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Board of directors turnover with new board chairs
in family firms

Jung Park'* and Brian Bolton?

Abstract: We investigate the role of family ownership on turnover within a firm’s
board of directors when the firm appoints a new board chair. We conduct regression
analysis using financial and governance data of public companies in the United
States. We test new theoretical relationships linking the appointment of the new
chairs and director turnover at different levels of family influence based on the
Attraction-Selection-Attrition theory. We find that directors are more likely to exit
when a new chairperson is appointed due to changes in board governance. In
family firms, however, overall board governance is more consistent due to the
family’s significant controlling power and the family’s direct or indirect support of
the board leadership and governance function; as a result, family ownership of

a company moderates the effect of having a new chair on the board in the like-
lihood that a director exits its board. This study enhances the understanding of how
corporate boards renovate themselves as they strive to become more effective.
Particularly, it helps explain whether a firm can deliver intended innovation when
they announce an appointment of a new chairperson in response to the need for
change in stagnant financial performance situations or by external pressure.

Subjects: Business, Management and Accounting; Strategic Management; Corporate

Governance
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might be different at family-owned firms com-
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Specifically, we study how much turnover occurs
within the board when a new chair takes over.
The average board has about 9 directors; direc-
tors serve for 8 years on average, while the chair
serves for just over 5 years on average; these
differences are telling. We hypothesize that these
differences are most pronounced at non-family-
owned firms because family ownership creates

a more consistent leadership culture that all
directors buy in to. And that is exactly what we
find: when a firm appoints a new board chair, the
other directors are less likely to leave at family
firms than at nonfamily firms. The message is
that all firms could work to model the leadership
relationships and culture present in family firms
to create more consistent and effective boards of
directors.
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1. Introduction

Building up a board of directors with appropriate human and social capital gives a firm competitive
advantage (Khana, Jones, & Boivie, 2014; Brown et al., 2017; Withers, Hillman et al., 2012).
Shareholders elect the board of directors to represent them, ensure effective control over
a company’s full-time executives, and advise firm leadership. Well-functioning boards of directors
can drive corporate entrepreneurship and innovation effectively by supporting the long-term
strategies of the management team.

In family firms, the board of directors may take distinct roles because of the founder-owners’
dominant power to fulfill their unique needs (Cannella et al,, 2015). However, it is difficult to
generalize aspects and identify best practices for family business boards (Dyer, 2018; Kabbach de
Castro et al., 2017). Researchers have tried to interpret the behaviors of the different types of firms
by both competing mindsets of agency and stewardship (Bammens et al., 2011; James et al., 2017;
Madison et al., 2017). To make governance effective, separating the role of the chief executive
officer (CEO) and chairperson, the two most important leadership figures, has been often advised
(Braun & Sharma, 2007; Villalonga & Amit, 2006). Different proposals for best board compositions
have been discussed that provide board independence and gender diversity (Chen & Hsu, 2009;
Cruz et al., 2019). More recently, the conflicts between or different perspectives of family and
nonfamily shareholders, or major and minor shareholders, have been discussed (Chang & James,
2020; Fattoum-Guedri et al., 2018; James et al,, 2017). Altogether, governance exists because the
role of boards of directors is undoubtedly important in realizing innovation in family businesses
(Arzubiaga et al., 2018; Bolton & Park, 2020; Duran et al., 2016; Eddleston et al., 2012; Sievinen
et al,, 2020).

Despite the discussion on effective compositions of family business boards, there is a gap in
understanding how we deliver the change, improve the board, and ensure innovation within the
firm. Indeed, board governance is not fixed; it will naturally improve or deteriorate over time.
Boards can overcome their ineffectiveness when the shareholders realize the need for change
(Chrisman et al., 2015). Our research question is how corporate boards renovate themselves as
they strive to become more effective. More specifically, we examine how board governance is
changed when a new chairperson is appointed in a family firm (Sievinen et al., 2020).

Answering this question is important to understand whether a firm can deliver intended innova-
tion when they announce an appointment of a new chairperson in response to the need for change
in stagnant financial performance situations or by external pressure. For example, Tesla was
ordered by The Securities and Exchange Commission (SEC) in 2018 to separate the roles of the
CEO and chairperson. Elon Musk had to step down as chairperson and appoint an independent
chairperson, in theory, to remove conflicts of interest and to limit undue influence within the
boardroom by one single individual.

Does the appointment of a new chairperson make a difference in the decision-making process in
the boardroom? How much difference can be expected? In 2020, Samsung Electronics appointed
a new independent chairperson. While the late chairperson Lee Kun-hee died later in 2020 after
extended hospitalization since 2014, his family successor and de-factor leader of Samsung Group,
Lee Jaeyong, did not take the role of chairperson, partially because of public critics of the owner’s
bribery and embezzlement scandal with political connections. In both of these examples, concerns
about the CEO having too much influence and control led to structural changes on the board of
directors. How much influence can we expect to change with a new chairperson from outside of
the owner’s family? What if the owner’s family appoints a new chairperson only to represent them?
When some firms announce a new era in the business, can we expect these changes to correct the
old board’s ineffectiveness?
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This research makes several contributions to the literature on family business boards. First,
regarding the specific phenomena on boards, we address whether the intended changes are
made in the boardroom when the firm appoints a new chairperson (Sievinen et al., 2020). Using
a sophisticated statistical approach, we explain what a new chairperson’s role is and how
differently family business boards embrace it. Second, we test new theoretical relationships
linking the appointment of the new chairs and director turnover at different levels of family
influence based on the Attraction-Selection-Attrition theory (Schneider, 1987; Schneider et al,,
1995). Third, we identify key elements of corporates’ process to improve their governance in
pursuing new changes.

2. Theoretical frameworks

2.1. Attraction-selection-attrition theory and board of directors’ turnover

The Attraction-Selection-Attrition model, also known as the ASA model (Schneider, 1987;
Schneider et al., 1995), proposes that people are attracted to organizations that are congruent
with their values, personalities, and needs (Attraction); the organization, in turn, employs people
with attributes that fit the organizational culture (Selection); and those employees who do not fit
the organizational culture leave over time (Attrition). The theory has been applied in management
research regarding human resource management based on person-organizational fits (Hoffman
et al,, 2011; O'Reilly et al., 1991; Ployhart et al., 2006). The ASA model explains how the character-
istics of the people in a company become increasingly homogeneous. As the people establish
organizational behaviors, the organization, in turn, develops a certain organizational culture that
governs the organization afterward. However, when new changes are demanded (e.g., because of
persistent poor financial performance), some board members may leave the organization if they
do not fit with the new culture (Boone et al., 2004). The theory also suggests that CEOs or founder-
owners have a strong influence in determining the organizational culture (Herrmann & Nadkarni,
2014).

There has been a growing interest in which factors motivate outside directors to serve on
boards (Boivie et al.,, 2012; Walther et al., 2017; Withers, Corley et al.,, 2012). The motivation
was considered to be affected by the degree to which they aspired to the prestigious status
that the position provides. If directors value the prestige, they are more likely to serve on the
company board unless they are too occupied in their primary role besides the directorship.
However, understanding how directors interact with each other to make decisions inside the
boardroom and how board dynamics impact corporate governance and director turnover merits
further investigation (Bammens et al.,, 2011; Chen et al., 2016; Garg et al., 2018; Walther et al.,
2017). When a new chairperson is appointed, the new leadership generates new boardroom
dynamics, relationships and governance. This situation may challenge those who were
attracted to the former board governance and can lead to increased directors’ turnover
(Marcel et al., 2017). The new chairperson may be an external appointment, may be appointed
from the existing board members or may be an internal executive newly appointed to the
chair. Recognizing that corporate governance relates to “how companies are directed and
controlled” (Tihanyi et al., 2014), this new appointment affects all members of the board.
The tenure of outside directors usually ends by not pursuing reelection at the end of the
current term, based on agreement (Boivie et al.,, 2012; Harrison et al., 2018), unless because
of dismissal, retirement, or death. Since there are usually no formal time limits to serving on
a board, some directors stay longer than others. According to the ASA theory, those board
members who do not adapt to the new dynamics are more likely to leave at the end of their
tenure, from which we have drawn the first hypothesis (Figure 1).
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Figure 1. Diagram showing the
theoretical relationships.

Family ownership
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Hypothesis 1: Having a new board chair is positively associated with the likelihood that a director
exits its board.

2.2. Family business boards

Family firms represent cases in which board leadership is usually more robust and consistent due
to the family’s significant ownership of the company and direct or indirect support of that leader-
ship (Mueller, 1988; Schneider et al., 1998). Ownership, family or otherwise, offers a mechanism for
institutionalizing power in a firm and the ultimate decision-making power in the boardroom (Miller
& Le Breton-Miller, 2006; Miller et al., 2008; Salancik & Pfeffer, 1980). The chairperson of a family
firm’s board, whether the person is a family member or not, must enjoy the support and empow-
erment of the family which has de facto control of the firm (Braun & Sharma, 2007; Lane et al,,
2006). Thus, we hypothesize that family firms are less likely to experience director exits if other
conditions are similar.

Family business boards may limit their roles in advising (Strike, 2012) instead of monitoring
and challenging the owner-executives too strongly. Independent directors are positively stimu-
lated to bring in objectives, ideas and governance that support the family founder-owners easily
(Bettinelli, 2011). On the other hand, family power can govern the boardroom decision-making
process and shape the organizational culture while setting the values (Corbetta & Salvato, 2004;
Jaskiewicz & Klein, 2007; Li, 2018; Zellweger & Kammerlander, 2015). Therefore, a new chairperson
appointment is not necessarily a sign of imminent changes. It could be an empty powerless figure
representing the owner family’s needs but being appointed by external pressure. In that case,
there may not be any significant changes to the culture, values and boardroom dynamics. Thus,
the board of directors is less likely to leave.

Hypothesis 2: Family ownership of a company moderates the effect of having a new chair on the
board in the likelihood that a director exits its board.

Dual-class share structures allow issuing two or more common stock classes, where certain
classes are restricted to select investors. Under such arrangements, while most shareholders
receive their dividends and voting rights, a smaller number of shareholders with superior-class
shares may receive greater voting rights, e.g., ten votes per share rather than single votes
(Howell, 2017). While shareholders with greater voting rights may not always represent the
benefits of minor shareholders (James et al., 2017; Shleifer & Vishny, 1986), dual-class share
structures are unusually common in family firms. Because a small number of shareholders
enjoy more voting power, we assume that they can influence key business decisions in the
boardroom regardless of who the chairperson and board members are; utilizing dual-class
share structures can help family owners control the firm’s governance beyond what the
board of directors is able to do. We utilize this additional governance choice to further analyze
Hypothesis 2 in our empirical analyses.
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3. Methodology

3.1. Sample and data sources

The baseline sample of companies used in this paper comes from the family firm research
conducted by Anderson et al. (2009) and Anderson et al. (2012), which is available from Ronald
Anderson’s professional website. The data provide information on the family ownership and dual-
class share structure of the 2,000 largest public companies in the US from 2001 to 2010. It
excludes foreign companies, regulated public utilities, and financial firms, because government
regulation potentially affects equity ownership structures.

We acknowledge that the data are relatively old while our study is new. Since the seminal
work by Anderson and Reeb (2003), several research groups have employed similar definitions
to classify family firms and updated the family firm index (Berrone et al., 2010; Miller et al,,
2007; Villalonga & Amit, 2006). While the characteristics of each database are the same in
general, there also exist discrepancies by definition about whether to include some companies,
for example, Microsoft, as a family firm or not (Miller et al., 2007). Moreover, updating the
database requires a nontrivial examination of corporate histories on the company webpages
and media to identify the owner’s family and descendants. Their last names may no longer be
the same, which are potential sources of inaccuracy. As the data from Anderson et al. (2009)
and Anderson et al. (2012) are shared publicly on their website, the dataset has been used
widely in family firm research and is still used in recent studies (Abeysekera & Fernando, 2020;
Cordeiro et al,, 2021). Thus, using the Anderson et al. data allows our work to be consistently
compared to prior studies. Further, using such as well-respected dataset assures external
validity, such that we and others can comfortably rely on the data and its implications. We
view that the benefits we gain in reliability, consistency and external validity outweigh the cost
of using slightly dated data. We do, however, perform several robustness tests to apply the
Anderson et al. data to more recent periods; these are discussed in a later section.

In addition, we collected information concerning the board of directors of the companies in the
sample from BoardEx and financial performance data from Compustat. We use Fama-French 48
Industrial Classifications to match with SIC codes. For most of our variables, we consider only
independent directors and excluded executive directors. However, we also calculate the ratios of
female and independent directors using the total number of such directors on the board including
executive directors. After matching the data from these multiple sources and removing data lines
with missing variables, the final sample set used in the main analysis consisted of 64,717 director-
year pairs with 9,913 unique directors in 1,180 unique public US companies from 2001 to 2010,
while over 100,000 director-year pairs from 2001 to 2018 were considered for robustness checks.
One contribution we make is we perform analyses at both the individual director level and the firm
level to better understand the dynamics related to chair and director turnover.

3.2. Dependent variable: director exit

In our data, director exit is a binary variable that equals 1 when a director left the board within three
years of the year in which the independent variables were initially measured. First, we collected the
list of outside directors of a given firm-year and compared it with the same list of the following years.
A three-year window is the standard term for director service and generally ensures that a director
can choose not to be re-elected at least once (Boivie et al., 2012; Garg et al., 2018). As shown in
Table 1, the average tenure of a director is almost eight years, so this 3-year window should not
create any bias related to director terms ending or truncation. To ensure robustness, we also tested
a two-year to a four-year window, and the results were substantially similar.

We do not distinguish between voluntary and forced exit in our study. We assume that director
exits were primarily voluntary or by mutual consent. Whereas CEO turnover is frequently forced
(Bhagat & Bolton, 2013), firing a director has been noted to be extremely rare, and a director
generally finishes his or her current term even when there is a board disagreement or conflict.
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Table 1. Summary Statistics

Variable N Mean  Std Min | P25 | P75  Max
Dev
Panel A: Turnover Variables in Year t + 3 (2004~
2018)
Director exit binary 98,318 | 0.21 0.41 0.00 | 0.00 | 0.00 1.00
Panel B: Board related Variables in Year t (2001-2015)
Family firm binary 104,659 | 0.27 0.44 0.00 | 0.00 | 1.00 1.00
Dual class binary 104,659 | 0.07 0.26 0.00 | 0.00 | 0.00 1.00
Family & Dual 104,659 | 0.06 0.25 0.00 | 0.00 | 0.00 1.00
Ratio independent dir. 104,659 | 0.79 0.13 0.08 | 0.71 | 0.89 1.00
Ratio female director 104,659 | 0.12 0.10 0.00 | 0.00 | 0.18 0.80
Panel C: Director related Variables in Year t (2001-2015)
Director network size 104,659 | 1,871 2,244 0 420 | 2,512 | 22,900
Director year on board 103,420 | 8.14 6.94 0.00 | 2.90 | 11.40 | 60.90
Director age 103,378 | 61.71 | 840 | 27.00 | 56.00 6800 99.00
Director qualification 103,420 | 2.17 1.21 0.00 | 2.00 | 3.00 15.00
Director gender 103,420 | 0.14 0.35 0.00 | 0.00 | 0.00 1.00
Panel D: Chairperson related Variables in Year t (2001-2015)
New chairperson 102,953 | 0.18 0.38 0.00 | 0.00 | 0.00 1.00
Chair network size 104,659 | 1,430 1,674 0 286 | 1,971 | 15,674
Chair year on board 102,953 | 14.42 | 1091 | 0.00 | 6.40 | 19.40 | 67.90
Chair age 102,953 | 61.36 8.68 | 29.00 | 56.00 | 67.00 | 99.00
Chair qualification 102,953 | 1.93 | 108 | 000 | 1.00 | 2.00 9.00
Chair gender 102,953 | 0.02 0.15 0.00 | 0.00 | 0.00 1.00
Panel E: Firm related Variables in Year t (2001-2015)
Year-end stock price 102,536 | 38.33 | 51.78 | 0.01 | 15.82 | 49.04 | 2,725
Revenue 102,523 | 8,686 | 26,557 0 757 | 5,979 | 483,521
Employee size 102,152 | 27.48 | 89.54 | 0.00 | 2.63 | 22.45| 2,300
Industry classification 102,536 | 26.68 . 12.16 . 1.00 | 16.00 | 36.00 | 47.00

Therefore, the reason for a director’s exit from a board can be disclosed to the public as
a resignation, not a dismissal regardless of nuance of the real reason (Boivie et al., 2012; Cowen
& Marcel, 2011). And, as mentioned previously, the standard way that directors exit a board is
simply by not renewing their term when they are up for reelection. As such, it would be impossible
to distinguish between voluntary and forced director exit.

3.3. Independent variables

We defined a new chairperson index that equals 1 when the chairperson’s time in the role is less
than one year, and 0 otherwise. In our analysis, when there were several directors with a chair title
(e.g., retired chairman or co-chairman), we selected the most senior among them as the de facto
chairperson, regardless of the official title.

We used two measures to examine the family influence hypotheses: whether the company is
a family firm and whether it is a family firm with a dual-class share structure. In our study, we
have defined a family firm as one in which the founder or a member of his or her family (by blood
or through marriage) holds a minimum five percent equity stake in the firm (Anderson & Reeb,
2003; Shleifer & Vishny, 1986; Villalonga & Amit, 2006). We have assumed that the chairperson of
the family firm’s board is either a member of the family or a person who the owner family strongly
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backs (any implicit endorsement of the new chair is sufficient). Some companies maintain a dual-
class share structure, at least for certain periods, to provide enhanced voting rights to a small
number of shareholders or owner family. In this case, we assumed that the owner family holds the
levers of stronger power and influences the business’s strategic decisions, directly or indirectly. In
our data, we defined new binary variables counting both for family firms and dual-class share
structures. The Family & Dual flag equals 1 when owner families hold a five percent or larger stake
in the company and also the company has a dual-class share structure in place, and 0 otherwise
(Anderson et al.,, 2009, 2012). As shown in Table 1, about 28% of our firms are family firms and
about 7% have dual-class share structures.

3.4. Control variables

We include a number of control variables for firm-, board-, and individual-level characteristics that
could influence the likelihood of a director exiting the board. At the firm level, we control for the
companies’ stock price, size, and industry. We used the companies’ stock price recorded at the end
of the year from Compustat. Firm size was measured using a firm’s revenue (Boivie et al., 2012)
and the number of employees. These measures captured the firm-level characteristics that could
make a board appointment more prestigious (Boivie et al., 2016; Daily & Dalton, 1995). Each firm’s
industry was classified based on Fama-French 48 Industrial Classifications.

At the board level, we control for the ratios of female directors and of independent directors to
the total number of directors on the board. At the director level, we include age, gender, and the
individual’s skills in terms of networking and qualifications. BoardEx provides data on the size of
the network of a selected individual by counting the number of directors in the database who are
connected to that individual through employment, peripheral activities, and education. Directors
with high social and human capital are known to contribute to the board’s effectiveness; the same
should be true of board chairs with high social and human capital (Tian et al,, 2011). We also
control for the number of qualifications earned at the undergraduate level and higher by the
directors under consideration. The last two variables were used as a reflection of the directors’
ability to find a board position at another company (Acharya & Pollock, 2013) and affect the
likelihood that directors exit the boards (Cowen & Marcel, 2011; Marcel & Cowen, 2014). We also
include director’s time on the sample firm’s board. If the director served the board for a long term
and had seniority, that director is likely to be knowledgeable of the industry and its corporate
culture. We also include the same sets of variables related to the chairperson.

4. Results

Table 1 presents the descriptive statistics for all the variables used in the study. The definitions of
the variables are listed in Appendix. In our sample set with director-year data, 21 percent of the
directors exited the board within three years, 27 percent of them worked for family firms, and only
7 percent worked for a firm with dual-class share structures. The average length of time that
a director served on the board was over 8 years. The average age of a director was 61 years while
the youngest and oldest were 29 and 99 years old, respectively. The age data was distributed with
a moderate skewness which reflects the general preference for seniority in directorships. Table 2
shows the correlation matrix confirming no multi-collinearity problems among those variables.

4.1. New chairperson appointment and director turnover

Table 3 presents the results of the logistic regression used to test our hypotheses. Logistic
regression does not require the assumption of a linear relationship between the dependent and
independent variables. Model 1 presents the results of the control variables and Model 2 adds the
independent variables. Model 3 includes the interaction between the family firm status and dual-
class share structures. Model 4 is a similar model that includes the newly defined variable
considering both family firm and dual-class share structure, and its interaction with a new chair-
person appointment. We have provided the regression coefficient, standard error, and p-value as
the level of significance (Hoetker, 2007; Huang & Shields, 2000).
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Table 3. Fixed effect logit regression model at director’s level for year 2001-2010

Director exit binary
1 2 3 4
New chairperson 0.10** 0.11** 0.11*
-0.02 -0.03 -0.02
Family firm binary -0.11** -0.07**
-0.02 -0.03
Dual class binary 0.13* 0.83**
-0.04 -0.09
Family & Dual -0.03
-0.05
D_irector network -0.00** -0.00** -0.00** -0.00**
size
0.00 0.00 0.00 0.00
Director year on 0.02** 0.02** 0.03** 0.02**
board
0.00 0.00 0.00 0.00
Director age 0.03** 0.03** 0.03** 0.03**
0.00 0.00 0.00 0.00
Director -0.06** -0.06** -0.06** -0.06**
qualification
-0.01 -0.01 -0.01 -0.01
Director gender 0.01 0.01 0.01 0.01
-0.03 -0.03 -0.03 -0.03
Chair network size 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00
Chair year on board -0.01** -0.01** -0.01** -0.01**
0.00 0.00 0.00 0.00
Chair age -0.01** -0.01** -0.01** -0.01**
0.00 0.00 0.00 0.00
Chair qualification -0.02* -0.02* -0.02* -0.02*
-0.01 -0.01 -0.01 -0.01
Chair gender 0.02 0.02 0.04 0.01
-0.07 -0.07 -0.07 -0.07
Ratio independent 0.76** 0.72** 0.74** 0.76**
dir.
-0.09 -0.09 -0.09 -0.09
Ratio female 0.20 0.18 0.18 0.19
director
-0.12 -0.12 -0.12 -0.12
Year-end stock -0.00** -0.00** -0.00** -0.00**
price
0.00 0.00 0.00 0.00
Revenue 0.00** 0.00** 0.00** 0.00**
0.00 0.00 0.00 0.00
Employee size 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00
NewChair: -0.02
FamilyFirm
(Continued)
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Table 3. (Continued)

Director exit binary

-0.06
NewChair:DualClass -0.25*%

-0.11
FamilyFirm: -0.82**
DualClass

-0.10
NewChair: -0.36**
Family&Dual

-0.13

Observations 64,717 64,717 64,717 64,717
R? 0.03 0.03 0.03 0.03
Max. Possible R? 0.88 0.88 0.88 0.88
Log Likelihood -67,016 -66,994 -66,961 -67,001
Wald Test 1,925* (df = 15) 1,960* (df = 18) 2,039* (df = 21) 1,953* (df = 18)
LR Test 2,174 (df = 15) 2,218* (df = 18) 2,284 (df = 21) 2,203** (df = 18)
Score (Logrank) 2,211* (df = 15) 2,255* (df = 18) 2,339** (df = 21) 2,242* (df = 18)
Test

Note: *p < 0.05; **p < 0.01

Hypothesis 1 predicted that having a new board chair is positively associated with the likelihood that
a director exits its board, thus a new chairperson appointment increases the likelihood of a director exit.
This hypothesis was supported. In Model 2, the coefficient of positive 0.10 was significant at the 0.01 level.

Hypothesis 2 predicted that family ownership of a company moderates the effect of having
a new chair on the board in the likelihood that a director exits its board, thus a family firm status
moderates the positive relationship between new chairperson appointment and the likelihood of
a director exit. Model 3 shows the significant interaction between these variables. This hypothesis
was not supported by this measure. In Model 3, the interaction coefficient was not significant. It is
possible that the criteria (of ownership > 5%) is too low to capture the family ownership’s effect on
the board. However, the dual-class share structure interacts with a new chairperson appointment
and family firm status significantly.

The effects of a new chairperson on the likelihood of a director exit were moderated in different
ways when the newly defined variable considering both family firm and dual-class share structure
(Family&Dual) was used. While the likelihood of a director exit increases with a new chairperson
appointment, the change is much smaller when the firm is a family firm with a dual-class share
structure. In Model 4, the interaction coefficient of —0.36 was significant at the 0.01 level. This
suggests that having a dual-class structure indicates a stronger influence of family (or bloc-
kholder). Hypothesis 2 was thus supported with this dual-class structure measure implying stron-
ger family influence; thus, family ownership of a company moderated the effect of having a new
chair on the board in the likelihood that a director exits its board.

4.2. Robustness checks

We checked the robustness of our analysis by making marginal changes in a few critical variables.
Our turnover is defined as 1 if the director left in three years. We tested different criteria of two
years and four years instead of three years. The analysis yielded similar results. We also changed
and ran our tests assuming the new chairperson variable was defined as the chairperson’s time in
the role less than two years and three years instead of one year. These changes also yielded
similar results.
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Most of the variables are significantly related to turnover except for just a few p-values over 0.05.
These results can be because we have over 60,000 observations that give more statistics power and
result in a disproportionately high number of very low p-values (as our analysis is at the director level).
One way to address this is to look at director turnover at the firm level. We aggregated the data into
9,864 firm-years to test whether the sample size would be driving all of the results. Analyzing firm-level
data makes the dependent variable a pseudo-continuous variable of turnover, defined as the number
of directors that left within three years, divided by the board size in a given year. Accordingly, we used
linear regression instead of logit regression. The control and independent variables were also mea-
sured as a mean value at the firm level. The family firm and dual-class share structure variables are
already firm-level, as are many control variables. A few variables at director levels represent the
average values among directors within the board.

Table 4 presents the results of the fixed effects linear regressions with firm-level data with this
pooling method. Model 4 shows similar results to our primary director-level analyses. A new
chairperson appointment increases the likelihood of a director exit while the newly defined
variable considering both family firm and dual-class share structure (Family&Dual) moderates
the relationship. The coefficient for the new chairperson was 0.022, while the interaction coeffi-
cient was —0.076. They were both significant at the 0.01 level.

As discussed previously, we utilize the data from Anderson et al. (2009) and Anderson et al.
(2012) for our family firm identification. These data are from 2001-2010; using such well-respected
data gives our study reliability, consistency and validity. However, using slightly older data may
cause some concern about the relevance of this study and our results to more recent years. To
explore this, we extend our study beyond 2010 by assuming that the status of being a family firm
does not change frequently; thus, if a firm was a family firm in 2010, we assumed it continued to
be a family firm for each of the following five years, 2011-2015. (If this assumption is inappropri-
ate, it would bias against us finding consistent results with the 2001-2010 period.) We calculate
turnover in 2015 based on data from 2015 to 2018. We compare the board member in the 2015
list with the list in 2016, 2017, and 2018 to determine whether the member left the board before
2018. Table 5 confirms the consistent results for NewChair with turnover while the coefficient of
the interaction term between FamilyDual and Turnover lost its significance.

Losing statistical significance in the interaction term could be a result of a number of factors: it
could be a result of us assuming that family firm status was constant for 2010-2015, or it could be
that the actual relationship did change, or it could be due to some dynamic within the sample. Of
course, the dominant financial markets and corporate governance event during 2001-2015 was the
Global Financial Crisis. Within the United States, where our data are from, the crisis was followed by
significant regulation and changes in corporate governance practices (Bhagat & Bolton, 2013).

To investigate whether the Global Financial Crisis had a disproportionate effect on our study and
the relationships between family firms, board chairs and director turnover, we conducted our
original analysis excluding 2008-2009, the primary years of the Global Financial Crisis. The result
is presented in Table 6.

The results in Table 6 are generally consistent with our primary results, suggesting that the
Global Financial Crisis did not dominate our primary results. In untabulated results, we broke down
the full 15-year sample into three 5-year subsamples to ascertain how consistent our results were
over time. The results for 2001-2005 and 2006-2010 were highly consistent with our primary
results; the results for 2011-2015 were slightly weaker and, again, could be due to a number of
factors. We defer to future research if this portends a permanent structural change in these
relationships or if it is a temporary dislocation.
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Table 4. Pooled ordinary least squares model at firm level for year 2001-2010

Director exit binary
1 2 3 4
New chairperson 0.018** 0.021** 0.022**
-0.006 -0.007 -0.006
Family firm binary -0.017** -0.011
-0.006 -0.006
Dual class binary 0.019* 0.165**
-0.009 -0.026
Family & Dual 0.000
-0.010
D_irector network 0.000 0.000 0.000 0.000
size
0.000 0.000 0.000 0.000
Director year on -0.001 -0.001 —-0.001 -0.001
board
-0.001 -0.001 -0.001 -0.001
Director age 0.001 0.001 0.001 0.001
-0.001 -0.001 -0.001 -0.001
Director -0.020** -0.020** -0.019** -0.019**
qualification
-0.005 -0.005 -0.005 -0.005
Director gender -0.072 -0.073 -0.083* -0.081*
-0.041 -0.041 -0.041 -0.041
Chair network size 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000
Chair year on board -0.001** -0.001** -0.001** -0.001**
0.000 0.000 0.000 0.000
Chair age 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000
Chair qualification -0.003 -0.003 -0.003 -0.003
-0.002 -0.002 -0.002 -0.002
Chair gender -0.012 -0.009 -0.009 -0.014
-0.017 -0.017 -0.017 -0.017
Ratio independent 0.122** 0.116** 0.120** 0.120**
dir.
-0.018 -0.018 -0.018 -0.018
Ratio female 0.131* 0.125* 0.137* 0.140**
director
-0.054 -0.054 -0.054 -0.054
Year-end stock -0.001** -0.001** -0.000** -0.001**
price
0.000 0.000 0.000 0.000
Revenue 0.000* 0.000* 0.000* 0.000*
0.000 0.000 0.000 0.000
Employee size 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000
Industry 0.002 0.002 0.001 0.001
classification
(Continued)
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Director exit binary
-0.001 -0.001 -0.001 -0.001
factor(IndustryNo)1 0.042 0.044 0.036 0.038
-0.049 -0.049 -0.049 -0.049
factor(IndustryNo)2 0.046 0.047 0.031 0.041
-0.037 -0.038 -0.038 -0.038
factor(year)2009 0.096** 0.097** 0.097** 0.097**
-0.011 -0.011 -0.011 -0.011
factor(year)2010 0.111* 0.111* 0.111** 0.112*
-0.011 -0.011 -0.011 -0.011
NewChair: -0.002
FamilyFirm
-0.014
NewChair:DualClass -0.059*
-0.025
FamilyFirm: -0.159**
DualClass
-0.027
NewChair: -0.076**
Family&Dual
-0.026
Observations 9,864 9,864 9,864 9,864
R? 0.068 0.070 0.073 0.070
Adjusted R? 0.061 0.063 0.066 0.063
F Statistic 135.6** (df = 69; 130.5* (df = 72; 126.3** (df = 75; 130.5** (df = 72;
9795) 9792) 9789) 9792)

Note: *p < 0.05; **p < 0.01

5. Discussion

Our research question is how corporate boards can renovate themselves. More specifically,
we examine how board governance is changed when a new chairperson is appointed in
a family firm (Sievinen et al.,, 2020). We examined whether appointing a new chairperson
can renovate the board governance and innovation to stimulate or redirect the firm again.
Answering these questions enables us to make several contributions to the literature on
family business boards.

First, we provide statistically valid answers to the specific phenomenon with new insights. When
a new chair is appointed, the new board leadership usually leads to changes in board governance
and even organizational values (Braun & Sharma, 2007; Lane et al, 2006). Therefore, some
directors who could not adapt themselves to the new system are more likely to leave the board
or be pressured to leave; this is consistent with the Attraction-Selection-Attrition theory applied to
boards of directors. On the other hand, when strong and engaged ownership is present, indicated
by family ownership and a dual-class share structure, directors’ turnover is less related to the new
chair’s appointment. The new chairperson is not responsible for driving the board dynamics, but it
is the owner’s family that controls and influences the firm’s governance consistently. Therefore, it
is less easy to change the board governance in family firms as the decision-making process is
unchanged. These results are consistent with what is explained in the literature on family business
boards (Corbetta & Salvato, 2004; Schneider et al., 1998).

Page 13 of 22



Park & Bolton, Cogent Business & Management (2022), 9: 2111843 :&-: Cogent o b u Sin ess & mana gement
https://doi.org/10.1080/23311975.2022.2111843

Table 5. Fixed effect logit regression model at director’s level for year 2001-2015

Director exit binary
1 2 3 4
New chairperson 0.10** 0.10** 0.11*
-0.02 -0.02 -0.02
Family firm binary -0.10** -0.07**
-0.02 -0.02
Dual class binary 0.10** 0.74**
-0.03 -0.08
Family & Dual -0.07
-0.04
D_irector network -0.00** -0.00** -0.00** -0.00**
size
0.00 0.00 0.00 0.00
Director year on 0.03** 0.03** 0.03** 0.03**
board
0.00 0.00 0.00 0.00
Director age 0.04** 0.04** 0.04** 0.04**
0.00 0.00 0.00 0.00
Director -0.04** -0.04** -0.04** -0.04**
qualification
-0.01 -0.01 -0.01 -0.01
Director gender -0.02 -0.02 -0.02 -0.02
-0.02 -0.02 -0.02 -0.02
Chair network size 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00
Chair year on board -0.01** -0.01** -0.01** -0.01**
0.00 0.00 0.00 0.00
Chair age -0.01** -0.01** -0.01** -0.01**
0.00 0.00 0.00 0.00
Chair qualification -0.02* -0.02** -0.02** -0.02*
-0.01 -0.01 -0.01 -0.01
Chair gender 0.03 0.04 0.05 0.03
-0.05 -0.05 -0.05 -0.05
Ratio independent 0.79** 0.75** 0.77* 0.78*
dir.
-0.07 -0.08 -0.08 -0.08
Ratio female 0.15 0.14 0.15 0.15
director
-0.09 -0.09 -0.09 -0.09
Year-end stock price —-0.00** -0.00** -0.00** -0.00**
0.00 0.00 0.00 0.00
Revenue 0.00** 0.00** 0.00** 0.00**
0.00 0.00 0.00 0.00
Employee size 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00
NewChair: -0.01
FamilyFirm
-0.05
(Continued)
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Director exit binary

NewChair:DualClass -0.05

-0.09
FamilyFirm: -0.76**
DualClass

-0.08
NewChair: -0.06
Family&Dual

-0.10

Observations 96,302 96,302 96,302 96,302
R 0.04 0.04 0.04 0.04
Max. Possible R? 0.89 0.89 0.89 0.89
Log Likelihood -103,974 -103,944 -103,906 -103,957

Wald Test

3,650** (df = 15)

3,702* (df = 18)

3,782* (df = 21)

3,681** (df = 18)

LR Test

4,154 (df = 15)

4,213* (df = 18)

4,290 (df = 21)

4,189** (df = 18)

Score (Logrank) Test

4,223* (df = 15)

4,284 (df = 18)

4,374 (df = 21)

4,260 (df = 18)

Note: *p < 0.05; **p < 0.01

Second, we have made a theoretical contribution to the ASA theory. We tested new propositions
linking the new chair’s appointment and the director’s turnover at different levels of family ownership.
Our basic assumption is that family firms appointed the new chairperson not to make dramatic
changes in governance as it can threaten their controlling power (Chrisman et al,, 2015), but to
continue and strengthen the owner family’s influence and goals. The findings are aligned with the
existing knowledge that family firms are more open to hiring family-friendly directors and employees
who already have worked in other family businesses (Block et al., 2016; Cannella et al., 2015).

Third, our research contributes to the literature on family business boards. Strong family
influence can help stabilize the board dynamics at the new chair’s appointment. Moreover, the
longer a director has worked with the chairperson, the more likely they have formed the same
group identity, which will be beneficial to aligning their goals and eventually improve the
board’s efficiency (Boivie et al., 2011; Withers, Corley et al., 2012). We also provide insights
on the situations that corporates, both family and nonfamily firms, have to consider when they
envision innovating the governance and changing the company. Family firms are famous for
keeping their consistency and long-term strategy (Arzubiaga et al.,, 2018). But family share-
holders with majority voting powers can dominate the decisions despite conflicting with other
minor shareholders, causing a kind of agency problem (James et al.,, 2017; Shleifer & Vishny,
1986). In some sense, family firms have disadvantages in renovating themselves as they strive
to become more effective, and our study shows this to be in play in board dynamics and
director turnover decisions.

5.1. Limitations and future research directions

One of the limitations of our study is the use of data in the US, which cannot represent the
family business as a whole. Our sample only includes publicly listed firms in the US; private
firms may experience an even stronger influence by the owner family. Also, the corporate
culture in the US may be different from that in other countries. For example, the US public’s
negative perception is not the same in Germany as the public perception of the Mittelstand,
medium-sized companies, are generally positive. For example, we know that different countries
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Table 6. Fixed effect logit regression model for year 2001-2010 excluding 2008-2009

Director exit binary
1 2 3 4
New chairperson 0.08** 0.10** 0.09**
-0.03 -0.03 -0.03
Family firm binary -0.13** -0.09**
-0.03 -0.03
Dual class binary 0.07 0.78**
-0.05 -0.10
Family & Dual -0.11*
-0.05
D_irector network -0.00* -0.00* -0.00* -0.00*
size
0.00 0.00 0.00 0.00
Director year on 0.02** 0.02** 0.02** 0.02**
board
0.00 0.00 0.00 0.00
Director age 0.03** 0.03** 0.03** 0.03**
0.00 0.00 0.00 0.00
Director -0.06** -0.06** -0.06** -0.06**
qualification
-0.01 -0.01 -0.01 -0.01
Director gender 0.02 0.02 0.02 0.02
-0.03 -0.03 -0.03 -0.03
Chair network size 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00
Chair year on board -0.01** -0.01** -0.01** -0.01**
0.00 0.00 0.00 0.00
Chair age -0.01** -0.01** -0.01** -0.01**
0.00 0.00 0.00 0.00
Chair qualification -0.02 -0.02 -0.02 -0.02
-0.01 -0.01 -0.01 -0.01
Chair gender 0.05 0.06 0.07 0.04
-0.08 -0.08 -0.08 -0.08
Ratio independent 0.64** 0.56** 0.58** 0.60**
dir.
-0.10 -0.10 -0.10 -0.10
Ratio female 0.18 0.15 0.15 0.17
director
-0.13 -0.13 -0.13 -0.13
Year-end stock -0.00** -0.00** -0.00** -0.00**
price
0.00 0.00 0.00 0.00
Revenue 0.00** 0.00** 0.00** 0.00**
0.00 0.00 0.00 0.00
Employee size 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00
NewChair: -0.02
FamilyFirm
(Continued)
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Director exit binary

-0.07
NewChair:DualClass -0.31*

-0.13
FamilyFirm: -0.83**
DualClass

-0.11
NewChair: -0.33*
Family&Dual

-0.15

Observations 51,102 51,102 51,102 51,102
R? 0.03 0.03 0.03 0.03
Max. Possible R? 0.88 0.88 0.88 0.88
Log Likelihood -52,438 -52,421 -52,392 -52,425
Wald Test 1,379** (df = 15) 1,401* (df = 18) 1,464* (df = 21) 1,396** (df = 18)
LR Test 1,548** (df = 15) 1,582* (df = 18) 1,639* (df = 21) 1,573* (df = 18)
Score (Logrank) 1,579** (df = 15) 1,610** (df = 18) 1,679** (df = 21) 1,602** (df = 18)
Test

Note: *p < 0.05; **p < 0.01

have different corporate governance practices, that are driven by both formal and informal
influences; while over 60% of listed firms in the US have dual CEO-chairs, approximately 15% of
listed firms in the UK have dual CEO-chairs and no firms in Germany have dual CEO-chairs as
the practice is not allowed (Goergen et al., 2020).

Also, we used the criteria of 5% of ownership to segregate the family business. This criterion has
been criticized as family firms are heterogeneous (Dyer, 2018; Jaskiewicz & Dyer, 2017). Some
researchers have built up their own database following the methods of Anderson to use detailed
information other than the binary index (ex. Miller et al., 2007; Villalonga & Amit, 2006). However,
except Ronald Anderson, none of the researchers shared their dataset which involves plenty of
possibilities of making errors with inevitable manual data handling, and would raise concerns
about reliability, consistency and validity. We use the Anderson et al. dataset that has been
repeatedly used and yielded meaningful insights consistently (Anderson et al., 2009, 2012;
Mullins, 2018). We do not discount the concern that using a binary variable is not precise enough
and can be better assessed by considering the heterogeneity of family firms (Dyer, 2018). However,
our empirical results are generally consistent with our theorizing, and our analysis and control
variables rule out a variety of alternative explanations. Moreover, our research design allowed us to
consider a far larger sample than would have been possible with other research designs.
Furthermore, it allowed us to conduct a longitudinal analysis that would not have been possible
with other research designs.

We also address that whether a low likelihood of director exit is beneficial to firm perfor-
mance is unknown from our study. As director’s turnover affects the consistency as well as the
flexibility, they are likely to make mixed-effects on the effectiveness of board governance
(Hambrick et al., 2015). Future research could use these findings to study the consequences
of low director exit likelihoods, including based on firm performance and during times of crisis
or exogenous shock.
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Appendix Variable Definitions

X: cogent.-business & management

Variable

Description

Source

Panel A: Turnover Variables based on Year t to t + 3 (2004-2018)

Director exit binary

=1 if the director left the board
before year t + 3, and zero
otherwise

Panel B: Board related Variables in Year t (2001-2015)

Calculated from BoardEx data

Family firm binary

Dual class binary

=1 if a founding family or
descendants own 5% of more of
the common stock (cash flow
rights, not voting rights)

=1 if the firm has more than 1
class of common stock, and 0
otherwise

Anderson’s website

Anderson’s website

Family & Dual

=1 if a founding family or
descendants own 5% of more of
the common stock & the firm has
more than 1 class of common
stock, and 0 otherwise

Calculated

Ratio independent dir.

Ratio female director

The ratio of independent directors

The ratio of female directors

Calculated from BoardEx data

Calculated from BoardEx data

Panel C: Director related Variables in Year t (2001-2015)

Director network size Network size (number of overlaps | BoardEx
through employment, other
activities, and education)

Director year on board The time served on the board by BoardEx
the director

Director age The age of the director BoardEx

Director qualification Number of qualifications at BoardEx
undergraduate level and above

Gender =1 if the director is male, and zero | BoardEx

for female

Panel D: Chairperson related Variables in Year t (2001-2015)

New chairperson

=1 if the time on the role by the
chairperson is less than 1 year, and
0 otherwise

Calculated from BoardEx data

Chair network size Network size (number of overlaps | BoardEx
through employment, other
activities, and education)

Chair year on board The time served on the board by | BoardEx
the chair

Chair age The age of the chair BoardEx

Chair qualification Number of qualifications at BoardEx
undergraduate level and above

Chair gender =1 if the chairperson is male, and | BoardEx

zero for female

Panel E: Firm related Variables in Year t (2001-2015)

(Continued)
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- cogent —business & management

(Continued)

Year-end stock price The firm’s stock price at the end of | Compustat
the year in US dollar

Revenue Net Revenues in million US dollars | Compustat

Employee size The number of employees in Compustat
thousand

Industry classification Fama-French 48 Industrial Calculated
Classifications
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