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Policy Brief 
 
Introduction and Research Question 

 
This policy brief focuses on the corporate governance of family firms (ownership, board of directors 
and management), and identifies potential areas of intervention to support their performance.  
Most firms in Italy are family-owned. For over thirty percent of these firms, ownership, board of directors 
and management are totally controlled by one family, or two at the most. This typology of family firm is 
defined as “closed”, as opposed to an “open” firm, where, at least, one of the three corporate governance 
dimensions involves non-family parties. 

Socio-emotional preferences shape the decision-making and behaviour of family firms. With socio-
emotional preferences we refer to any non-economic utility that a family derives from the control of a 
family firm.  

These preferences impact corporate governance decisions, such as choosing to involve non-family 
members in corporate governance structures, or not. Family firms are particularly concerned about the 
protection of their socio-emotional endowment, and for this reason sometimes perceive the 
involvement of non-family parties in governance structures as a threat to its maintenance. 

We ask the following questions. Is the resistance to non-family parties in corporate governance 
structures a limit on the performance of these firms? Is the control of corporate governance structures 
only a matter of preference? Is there any difference across various types of corporate governance 
structures? 

This policy brief investigates these research questions by adopting an evidence-based approach. We 
collected two measures of openness for a sample of family firms: the openness of managerial and 
governance dimensions (i.e. positions of CEO, general manager, and board of directors) to non-family 
managers and non-family directors, and the openness of ownership to non-family shareholders. We 
employed an experimental approach, and compared the decision to open corporate governance 
structures to non-family parties by respondents in leading positions in firms. We identified whether the 
respondent was part of the family or not, in order to compare two typologies of respondents: family 
respondents (firm leaders that are part of the proprietary family) and non-family respondents (firm 
leaders that do not belong to the proprietary family). 

Our results indicate that preferences influence the structure of corporate governance. However, 
education reduces this influence. In particular, other things being equal, firm leaders with a higher level 
of education are associated with family firms that exhibit more open management and boards, even 
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though not associated with more open ownership. We also study the effect of preferences and education 
on performance. Education is positively related to performance, while preferences do not have an 
impact. This suggests that while closeness of ownership structures may not be a problem for well-
performing family firms, the openness of managerial and governance structures is important for 
performance. Since family firms play such an important role in the Italian economy, and given our 
findings about education, this policy brief highlights a critical dimension of the managerial skill-gap in 
this country. Indeed, a less skilled management may represent a threat to overall Italian productivity: 
because lack of education reduces the profitability of Italian family firms, which, supposedly, have less 
funds and motivation to invest in employee skills. This outcome would result in a lower overall level of 
employee skills, which directly and negatively affects the productivity of Italian firms. 

 

Education in Family Firms and its 
Impact on Corporate 
Governance Structures  
 
We collected educational data of family and 
non-family firms (Appendix A for respondents’ 
description) from a representative sample of 
firms (Appendix B). We asked the respondents to 
indicate their level of education, choosing from 
middle and high school, and bachelor, master 
and PhD degrees, where bachelor, master and 
PhD degrees are categorized as high levels of 
education, and middle and high school, are 
categorized as low levels of education.  
 
The difference in the means of the educational 
levels between family and non-family firms is 
statistically significant. Seventy-six percent of 
non-family firm respondents hold a high level of 
education, against 64% of family firm 
respondents (Table 1). This difference is more 
pronounced when we compare open family 
firms to closed family firms. Family firms with a 
corporate governance structure totally 
controlled and managed by a family show 
significantly lower educational levels. Only 50% 
of closed family firm respondents exhibit high 
levels of education (Table 2).  
  
The lower level of education of family firm 
respondents may limit the implementation of 
best-practices. Firms with more educated 
managers typically implement better 
management practices (i.e. Bloom et al., 2007).  

Table 1. Education level: difference between 
family and non-family firms. 

 
 
Table 2. Education level: comparison between 
open and closed firms. 

 
 
However, to implement valuable practices, 
managers have to be aware of them. We asked 
family respondents whether they ever thought 
of involving non-family parties in their 
corporate governance structures, and whether 
they believe non-family parties would positively 
contribute to a family firm. The majority of 
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family respondents recognize the benefits of a 
non-family manager and a non-family director 
(Table 3a). The data are considerably different 
for ownership and top management. The 
majority of respondents are unaware of the 
benefits that a non-family CEO and ownership 
would bring to a family firm (Table 3b). These 
data mirror the reality of Italian family firms. 
Eighty percent of family firms have at least one 
non-family manager in their management, and 
50% have at least one non-family director on the 
board. 
 
At the same time, less than 20% of family firms 
have a non-family CEO or non-family 
ownership. However, open family firms value 
positively the contribution of non-family parties 
to corporate governance structures. This 
suggests that current, or past, experience with 
non-family parties is positive, reinforcing the 
idea that non-family contribution is valuable for 
family firms.  
 
Moreover, educated family firm respondents 
perceive the contribution of non-family parties 
to corporate governance structures differently 
from less educated family firm respondents. On 
a 1-5 scale, where 1 is “non-family parties don’t 
contribute to the family business”, and 5 is “non-
family parties greatly contribute to the family 
business”, the effect of education increases, in a 
statistically significant way, the mean value 
from 2.79 (a negatively perceived one) to 3.13 (a 
positively perceived value). At the same time, 
higher values of education do not affect the 
perceptions about the contribution of non-
family shareholders. 
 
 
 
 
 
 
 
 
 
 

Table 3a and 3b. Focus on the contributions of 
non-family parties to family-firm corporate 
governance structures. 

 
 

 
 

Socio-emotional Preferences in 
Family Firms and Their Impact 
on Corporate Governance 
Structures  
 
We now investigate the influence of socio-
emotional preferences. Family firm 
respondents answered a set of questions on the 
effects of socio-emotional dimensions 
(Appendix C for socio-emotional item 
descriptions) on the decision-making process in 
their family firms – on a scale from 1 (nothing at 
all) to 5 (very strong). 
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Table 4a and 4b. Focus on how strongly socio-
emotional attachment influences decision-
making in family firms.

 
 

 
 
Table 4a presents socio-emotional items related 
to family control over corporate governance 
structures. Family firm respondents seek to 
protect family ownership and they are keen 
about control over the firm. They are less 
attached to the presence of family members on 
the board of directors. Table 4b reports that the 
majority of family firm respondents value 
highly the transfer of the business to the next 
generation, the preservation of a family firm 
identity and the support of family harmony. 
Overall, closed family firms have a higher level 
of socio-emotional preferences: over 75% of 
closed firms have a high level of socio-
emotional attachment, against 41% of open 
firms, suggesting a correlation between socio-
emotional preferences and closure. Education is 
also correlated to the level of socio-emotional 
preferences, with more educated respondents 
showing less socio-emotional preferences (43% 
against 52% of less educated respondents). 
However, socio-emotional attachment does not 
necessarily have a negative connotation. To 

give an example, the desire to transfer the 
family firm to the next generation, which is 
recognized as one among the most significant 
socio-emotional items in our family firm sample 
and in the family firm literature (i.e. Berrone et 
al. 2012), clearly promotes cautious and forward-
looking management of the family firm in the 
long-run. 
 

The Influence of Socio-emotional 
Preferences and Education on 
Performance 
 
Using public data on Italian family firms, we 
calculated for each firm the following 
performance measures: return on equity (ROE), 
return on sales (ROS), return on investment (ROI) 
and return on assets (ROA). We investigated the 
relationship between these financial 
performance measures and education. The data 
show that as the level of education increases, 
ROA and ROS improve, supporting a positive 
correlation between an educated top 
management and financial performance. On the 
other side, when performing the same analysis 
between socio-emotional preferences and 
financial performance, the relationship is 
inconclusive. 
 

The Impact of Preferences and 
Education in Corporate 
Governance-related Decisions 
 
We measured two dimensions of openness: (1) 
openness of management positions (i.e. to non-
family CEO and to non-family general manager, 
and the board of directors); (2) openness of 
ownership (i.e. to non-family shareholders, 
private equity, and the stock exchange). 
 
The data, collected using an experimental 
scenario approach (see Appendix A for an 
explanation of the scenario-experiment 
methodology), measured the likelihood that 
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respondents open their family corporate 
governance structures to non-family parties in 
two alternative scenarios and in a critical 
financial situation. The first scenario simulates 
a conflictual situation among family members 
active in the family firm, whereas in the second 
scenario family members actively involved in 
the family business lack managerial skills 
compared to the skills available in the market. 
These two dimensions are related to socio-
emotional preferences. Family firms value unity 
and harmony among family members (i.e. 
Berrone et al., 2012), such that family CEOs may 
try to reduce tensions by favouring incompetent 
family members rather than hiring competent 
externals (Kets de Vries, 1996; Morck et al., 2005). 
In terms of managerial skills, family managers 
sometimes favour family kinship over talent in 
selecting candidates for managerial positions in 
the firm (Handler 1992; Lansberg, 1999; Mehrotra 
et al., 2013). The consequences are that socio-
emotional based decisions may be favoured 
over economic based decisions, with potentially 
negative consequences for performance. 
 

Focus on Management and 
Governance Structures 
 
In a scenario where family firms lack 
managerial skills, family firm respondents open 
their managerial and governance structures to 
non-family parties. Overall, family and non-
family firm respondents react to a managerial 
skill problem in the same way. Table 5 shows 
that when we take into account education and 
socio-emotional preferences, the education 
level of family firm respondents strongly 
increases the openness of managerial and 
governance structures (++), even though a high 
attachment to socio-emotional preferences 
reduces the overall openness of managerial and 
governance structures (-). The level of education 
of family firm respondents overcomes the 
negative effect of socio-emotional preferences; 
for example, educated respondents, even if 

socio-emotionally attached to their family firms, 
open their managerial and governance 
structures more than less educated family firm 
respondents. 
 
Table 5. The impact of education and socio-
emotional preferences on managerial and 
governance structures. 

 
 
In a conflictual scenario, family and non-family 
firm respondents open their managerial and 
governance structures to non-family parties. 
However, the effect is stronger for non-family 
firm respondents than family respondents. The 
impact of socio-emotional preferences and 
education helps to explain this effect. Even 
though high levels of education moderate the 
effect of socio-emotional preferences (+), socio-
emotional preferences outweigh them (--) and 
reduce the openness of managerial and 
governance structures. Even though family 
members recognize that conflicts hamper the 
viability of the business, socio-emotional 
attachment dominates the decision-making of 
family firms. 
 

Focus on Ownership and 
Governance Structures 
 
The openness of ownership to non-family 
parties decreases when family respondents face 
a conflictual family situation. Our interpretation 
is that a dilution of ownership in a conflictual 
situation is detrimental to family control. By 
contrast, non-family firm respondents view the 
opening of ownership structures as a viable 
solution to conflictual situations. 
 
The lack of managerial skills does not influence 
the decision to involve non-family parties in 
ownership structures. Education has no effect 
on ownership structure decisions. Instead, 
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socio-emotional preferences play a key role: 
family firms with a high level of socio-emotional 
preferences open their ownership structures 
less than family firms with low levels of socio-
emotional preferences. 
 
Table 6. The impact of education and socio-
emotional preferences on the decision to open 
ownership structures to non-family parties. 

 
 

Family Firms and the Managerial 
Market 
 
In this study we claim that preferences, together 
with managerial education, are a key driver of 
corporate governance decisions. However, it 
may be that the effect we ascribe to preference 
is, in reality, the consequence of some other firm 
characteristics. Take the example of a firm that 
cannot participate efficiently in the managerial 
market, such as firms located far from 
metropolitan areas: these firms may be less 
attractive to managers than firms located in 
important metropolitan areas. In this context, a 
strong influence of socio-emotional preferences 
on the decisions to involve non-family parties 
may express the inability of family firms to 
effectively access the managerial market, rather 
than a real attachment to family socio-
emotional elements. 
 
For this reason, we asked family firm 
respondents what research channel they are 
more likely to use to select top managerial 
positions (i.e. CEO, directors and managers). 
Each respondent selected from the following: 
internal selection, recommendation from 
personal network and head hunter selection. If 
geographical localization matters for the 

                                                           
1 Recently, it tracks also Italian family firms with a turnover 
between €20m and €50m. 

development of preferences, we should see that 
firms located in metropolitan areas differ in 
their preferred channel of research from those 
that are not within metropolitan areas. Indeed, 
head hunters are more strongly present in 
metropolitan areas, where the managerial 
market is more active and efficient. 
 
We identified 14 metropolitan areas in Italy: Bari, 
Bologna, Cagliari, Catania, Firenze, Genova, 
Messina, Milano, Napoli, Palermo, Reggio 
Calabria, Roma, Torino and Venezia. 
 
Approximately 33% of family firms in our 
sample are in a metropolitan area, and they do 
not differ in their preferential access to the 
managerial market. Therefore, we can advance 
the idea that socio-emotional preferences are 
independent of the managerial market, 
implying that the development of preferences is 
not the outcome of an inefficient managerial 
market. 
 

Family Firms and Likelihood of 
Failure 
 
The Observatory of Italian family firms tracks 
the governance structures and financial data of 
each family firm with a turnover of at least 
€50m1. Between 2007 and 2013 more than 1,260 
family firms (out of a total of, approximately, 
8,600 family firms) were eliminated from the 
Observatory, either because of insolvency issues 
or because their turnover decreased below the 
minimum threshold of €50m. These firms are 
not part of the sample we collected for our data 
analysis, because they are not active anymore. 
However, we wanted to study whether a 
correlation between a family corporate 
governance structure and the likelihood of 
insolvency or of turnover shrinking exists. Of 
the 1,260 firms eliminated from the Observatory, 
approximately 1,000 were excluded because 



 
7 
 

their turnover diminished below €50m, whereas 
roughly 260 firms faced solvency issues (Table 7 
and 8). 
 
Table 7. Detail of family corporate governance for  
firms with insolvency problems. 

 
 
Table 8. Detail of family corporate governance for  
firms whose turnover decreased below €50m. 
 

 
 
 
The evidence supports the idea that a family 
corporate governance structure impacts on the 
likelihood of insolvency and on the likelihood of 
falling below the threshold of €50m. However, 
whereas a family corporate governance 
structure reduces the likelihood of insolvency, it 
increases the likelihood of turnover decline. 
Both correlations are statistically significant.  
 
These results suggest that family firms totally 
managed and controlled by a family may 
represent a limit to the growth of Italian family 
firms. Indeed, if a family firm aims at increasing 
its market presence through turnover growth, it 
would be strategically advisable to involve non-
family parties in the corporate governance 
structures. However, the results also indicate 

that family corporate governance structures are 
prudent and judicious, supporting the idea that 
family firms are managed with a long-run 
perspective. 
 

Education and Family 
Generation 
 
The level of education of the top management of 
family firms increases with the family 
generation involved in the business (Table 9). 
However, the evidence supports the idea that it 
is not necessarily true that decisions about 
involving non-family parties vary from one 
generation to the next. In fact, the data collected 
in the experimental scenarios show that 
educated respondents do not differ in their 
attitude towards openness from one generation 
to the other, meaning that the key driver for 
involving non-family parties in family corporate 
governance is still education, and not family-
related matters, such as the generation of the 
family that is managing the firm.  
 
Table 9. Level of education and family generation  
actively involved in the business. 
 

 

Conclusions 
 
Both socio-emotional preferences and 
education play a key role in influencing 
corporate governance decisions in family firms. 
However, we can see different implications for 
the two measures of openness. Socio-emotional 
preferences and education drive the openness 
of both managerial and governance structures, 
with a predominant influence of socio-

emotional preferences in conflictual 
environments and of education when family 
firms face a managerial skills problem. Family 
firms do not act exclusively based on socio-
emotional preferences: as a matter of fact, when 
the family does not show appropriate skills, 
family firms react like non-family firms, 
employing non-family managers and directors 
to look for higher skilled resources. However, 
when there are conflictual situations, socio-

no yes no yes no yes
131 129 85 34 53 134

50.4% 49.6% 71.4% 28.6% 28.3% 71.7%

family_ownership family_board_of_directors family_leaderhip

no yes no yes no yes
359 649 380 252 126 731

35.6% 64.4% 60.1% 39.9% 14.7% 85.3%

family_ownership family_board_of_directors family_leaderhip

Generation
low % high % total % cumulative

first 51 55% 42 45% 93 23% 23%
second 65 39% 101 61% 166 41% 65%
third 21 21% 79 79% 100 25% 90%
over third 
generation

7 17% 35 83% 42 10% 100%

Total 144 36% 257 64% 401 100%

Level of education
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emotional preferences outweigh the positive 
effect of education on openness decisions. Still, 
education moderates the influence of socio-
emotional preferences on managerial and 
governance structures, such that it reduces the 
impact of socio-emotional preferences on the 
level of openness. 
 
In terms of openness of ownership dimensions, 
preference is the exclusive driver of decision-
making. However, there is no significant 
correlation between socio-emotional 
attachment and performance, which implies 
that the decision to preserve family ownership 
is not necessarily a negative decision. The issue 
of managerial skills is much more relevant. 
 
Managerial skills are even more significant if 
family firms aim for turnover growth. In fact, the 
data support the idea that 100% family 
governance structure may be inappropriate to 
support a growth strategy. However, the data 
confirm that family governed firms succeed in 
the long-run, reducing the likelihood of 
insolvency. 
 
An important percentage of family firms in our 
sample consist of family firms beyond the first 
generation. We see that, with the passage of 
generations, the percentage of educated top 
decision-makers increases. However, educated 
respondents do not differ in their attitude 
towards the involvement of non-family parties 
in the corporate governance structures of family 
firms, supporting once again the idea that the 
fundamental driver of openness is education, 
not other factors specifically related to the 
family. 
 
Notably, family preferences are independent of 
metropolitan areas and regions. These results 
suggest that family firms do not perceive access 
to the managerial market to be a problem, and 
confirm the importance of education in 
moderating the influence of socio-emotional 
preferences. 
 

Three main elements emerge as crucial to 
support the growth and prosperity of Italian 
family firms: 
 

• Education. Our evidence suggests that it 
is imperative to invest in education at 
top management level in family firms. 
We find an important educational gap 
between family firms and non-family 
firms. This gap can be particularly 
harmful when family members are 
strongly emotionally attached to their 
family firms. Education moderates 
preferences and is a booster for 
performance. 
 

• Managerial skills. Family firms react 
when they lack internal managerial 
skills by opening their managerial and 
governance structures to non-family 
parties. However, this is true only when 
family managers are highly educated. 
Family firms can overcome the 
preference bias either by increasing the 
education level of family members 
actively involved in the business, or by 
recruiting highly educated and skilled 
resources. Consequently, it is key for 
family firms to engage in activities that 
expose them to highly qualified 
managers and directors. 
 

• Market for capital vs market for 
managers. Corporate ownership 
decisions are strongly influenced by 
socio-emotional preferences. However, 
the inconclusive relationship between 
socio-emotional preferences and 
performance makes it reasonable to 
affirm that maintaining family 
ownership isn’t harmful to the financial 
well-being of family firms, even though 
it may be detrimental in terms of 
turnover growth. It is realistic to 
conclude that major interventions 
should not be directed at facilitating 
family firm access to capital markets, 
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but at facilitating access to the 
managerial market. 
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Appendix 

 
A. Experimental scenarios 
 
Experimental scenarios are a highly-
sophisticated technique that permit estimation 
of causal effects as a result of the manipulation 
of a treatment. Scenarios permit getting rid of 
heterogeneity across firms. Indeed, respondents 
identify themselves with the scenarios, and 
reply to a set of questions as if the situation 
described in the scenario is occurring in a 
natural setting. As a result, respondents detach 
from their firm-specific situations and focus 
exclusively on the effects to be estimated, such 
that heterogeneity across firms isn’t an issue 
and cofounding factors can safely be excluded 
from the analysis. 
 
The scenarios were brief and simple texts, 

characterized by the manipulation of some 
dimensions. This means that, keeping 
everything else constant, only a few sentences 
were manipulated within the scenarios. 
 
On average, the respondents found the 
scenarios realistic (3.5 average on a scale from 1 
to 5, where 1 is “not at all realistic” and 5 is “very 
realistic”). The respondents were either CEOs 
(32%), CEOs and chairmen of the board of 
directors (14%), directors of the board of directors 
(10%), chairmen of the board of directors (12%), or 
part of the top management team (32%). These 
profiles are highly qualified to identify 
themselves with the situation described in the 
scenarios, because they are both part of the 
proprietary family and are influential decision-
makers within their firms.  
Family and non-family respondents were asked 
to read a text representing the following 
situation: 

• Family firm, third family generation 
• 100% family controlled and managed 
• Many family members active in the 

family firm, without previous 
experience outside the family firm 

• Financial crisis 
• High/low conflicts among family 

members active in the family firm 
(manipulated dimension) 

• High/low managerial skills of family 
members compared to the level of 
managerial skills available in the 
managerial market (manipulated 
dimension) 

• Competitors successfully reacted to the 
crisis by internationalizing and 
diversifying 

• To combat the crisis, the firm should 
imitate their competitors 

• Availability of managers, potential 
partners, directors, with experience in 
internationalization and 
diversification, who may generate 
immediate benefits whenever the firm 
decides to internationalize or diversify 

• Cost of hiring non-family managers not 
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significant 
 
B. Comparison between sample and Italian 
population of family firms 
 
We provide comparative data between the 
collected sample and the Italian population of 

family firms.  
 
The turnover is approximately the same (both 
the sampled firms and the Italian population of 
firms  have an average turnover of around 
€104m). Sectors are well represented too, even 
though the sampled firms have a 

 
 

 
 
marginally higher percentage of manufacturing 
firms. Geographically, the sampled firms have a 
slightly higher percentage of firms from 
Northern Italy, and firms from Central Italy are 
marginally lower in the sample. However, firms 
from Southern Italy are perfectly represented in 
the sample. Overall, the geographical 
representation is satisfactory. 
 

 
 
C. Description of socio-emotional elements 
surveyed in the sample 
 
Respondents were asked how strongly decision-
making in their firms is influenced by the 
following items, on a scale from 1 (not at all) to 5 
(very much): 
 

• Keep majority of shares under family 

control (il mantenimento della 
maggioranza dell'azionariato nelle 
mani della famiglia proprietaria)  

• Maintain family control over strategy (il 
controllo delle decisioni strategiche  
nelle mani della famiglia proprietaria) 

• Maintain family board of directors (il 
mantenimento di un consiglio di 
amministrazione interamente 
familiare)  

• Maintain family identity (il 
mantenimento di una identità di 
azienda familiare) 

• Transfer business to next generation (il 
trasferimento della azienda di famiglia 
alla generazione seguente)  

• Maintain family harmony (il 
mantenimento di solidi legami tra i 
membri familiari) 

 
The following items were not reported in the 
policy brief: l'assegnazione della maggior parte 
delle posizioni manageriali a membri familiari; 
le competenze dei dirigenti familiari in azienda 
rispetto alle competenze dei dirigenti disponibili 
sul mercato; la promozione di attività sociali per 
la comunità; il senso di appartenenza all'azienda 
familiare; la stabilità economica dei membri 
della famiglia tramite l'azienda di famiglia 
indipendentemente dal loro contributo in 
azienda. In fact, despite significant average 
values, there was much disagreement among 
respondents. 
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