: An exploratory study of structure and 

group process. Family Business Review, 24(2), 151-169.  

Bird, B., Welsch, H., Astrachan, J. H., & Pistrui, D. (2002). Family business research: The 

evolution of an academic field. Family Business Review, 15(4), 337.  

Boyd, B. K., Haynes, K. T., & Zona, F. (2011). Dimensions of CEO-board relations. Journal of 

Management Studies, 48(8), 1892-1923.  

Bozec, Y., & Laurin, C. (2008). Large shareholder entrenchment and performance: Empirical 

evidence from Canada. Journal of Business Finance & Accounting, 35(1), 25-49.  

Braun, M., & Sharma, A. (2007). Should the CEO also be chair of the board? An empirical 

examination of family-controlled public firms. Family Business Review, 20(2), 111.  

Brenes, E. R., Madrigal, K., & Requena, B. (2011). Corporate governance and family business 

performance. Journal of Business Research, 64(3), 280-285.  

Brinberg, D., & McGrath, J. E. (1985). Validity and the research process. California: Sage 

Publications.  

Brockhaus, R. H. (2004). Family business succession: Suggestions for future research. Family 

Business Review, 17(2), 165.  

Brun de Pontet, S., Wrosch, C., & Gagne, M. (2007). An exploration of the generational differ-

ences in levels of control held among family businesses approaching succession. Family 

Business Review, 20(4), 337-354.  



 
 

189 
 

Brunåker, S. (1996). Introducing second generation family members into the family operated 

business - a constructionist approach. Swedish University of Agricultural Sciencies (SLU), 

Disserations 25  

Brundin, E., Melin, L., & Florin Samuelsson, E. (2005). Family ownership logic - core charac-

teristics of family controlled businesses.  

Brunninge, O. & Nordqvist, M. (2004). Ownership structure, board composition and entre-

prenenurship. Evidence from family firms and venture-capital-backed firms. International 

Journal of Entrepreneurial Behavior & Research, 10(1/2), 85-105.  

Brunninge, O., Nordqvist, M., & Wiklund, J. (2007). Corporate governance and strategic 

change in SMEs: The effects of ownership, board composition and top management 

teams. Small Busines Economics, 29, 295.  

Burrell, G., & Morgan, G. (1979). Sociological paradigms and organizational analysis: Ele-

ments of the sociology of corporate life. London: Heinemann.  

Cabrera-Suárez, K., De Saá-Pérez, P. & García-Almeida, D. (2001). The succession process 

from a resource- and knowledge-based view of the family firm. Family Business Review, 

14(1), 37.  

Cabrera-Suárez, K. (2005). Leadership transfer and the successor's development in the family 

firm. The Leadership Quarterly, 16(1), 71-96.  

Cadieux, L. (2007). Succession in small and medium-sized family businesses: Toward a typol-

ogy of predecessors roles during and after instatement of the successor. Family Business 

Review, 20(2), 95-109.  



 
 

190 
 

Carlsson, R. H. (2007). Swedish corporate governance and value creation: Owners still in the 

driver's seat. Corporate Governance: An International Review, 15(6), 1038-1055.  

Carney, M. (2005). Corporate governance and competitive advantage in family-controlled 

firms. Entrepreneurship: Theory & Practice, 29(3), 249-265.  

Chell, E. (1998). The critical incident technique. In G. Symon, & C. Cassell (Eds.), Qualitative 

methods in organizational research: A practical guide (pp. 51-72). London: Sage.  

Chell, E., & Pittaway, L. (1998). A study of entrepreneurship in the restaurant and café indus-

try: Exploratory work using the critical incident technique as a methodology. Prize-

winning paper from the IAHMS conference at Sheffield Hallam University, England, No-

vember 1997. International Journal of Hospitality Management, 17(1), 23-32.  

Chittoor, R., & Das, R. (2007). Professionalization of management and succession perfor-

mance? A vital linkage. Family Business Review, 20(1), 65-79.  

Chrisman, J. J., Chua, J. H., Kellermanns, F. W., & Chang, E. P. C. (2007). Are family manag-

ers agents or stewards? An exploratory study in privately held family firms. Journal of 

Business Research, 60(10), 1030-1038.  

Chrisman, J. J., Chua, J. H., & Sharma, P. (2005). Trends and directions in the development of 

a strategic management theory of the family firm. Entrepreneurship: Theory & Practice, 

29(5), 555-575.  

Chrisman, J. J., Chua, J. H., & Steier, L. (2005). Sources and consequences of distinctive 

familiness: An introduction. Entrepreneurship: Theory & Practice, 29(3), 237-247.  



 
 

191 
 

Chrisman, J. J., Chua, J. H., & Zahra, S. A. (2003). Creating wealth in family firms through 

managing resources: Comments and extensions. Entrepreneurship Theory and Practice, 

27(4), 359-365.  

Chua, J., Chrisman, J., & Bergiel, E. (2009). An agency theoretical analysis of the profession-

alized family firm. Entrepreneurship: Theory & Practice, 33(2)  

Chua, J. H., Chrisman, J. J., & Sharma, P. (1999). Defining the family business by behavior. 

Entrepreneurship: Theory & Practice, 23(4), 19-39.  

Chua, J. H., Chrisman, J. J., & Steier, L. P. (2003). Extending the theoretical horizons of fami-

ly business research. Entrepreneurship Theory and Practice, 27(4), 331-338.  

Churchill, N., & Hatten, K. (1987). Non-market-based transfers of wealth and power: A re-

search framework for family businesses. American Journal of Small Business, 11(3), 51-

64.  

Corbetta, G., & Montemerlo, D. (1999). Ownership, governance, and management issues in 

small and medium-size family businesses: A comparison of Italy and the United States. 

Family Business Review, 12(4), 361.  

Corbetta, G., & Salvato, C. A. (2004). The board of directors in family firms: One size fits all? 

Family Business Review, 17(2), 119.  

Cromie, S., Stephenson, B., & Monteith, D. (1995). The management of family firms: An em-

pirical investigation. International Small Business Journal, 13(4), 11-34.  

Daily, C. M., & Dalton, D. R. (1993). Board of directors leadership and structure: Control and 

performance implications. Entrepreneurship: Theory & Practice, 17(3), 65-81.  



 
 

192 
 

Daily, C. M., Dalton, D. R., & Cannella Jr., A. A. (2003). Corporate governance: Decades of 

dialogue and data. Academy of Management Review, 28(3), 371-382.  

Daily, C. M., Dalton, D. R., & Rajagopalan, N. (2003). Governance through ownership: Centu-

ries of practice, decades of research. Academy of Management Journal, 46(2), 151-158.  

Daily, C. M., & Dollinger, M. J. (1993). Alternative methodologies for identifying family- ver-

sus nonfamily-managed businesses. Journal of Small Business Management, 31(2), 79.  

Davis, J. H., Schoorman, F. D., & Donaldson, L. (1997). Toward a stewardship theory of man-

agement. Academy of Management Review, 22(1), 20-47.  

Davis, P. S., & Harveston, P. D. (1998). The influence of family on the family business succes-

sion process: A multi-generational perspective. Entrepreneurship: Theory & Practice, 

22(3), 31.  

Debicki, B. J., Matherne III, C. F., Kellermanns, F. W., & Chrisman, J. J. (2009). Family busi-

ness research in the new millennium: An overview of the who, the where, the what, and 

the why. Family Business Review, 22(2), 5-5.  

Denzin, N. K., & Lincoln, Y. S. (Eds.). (2003). Strategies for qualitative inquiry (C. Thousand 

Oaks USA. Trans.). (2nd ed.) Sage Publication.  

Donaldson, L., & Davis, J. H. (1991). Stewardship theory or agency theory: CEO governance 

and shareholder returns. Australian Journal of Management, 16(1), 49.  

Dubois, A., & Gadde, L. (2002). Systematic combining: An abductive approach to case re-

search. Journal of Business Research, 55(7), 553-560.  



 
 

193 
 

Dunn, B. (1999). The family factor: The impact of family relationship dynamics on business-

owning families during transitions. Family Business Review, 12(1), 41-57.  

Dyck, B., Mauws, M., Starke, F. A., & Mischke, G. A. (2002). Passing the baton: The im-

portance of sequence, timing, technique and communication in executive succession. 

Journal of Business Venturing, 17(2), 143-162.  

Dyer, J.,W.Gibb. (1986). Cultural chagne in family firms: Anticipating and managing business 

and family transitions. San Francisco: Jossey-Bass Publishers.  

Dyer, J.,W.Gibb, & Handler, W. (1994). Entrepreneurship and family business: Exploring the 

connections. Entrepreneurship: Theory & Practice, 19(1), 71-83.  

Dyer, W. G. (2003). The family: The missing variable in organizational research. Entrepre-

neurship: Theory & Practice, 27(4), 401-416.  

Eddleston, K. A., & Kellermanns, F. W. (2007). Destructive and productive family relation-

ships: A stewardship theory perspective. Journal of Business Venturing, 22(4), 545-565.  

Eisenhardt, K. M. (1989). Agency theory: An assessment and review. Academy of Manage-

ment.the Academy of Management Review, 14(1), 57.  

Eisenhardt, K. M. (1989). Building theories from case study research. Academy of Manage-

ment Review, 14(4), 532-550.  

Fama, E. F., & Jensen, M. C. (1983). Separation of ownership and control. Journal of Law and 

Economics, 26  

Fiegener, M. K. (2005). Determinants of board participation in the strategic decisions of small 

corporations. Entrepreneurship: Theory & Practice, 29(5), 627-650.  



 
 

194 
 

Fiegener, M. K., Brown, B. M., Dreux IV, D. R., & Dennis Jr., W. J. (2000). CEO stakes and 

board composition in small private firms. Entrepreneurship: Theory & Practice, 24(4), 5.  

Finnish General Corporation Law 2006/ 624, 6, (2006).  

Flanagan, J. C. (1954). The critical incident technique. Psychological Bulletin, 51(4), 327.  

Forbes, D. P., & Milliken, F. J. (1999). Cognition and corporate governance: Understanding 

boards of directors as strategic decision-making groups. Academy of Management Review, 

24(3), 489-505.  

Ford, R. H. (1988). Outside directors and the privately-owned firm: Are they necessary? En-

trepreneurship: Theory & Practice, 13(1), 49-57.  

Fox, M., Nilakant, V., & Hamilton, R. T. (1996). Managing succession in family-owned busi-

nesses. International Small Business Journal, 15(1), 15-25.  

Gabrielsson, J. (2007). Correlates of board empowerment in small companies. Entrepreneur-

ship Theory and Practice, 31(5), 687-711.  

Gabrielsson, J. & Huse, M. (2005). "Outside" directors in SME boards: A call for theoretical 

reflection. Corporate Board: Role, Duties & Composition, 1(1).  

Gabrielsson, J., & Huse, M. (2004). Context, behavior, and evolution. International Studies of 

Management & Organization, 34(2), 11-36.  

Geertz, C. (1973). The interpretation of cultures: Selected essays. New York: Basic Books.  

Gersick, K., & Feliu, N. (2014). Governing the family enterprise: Practices, performance and 

research. In L. Melin, M. Nordqvist & P. Sharma (Eds.), The SAGE handbook of family 

business (1st ed., pp. 196-225). London: Sage Publication.  



 
 

195 
 

Gersick, K., Davis, J., Hampton, M. & Landsberg, I. (1997). Generation to generation: Life 

cycles of the family business. Boston: Harvard Business School Press.  

Gibbert, M., & Ruigrok, W. (2010). The ‘‘What’’ and ‘‘How’’ of case study rigor: Three strat-

egies based on published work. Organizational Research Methods, 13(4), 710-737.  

Goel, S., Jussila, I., & Ikäheimonen, T. (2014). Family business governance: Review and re-

search agenda . In L. Melin, & Nordqvist, M., Sharma, P. (Eds.), The Sage handbook of 

family business studies (1 st ed., pp. 226-248). London: Sage Publication.  

Goel, S., Mazzola, P., Phan, P. H., Pieper, T. M., & Zachary, R. K. (2012). Strategy, owner-

ship, governance, and socio-psychological perspectives on family businesses from around 

the world. Journal of Family Business Strategy, 3(2), 54-65.  

Gomez-Mejia, L., Nuñez-Nickel, M., & Gutierrez, I. (2001). The role of family ties in agency 

contracts. Academy of Management Journal, 44(1), 81-95.  

Greenwood, R. (2003). Commentary on: “Toward a theory of agency and altruism in family 

firms”. Journal of Business Venturing, 18(4), 491-494.  

Griffeth, R. W., Allen, D. G., & Barrett, R. (2006). Integration of family-owned business suc-

cession with turnover and life cycle models: Development of a successor retention process 

model. Human Resource Management Review, 16(4), 490-507.  

Gubitta, P., & Gianecchini, M. (2002). Governance and flexibility in family-owned SMEs. 

Family Business Review, 15(4), 277.  

Habbershon, T. G., & Williams, M. (1999). A resource-based framework for assessing the stra-

tegic advantages of family firms. Family Business Review, 12(1)  



 
 

196 
 

Habbershon, T. G., Williams, M., & MacMillan, I. C. (2003). A unified systems perspective of 

family firm performance. Journal of Business Venturing, 18(4), 451-465.  

Halinen, A., & Törnroos, J. (2005). Using case methods in the study of contemporary business 

networks. Journal of Business Research, 58(9), 1285-1297.  

Hamel, J., Dufour, S., & Fortin, D. (1993). Case study methods. California, USA: Sage Publi-

cation, Inc.  

Handler, W. C. (1990). Succession in family firms: A mutual role adjustment between entre-

preneur and next-generation family members. Entrepreneurship: Theory & Practice, 

15(1), 37-51.  

Handler, W. C. (1991). Key interpersonal relationships of next-generation family members in 

family firms. Journal of Small Business Management, 29(3), 21-32.  

Handler, W. C. (1994). Succession in family business: A review of the research. Family Bu-

siness Review, 12(2)  

Heinonen, J., & Toivonen, J. (2003). Perheyritykset suomalaisessa yhteiskunnassa. In J. Hei-

nonen (Ed.), Quo vadis, suomalainen perheyritys? (pp. 23-40) PK-instituutti, Turun kaup-

pakorkeakoulu. Kirjapaino Grafia Oy.  

Hendry, J. (2002). The principal's other problems: Honest incompetence and the specification 

of objectives. Academy of Management Review, 27(1), 98-113.  

Hermalin, B. E., & Weisbach, M. S. (1988). The determinants of board composition. RAND 

Journal of Economics, 19(4), 589-606.  



 
 

197 
 

Hermalin, B. E., & Weisbach, M. S. (1991). The effects of board composition and direct incen-

tives on firm performance. Financial Management, 20(4), 101.  

Hirsjärvi, S., & Hurme, H. (2001). Tutkimushaastattelu: Teemahaastattelun teoria ja käytäntö. 

Helsinki: Helsingin yliopisto.  

Huse, M. (1994). Board-management relations in small firms: The paradox of simultaneous 

independence and interdependence. Small Business Economics, 6(1), 55-72.  

Huse, M. (2000). Boards of directors in SMEs: A review and research agenda. Entrepreneur-

ship & Regional Development, 12(4), 271-290.  

Huse, M., & Rindova, V. P. (2001). Stakeholders' expectations of board roles: The case of sub-

sidiary boards. Journal of Management & Governance, 5(2), 153.  

Ikäheimonen, T., Pihkala, T., & Ikävalko, M. (2013). The evolution of family business board – 

a case study In P. Poutziouris, K. Smyrnios & S. Klein (Eds.), Family business research 

handbook (1st ed., pp. 184-202), Edward Elgar Publishing. Cheltenham, UK.  

Jaffe, D. T., & Lane, S. H. (2004). Sustaining a family dynasty: Key issues facing complex 

multigenerational business- and investment-owning families. Family Business Review, 

17(1), 81.  

Jaskiewicz, P., & Klein, S. (2007). The impact of goal alignment on board composition and 

board size in family businesses. Journal of Business Research, 60(10), 1080-1089.  

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency 

costs and ownership structure. Journal of Financial Economics, 3(4), 305.  



 
 

198 
 

Johannisson, B., & Huse, M. (2000). Recruiting outside board members in the small family 

business: An ideological challenge. Entrepreneurship & Regional Development, 12(4), 

353-378.  

Johnson, J. L., Ellstrand, A. E., & Daily, C. M. (1996). Boards of directors: A review and re-

search agenda. Journal of Management, 22(3), 409.  

Klein, P., Shapiro, D., & Young, J. (2005). Corporate governance, family ownership and firm 

value: The Canadian evidence. Corporate Governance: An International Review, 13(6), 

769-784.  

Koiranen, M. (1998). Perheyrittäminen. Huomioita suku- ja perheyrityksistä. Tampere: Tam-

merpaino Oy.  

Koskinen, I., Alasuutari, P., & Peltonen, T. (2005). Laadullinen tutkimus kauppatieteissä. 

Gummerus Kirjapaino Oy, Jyväskylä:  

Lambrecht, J. (2005). Multigenerational transition in family businesses: A new explanatory 

model. Family Business Review, 18(4), 267.  

Lane, S., Astrachan, J., Keyt, A., & McMillan, K. (2006). Guidelines for family business 

boards of directors. Family Business Review, 19(2), 147.  

Lansberg, I. S. (1988). The succession conspiracy. Family Business Review, 1(2), 119.  

Le Breton-Miller, I., Miller, D., & Steier, L. P. (2004). Toward an integrative model of effec-

tive FOB succession. Entrepreneurship: Theory & Practice, 28(4), 305-328.  



 
 

199 
 

Le Breton-Miller, I., & Miller, D. (2009). Agency vs. stewardship in public family firms: A 

social embeddedness reconciliation. Entrepreneurship Theory and Practice, 33(6), 1169-

1191.  

Leitch, C. M., Hill, F. M., & Harrison, R. T. (2010). The philosophy and practice of interpre-

tivist research in entrepreneurship: Quality, validation, and trust. Organizational Research 

Methods, 13(1), 67-84.  

Levinson, H. (1971). Conflicts that plague family business. Harvard Business Review, 49, 90.  

Lincoln, Y. S., & Denzin, N. K. (Eds.). (2003). Turning points in qualitative research: Tying 

knots in a handkerchief. US: Alta Mira Press.  

Litz, R. A., Pearson, A. W., & Litchfield, S. (2012). Charting the future of family business re-

search: Perspectives from the field. Family Business Review, 25(1), 16-32.  

Longenecker, J.G., & Schoen, J. E. (1978). Management succession in the family firms. Jour-

nal of Small Business Management,  

Mace, M. L. (1971). Directors: Myth and reality. Boston: Harvard University.  

Mahto, R. V., Davis, P. S., Pearce II, J. A., & Robinson Jr., R. B. (2010). Satisfaction with firm 

performance in family businesses. Entrepreneurship: Theory & Practice, 34(5), 985-1001.  

Mäkelä, K. (Ed.). (1990). Kvalitatiivisen aineiston analyysi ja tulkinta (analysis and interpre-

tation of qualitative data). Gummerus Kirjapaino Oy, Helsinki: Gaudeamus Oy.  

McConaugby, D. L., Matthews, C. H., & Fialko, A. S. (2001). Founding family controlled 

firms: Performance, risk, and value. Journal of Small Business Management, 39(1), 31-49.  



 
 

200 
 

McPhee, R. D. (1990). Alternate approaches to integrating longitudinal case studies. Organiza-

tion Science, 1(4), 393-405.  

Miles, M. B., & Huberman, M. A. (1994). Qualitative data analysis:An expanded sourcebook 

(2nd ed.). Thousand Oaks, USA: Sage Publicatiion.  

Miller, D., & Breton-Miller, I. L. (2006). Family governance and firm performance: Agency, 

stewardship, and capabilities. Family Business Review, 19(1), 73.  

Miller, D., Steier, L., & Le Breton-Miller, I. (2003). Lost in time: Intergenerational succession, 

change, and failure in family business. Journal of Business Venturing, 18(4), 513-531.  

Minichilli, A., & Hansen, C. (2007). The board advisory tasks in small firms and the event of 

crises. Journal of Management & Governance, 11(1), 5-22.  

Mishra, C. S., Randøy, T., & Jenssen, J. I. (2001). The effect of founding family influence on 

firm value and corporate governance. Journal of International Financial Management & 

Accounting, 12(3), 235-259.  

Monge, P. R. (1990). Theoretical and analytical issues in studying organizational processes. 

Organization Science, 1(4), 406-430.  

Morris, M. H., Williams, R. W., & Nel, D. (1996). Factors influencing family business succes-

sion. International Journal of Entrepreneurial Behaviour & Research, 2(3), 66-81.  

Muhr, T., Friese, S. & Ringmayr, T. G. (2004). ATLAS.ti user's guide. Retrieved 02/12, 2013, 

from http://downloads.atlasti.com/atlman.pdf  

Murray, B. (2003). The succession transition process: A longitudinal perspective. Family Busi-

ness Review, 16(1), 17.  



 
 

201 
 

Mustakallio, M., Autio, E., & Zahra, S. A. (2002). Relational and contractual governance in 

family firms: Effects on strategic decision making. Family Business Review, 15(3), 205.  

Muth, M., & Donaldson, L. (1998). Stewardship theory and board structure: A contingency 

approach. Corporate Governance: An International Review, 6(1), 5-28.  

Neubauer, H., & Lank, A. G. (1998). The family business. its governance for sustainability. 

London: Macmillan Press Ltd.  

Nordqvist, M. (2005). Understanding the role of ownership in strategizing. A study on family 

firm. Jönköping International Busines School). JIBS Dissertation Series, (29)  

Nordqvist, M., Hall, A., & Melin, L. (2009). Qualitative research on family businesses: The 

relevance and usefulness of the interpretive approach. Journal of Management and Organ-

ization, 15(3), 294.  

Nordqvist, M., Sharma, P., & Chirico, F. (2014). Family firm heterogeneity and governance: A 

configuration approach. Journal of Small Business Management, 52(2), 192-209.  

Olson, P. D., Zuiker, V. S., Danes, S. M., Stafford, K., Heck, R. K. Z., & Duncan, K. A. 

(2003). The impact of the family and the business on family business sustainability. Jour-

nal of Business Venturing, 18(5), 639-666.  

Patton, M. Q. (2002). Qualitative research & evaluation methods  (3rd ed.). California: Sage 

Publications.  

Pearce, J. A., & Zahra, S. A. (1991). The relative power of ceos and boards of directors: Asso-

ciations with corporate performance. Strategic Management Journal, 12(2), 135-153.  

Penrose, E. (1959). The theory of the growth of the firm. New York: John Wiley and Sons.  



 
 

202 
 

Pettigrew, A. M. (1990). Longitudinal field research on change: Theory and practice. Organi-

zation Science, 1(3), 267-292.  

Pettigrew, A. M. (1992). On studying managerial elites. Strategic Management Journal, 13, 

163.  

Pettigrew, A. M. (1997). What is a processual analysis? Scandinavian Journal of Management, 

13(4), 337-348.  

Pieper, T. (2003). Corporate governance in family firms: A literature review No. 97/IIFE). 

Insead, Working Paper Series.  

Pieper, T. M., Klein, S. B., & Jaskiewicz, P. (2008). The impact of goal alignment on board 

existence and top management team composition: Evidence from family-influenced busi-

nesses. Journal of Small Business Management, 46(3), 372-394.  

Pugliese, A., Bezemer, P., Zattoni, A., Huse, M., Van, d. B., & Volberda, H. W. (2009). 

Boards of directors' contribution to strategy: A literature review and research agenda. 

Corporate Governance: An International Review, 17(3), 292-306.  

Rautiainen, M. (2012). Dynamic ownership in family business systems - a portfolio approach. 

Lappeenranta University of Technology). Acta Universitatis Lappeenrantaensis 485. 

Rautiainen, M., Pihkala, T., Ikäheimonen, T., & Ikävalko, M. (2014). Family business Owner’s 

ownership goals and objectives – A Finnish survey. Paper presented in ICSB Dublin 2014.  

Rautiainen, M., Pihkala, T., & Ikävalko, M. (2010). Family business in family ownership port-

folios. International Journal of Entrepreneurial Venturing, 1(4)  



 
 

203 
 

Sacristán-Navarro, M., Gómez-Ansón, S., & Cabeza-García, L. (2011). Family ownership and 

control, the presence of other large shareholders, and firm performance: Further evidence. 

Family Business Review, 24(1), 71-93.  

Sacristán-Navarro, M., & Gómez-Ansón, S. (2009). Do families shape corporate governance 

structures? Journal of Management and Organization, 15(3), 327.  

Sacristán-Navarro, M., Gómez-Ansón, S., & Cabeza-García, L. (2011). Large shareholders’ 

combinations in family firms: Prevalence and performance effects. Journal of Family 

Business Strategy, 2(2), 101-112.  

Salvato, C., & Melin, L. (2008). Creating value across generations in family-controlled busi-

nesses: The role of family social capital. Family Business Review, 21(3), 259.  

Schulze, W. S., Lubatkin, M. H., & Dino, R. N. (2002). Altruism, agency, and the competitive-

ness of family firms. Managerial & Decision Economics, 23(4), 247-259.  

Schulze, W. S., Lubatkin, M. H., & Dino, R. N. (2003). Exploring the agency consequences of 

ownership dispersion among the directors of private family firms. Academy of Manage-

ment Journal, 46(2), 179-194.  

Schulze, W. S., Lubatkin, M. H., & Dino, R. N. (2003). Toward a theory of agency and altru-

ism in family firms. Journal of Business Venturing, 18(4), 473-490.  

Schulze, W. S., Lubatkin, M. H., Dino, R. N., & Buchholtz, A. K. (2001). Agency relationships 

in family firms: Theory and evidence. Organization Science, 12(2), 99.  

Sciascia, S., & Mazzola, P. (2008). Family involvement in ownership and management: Ex-

ploring nonlinear effects on performance. Family Business Review, 21(4), 331.  



 
 

204 
 

Sharma, P., Chrisman, J. J., & Gersick, K. E. (2012). 25 years of family business review : Re-

flections on the past and perspectives for the future. Family Business Review, 25(1), 5-15.  

Sharma, P., & Nordqvist, M. (2008). A classification scheme for family firms: From family 

values to effective governance to firm performance. In J. Tàpies, & J. L. Ward (Eds.), 

Family values and value creation: The fostering of enduring values within family-owned 

businesses (pp. 71-101). New York: New York, Palgrave Macmillan.  

Sharma, P. (2004). An overview of the field of family business studies: Current status and di-

rections for the future. Family Business Review, 17(1), 1.  

Sharma, P., Chrisman, J. J., & Chua, J. H. (2003). Predictors of satisfaction with the succession 

process in family firms. Journal of Business Venturing, 18(5), 667-687.  

Sharma, P., Chrisman, J. J., & Chua, J. H. (2003). Succession planning as planned behavior: 

Some empirical results. Family Business Review, 16(1), 1.  

Sharma, P., Chrisman, J. J., Pablo, A. L., & Chua, J. H. (2001). Determinants of initial satisfac-

tion with the succession process in family firms: A conceptual model. Entrepreneurship: 

Theory & Practice, 25(3), 17.  

Silva, F., & Majluf, N. (2008). Does family ownership shape performance outcomes? Journal 

of Business Research, 61(6), 609-614.  

Silverman, D. (2000). Doing qualitative research - a practical handbook. London: Sage Publi-

cation.  

Sirmon, D. G., & Hitt, M. A. (2003). Managing resources: Linking unique resources, manage-

ment, and wealth creation in family firms. Entrepreneurship Theory and Practice, 27(4), 

339-358.  



 
 

205 
 

Smith, A. (2003, originally in 1776). The wealth of nations. New York: Bantam Dell.  

Stake, R. (2003). Case studies. In N. K. Denzin, & Y. S. Lincoln (Eds.), Strategies of qualita-

tive inquiry (2nd ed., pp. 134-164). California: Sage Publications.  

Stake, R. E. (1995). The art of case study research. Thousand Oaks, CA: Sage Publications.  

Steier, L. (2001). Family firms, plural forms of governance, and the evolving of trust. Family 

Business Review, 14, 353.  

Steier, L. (2003). Variants of agency contracts in family-financed ventures as a continuum of 

familial altruistic and market rationalities. Journal of Business Venturing, 18(5), 597-618.  

Steier, L. P., & Miller, D. (2010). Pre- and post-succession governance philosophies in entre-

preneurial family firms. Journal of Family Business Strategy, 1(3), 145-154.  

Stiles, P., & Taylor, B. (1996). The strategic role of the board. Corporate Governance: An In-

ternational Review, 4(1), 3-10.  

Tagiuri, R., & Davis, J. (1996 (originally published 1982)). Bivalent attributes of the family 

firm. Family Business Review, 9(2), 199.  

Tatoglu, E., Kula, V., & Glaister, K. W. (2008). Succession planning in family-owned busi-

nesses: Evidence from Turkey. International Small Business Journal, 26(2), 155-180.  

Thomas, J. (2009). Attitudes and expectations of shareholders: The case of the multi-

generation family business. Journal of Management and Organization, 15(3), 346.  

Tuomi, J., & Sarajärvi, A. (2002). Laadullinen tutkimus ja sisällönanalyysi (1st-2nd ed.). Jy-

väskylä: Gummerus Kirjapaino Oy.  



 
 

206 
 

Turunen, H., & Ruohomäki, O. (2001). Johdatus laadulliseen analyysiin ATLAS.ti -ohjelman 

avulla. Retrieved 02/12, 2013, from 

http://www.cs.uta.fi/ipoppla/www/ipoppla01/ru/index.htm  

van, d. V., & Huber, G. P. (1990). Longitudinal field research methods for studying processes 

of organizational change. Organization Science, 1(3), 213-219.  

van, den Heuvel., Van Gils, A., & Voordeckers, W. (2006). Board roles in small and medium-

sized family businesses: Performance and importance. Corporate Governance: An Inter-

national Review, 14(5), 467-485.  

Varamäki, E., Pihkala, T., & Routamaa, V. (2008). Transferring knowledge in small family 

business succession. In V. Gupta, N. Levenburg, L. Moore & Motwani, J. and Schwartz, 

T. (Eds.), Culturally-sensitive models of family business in Nordic Europe: A compendium 

using the GLOBE paradigm. Hyderabad: ICFAI University Press.  

Venter, E., Boshoff, C., & Maas, G. (2005). The influence of successor-related factors on the 

succession process in small and medium-sized family businesses. Family Business Review, 

18(4), 283.  

Vilaseca, A. (2002). The shareholder role in the family business: Conflict of interests and ob-

jectives between nonemployed shareholders and top management team. Family Business 

Review, 15(4), 299.  

Villalonga, B., & Amit, R. (2006). How do family ownership, control and management affect 

firm value? Journal of Financial Economics, 80(2), 385-417.  

Voordeckers, W., Van Gils, A., & Van den Heuvel, J. (2007). Board composition in small and 

medium-sized family firms. Journal of Small Business Management, 45(1), 137.  



 
 

207 
 

Ward, J. L. (1987). Keeping the family business healthy: How to plan for continuing growth, 

profitability and family leadership. San Francisco: CA: Jossey-Bass.  

Ward, J. L. (1991). Creating effective boards for private enterprises. San Francisco: Jossey-

Bass.  

Ward, J. L. (1988). The active board with outside directors and the family firm. Family Busi-

ness Review, 1(3), 223-229.  

Ward, J. L. (1997). Growing the family business: Special challenges and best practices. Family 

Business Review, 10(4), 323-337.  

Ward, J. L., & Handy, J. L. (1988). A survey of board practices. Family Business Review, 1(3), 

289-308.  

Wernerfelt, B. (1984). A resource-based view of the firm. Strategic Management Journal, 5(2), 

171.  

Westhead, P. (2003). Succession decision-making outcomes reported by private family compa-

nies. International Small Business Journal, 21(4), 369-401.  

Westhead, P., & Cowling, M. (1998). Family firm research: The need for a methodological 

rethink. Entrepreneurship: Theory & Practice, 23(1), 31-56.  

Westhead, P., & Howorth, C. (2006). Ownership and management issues associated with fami-

ly firm performance and company objectives. Family Business Review, 19(4), 301-316.  

Westhead, P., Howorth, C., & Cowling, M. (2002). Ownership and management issues in first 

generation and multi-generation family firms. Entrepreneurship & Regional Development, 

14(3), 247-269.  



 
 

208 
 

Whisler, T. L. (1988). The role of the board in the threshold firm. Family Business Review, 

1(3), 309-321.  

Yin, R. K. (2003). Case study research: Design and methods (3rd edition). Thousand Oaks, 

CA: Sage Publication.  

Zahra, S. A. (2003). International expansion of U.S. manufacturing family businesses: The 

effect of ownership and involvement. Journal of Business Venturing, 18(4), 495-512.  

Zahra, S. A., Hayton, J. C., Neubaum, D. O., Dibrell, C., & Craig, J. (2008). Culture of family 

commitment and strategic flexibility: The moderating effect of stewardship. Entrepreneur-

ship Theory and Practice, 32(6), 1035-1054.  

Zahra, S. A., & Pearce II, J. A. (1989). Boards of directors and corporate financial perfor-

mance: A review and integrative model. Journal of Management, 15(2), 291.  

Zattoni, A., Gnan, L., & Huse, M. (2012). Does family involvement influence firm perfor-

mance? Exploring the mediating effects of board processes and tasks. Journal of Man-

agement, October (online)  

Zellweger, T. M., & Nason, R. S. (2008). A stakeholder perspective on family firm perfor-

mance. Family Business Review, 21(3), 203-216.  





 
 

 
 

ACTA UNIVERSITATIS LAPPEENRANTAENSIS 

  
549.    VOLCHEK, DARIA. Internationalization of small and medium-sized enterprises and impact of 

institutions on international entrepreneurship in emerging economies: the case of Russia. 2013. 
Diss. 

 
550.    PEKKARINEN, OLLI. Industrial solution business – transition from product to solution offering. 

2013. Diss. 
 
551.    KINNUNEN, JYRI. Risk-return trade-off and autocorrelation. 2013. Diss. 
 
552.    YLÄTALO, JAAKKO. Model based analysis of the post-combustion calcium looping process for 

carbon dioxide capture. 2013. Diss. 
 
553.    LEHTOVAARA, MATTI. Commercialization of modern renewable energy. 2013. Diss. 
 
554.    VIROLAINEN, SAMI. Hydrometallurgical recovery of valuable metals from secondary raw mate-

rials. 2013. Diss. 
 
555.    HEINONEN, JARI. Chromatographic recovery of chemicals from acidic biomass hydrolysates. 

2013. Diss. 
 
556.    HELLSTÉN, SANNA. Recovery of biomass-derived valuable compounds using chromatograph-

ic and membrane separations. 2013. Diss. 
 
557.    PINOMAA, ANTTI. Power-line-communication-based data transmission concept for an LVDC 

electricity distribution network – analysis and implementation. 2013. Diss. 
 
558.    TAMMINEN, JUSSI. Variable speed drive in fan system monitoring. 2013. Diss. 
 
559.    GRÖNMAN, KAISA. Importance of considering food waste in the development of sustainable 

food packaging systems. 2013. Diss. 
 
560.    HOLOPAINEN, SANNA. Ion mobility spectrometry in liquid analysis. 2013. Diss. 
 
561.    NISULA, ANNA-MAIJA. Building organizational creativity – a multitheory and multilevel ap-

proach for understanding and stimulating organizational creativity. 2013. Diss. 
 
562. HAMAGUCHI, MARCELO. Additional revenue opportunities in pulp mills and their impacts on 

the   kraft process. 2013. Diss. 
 
563.      MARTIKKA, OSSI. Impact of mineral fillers on the properties of extruded wood-polypropylene 

composites. 2013. Diss.  
 
564.      AUVINEN, SAMI. Computational modeling of the properties of TiO2 nanoparticles. 2013. Diss.  
 
565.      RAHIALA, SIRPA. Particle model for simulating limestone reactions in novel fluidised bed ener-

gy applications. 2013. Diss.  
 
566.      VIHOLAINEN, JUHA. Energy-efficient control strategies for variable speed controlled parallel 

pumping systems based on pump operation point monitoring with frequency converters. 2014. 
Diss.  

 
567.      VÄISÄNEN, SANNI. Greenhouse gas emissions from peat and biomass-derived fuels, electrici-

ty and heat – Estimation of various production chains by using LCA methodology. 2014. Diss. 
 
568.      SEMYONOV, DENIS. Computational studies for the design of process equipment with complex 

geometries. 2014. Diss. 
 



 
 

 
 

569.      KARPPINEN, HENRI. Reframing the relationship between service design and operations: a 
service engineering approach. 2014. Diss. 

 
570.      KALLIO, SAMULI. Modeling and parameter estimation of double-star permanent magnet syn-

chronous machines. 2014. Diss. 
 
571.      SALMELA, ERNO. Kysyntä-toimitusketjun synkronointi epävarman kysynnän ja tarjonnan 

toimintaympäristössä. 2014. Diss. 
 
572.      RIUNGU-KALLIOSAARI, LEAH. Empirical study on the adoption, use and effects of cloud-

based testing. 2014. Diss. 
 
573.      KINNARINEN, TEEMU. Pressure filtration characteristics of enzymatically hydralyzed biomass 

suspensions. 2014. Diss. 
 
574.      LAMMASSAARI, TIMO. Muutos kuntaorganisaatiossa – tapaustutkimus erään kunnan tekni-

sestä toimialasta. 2014. Diss. 
 
575.      KALWAR, SANTOSH KUMAR. Conceptualizing and measuring human anxiety on the Internet. 

2014. Diss. 
 
576.      LANKINEN, JUKKA. Local features in image and video processing – object class matching and 

video shot detection. 2014. Diss. 
 
577.      AL-SAEDI, MAZIN. Flexible multibody dynamics and intelligent control of a hydraulically driven 

hybrid redundant robot machine. 2014. Diss. 
 
578.      TYSTER, JUHO. Power semiconductor nonlinearities in active du/dt output filtering. 2014. Diss. 
 
579.      KERÄNEN, JOONA. Customer value assessment in business markets. 2014. Diss. 
 
580.      ALEXANDROVA, YULIA. Wind turbine direct-drive permanent-magnet generator with direct 

liquid cooling for mass reduction. 2014. Diss. 
 
581.      HUHTALA, MERJA. PDM system functions and utilizations analysis to improve the efficiency of 

sheet metal product design and manufacturing. 2014. Diss. 
 
582.      SAUNILA, MINNA. Performance management through innovation capability in SMEs. 2014. 

Diss. 
 
583.      LANA, ANDREY. LVDC power distribution system: computational modelling. 2014. Diss. 
 
584.      PEKKARINEN, JOONAS. Laser cladding with scanning optics. 2014. Diss. 
 
585.      PELTOMAA, JYRKI. The early activities of front end of innovation in OEM companies using a 

new FEI platform as a framework for renewal. 2014. Diss. 
 
586.      ROZHANSKY, IGOR. Resonant tunneling effects in semiconductor heterostructures. 2014. 

Diss. 
 
587.      PHAM, THUY DUONG. Ultrasonic and electrokinetic remediation of low permeability soil 

contaminated with persistent organic pollutants. 2014. Diss. 
 
588.      HOKKANEN, SANNA. Modified nano- and microcellulose based adsorption materials in water 

treatment. 2014. Diss. 
 
589.      HINKKANEN, JUHA. Cooperative strategy in emerging markets – analysis of interfirm R&D 

cooperation and performance in Russian manufacturing companies. 2014. Diss. 
 
590.      RUSKOVAARA, ELENA. Entrepreneurship education in basic and upper secondary education 

– measurement and empirical evidence. 2014. Diss. 




	Blank Page
	Blank Page


 
 
    
   HistoryItem_V1
   Nup
        
     Create a new document
     Trim unused space from sheets: no
     Allow pages to be scaled: yes
     Margins and crop marks: none
     Sheet size: 8.268 x 11.693 inches / 210.0 x 297.0 mm
     Sheet orientation: tall
     Layout: scale to rows 1 down, columns 1 across
     Align: centre
      

        
     0.0000
     10.0000
     20.0000
     0
     Corners
     0.3000
     Fixed
     0
     0
     1
     1
     0.8400
     0
     0 
     1
     0.0000
     1
            
       D:20141027101813
       841.8898
       a4
       Blank
       595.2756
          

     Tall
     713
     425
     0.0000
     C
     0
            
       CurrentAVDoc
          

     0.0000
     0
     2
     0
     1
     0 
      

        
     QITE_QuiteImposingPlus3
     Quite Imposing Plus 3.0e
     Quite Imposing Plus 3
     1
      

   1
  

    
   HistoryItem_V1
   TrimAndShift
        
     Range: all pages
     Create a new document
     Trim: extend left edge by -102.05 points
     Shift: none
     Normalise (advanced option): 'original'
      

        
     0
            
       D:20141027080710
       841.8898
       a4
       Blank
       595.2756
          

     Tall
     1
     1
     No
     843
     454
     None
     Left
     0.0000
     0.0000
            
                
         Both
         5
         AllDoc
         5
              

       CurrentAVDoc
          

     Bigger
     -102.0472
     Left
      

        
     QITE_QuiteImposingPlus3
     Quite Imposing Plus 3.0e
     Quite Imposing Plus 3
     1
      

        
     210
     209
     210
      

   1
  

    
   HistoryItem_V1
   TrimAndShift
        
     Range: all pages
     Create a new document
     Trim: fix size 8.268 x 11.693 inches / 210.0 x 297.0 mm
     Shift: none
     Normalise (advanced option): 'original'
      

        
     0
            
       D:20141027080710
       841.8898
       a4
       Blank
       595.2756
          

     Tall
     1
     1
     No
     843
     454
    
     None
     Left
     0.0000
     0.0000
            
                
         Both
         5
         AllDoc
         5
              

       CurrentAVDoc
          

     Uniform
     -102.0472
     Left
      

        
     QITE_QuiteImposingPlus3
     Quite Imposing Plus 3.0e
     Quite Imposing Plus 3
     1
      

        
     210
     209
     210
      

   1
  

 HistoryList_V1
 qi2base



