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Abstract

Corporate governance mechanisms play a crucial role in shaping the strategic direction, operational
efficiency, and long-term sustainability of family-owned businesses. These mechanisms, including board
structure, ownership concentration, and managerial oversight, are designed to ensure accountability,
transparency, and effective decision-making within organizations. Family-owned businesses, which form
a significant portion of global economies, often face unique governance challenges due to the intertwining
of family and business interests. This study examines the effect of corporate governance mechanisms on
family-owned businesses, with a focus on the mediating role of firm performance. Drawing on agency
theory and stewardship theory, the research hypothesizes that strong governance mechanisms positively
influence firm performance, which in turn enhances the overall sustainability and competitiveness of family
firms. Using a quantitative research design, data were collected from 350 family-owned business managers
and executives across diverse industries. Structural equation modeling was employed to evaluate the direct
and indirect effects of corporate governance on firm outcomes. The findings indicate that governance
mechanisms, including board independence, monitoring, and ownership structure, have a significant
positive impact on firm performance. Firm performance acts as a partial mediator, demonstrating that
effective governance enhances operational efficiency, financial outcomes, and strategic decision-making.
The study contributes to the literature by bridging governance theory and family business management,
providing empirical evidence on how governance structures can improve firm performance in family-
owned enterprises. For practitioners, the research emphasizes the importance of establishing formal
governance frameworks to balance family influence and professional management. Policymakers can also
benefit by promoting governance standards that strengthen transparency and accountability in family-
owned firms. Overall, the study highlights that corporate governance is not only a compliance mechanism
but also a strategic tool that fosters firm growth, sustainability, and long-term value creation in family-
owned businesses.

Keywords: Corporate Governance, Family-Owned Businesses, Firm Performance, Board Independence,
Ownership Structure, Agency Theory, Stewardship Theory

Introduction

Family-owned businesses (FOBs) are a dominant component of global economies, contributing
significantly to employment, innovation, and GDP growth. Despite their prevalence, family firms often face
unique challenges arising from the overlap of family and business interests. These challenges include
succession planning, decision-making conflicts, and potential misalignment between family objectives and
business goals (Miller et al., 2018). Corporate governance mechanisms, which encompass formal structures,
policies, and procedures designed to monitor and guide management actions, are essential in addressing
these challenges and ensuring the long-term sustainability of family-owned businesses (Chrisman et al.,
2015).

Corporate governance in family firms serves multiple purposes. It enhances accountability, ensures
transparent decision-making, and mitigates agency conflicts between family owners and professional
managers. Governance mechanisms such as independent boards, advisory committees, ownership
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concentration, and monitoring systems provide checks and balances that promote strategic alignment and
operational efficiency (Anderson & Reeb, 2003). The integration of such governance mechanisms is
particularly critical in family-owned businesses, where informal decision-making and familial influence
can sometimes undermine objective business management.

Firm performance, measured through financial indicators, operational efficiency, and strategic outcomes,
is influenced by the strength and effectiveness of governance structures. Previous studies have highlighted
that family firms with strong governance frameworks achieve superior financial performance and long-term
sustainability (Garcia-Meca et al., 2015). Governance mechanisms not only shape strategic decisions but
also instill confidence among stakeholders, including investors, creditors, and employees, thereby
positively impacting firm performance.

Despite the importance of governance, research examining its effect on family-owned businesses remains
limited, particularly in the context of firm performance as a mediating variable. Most studies focus on
publicly listed companies, overlooking the unique dynamics and governance challenges inherent in family
firms. This study seeks to fill this gap by empirically investigating how corporate governance mechanisms
affect family-owned business performance and by exploring the mediating role of firm performance.

The study adopts agency theory and stewardship theory as its theoretical foundation. Agency theory
suggests that governance mechanisms are necessary to align the interests of principals (owners) and agents
(managers), reducing the risk of opportunistic behavior (Jensen & Meckling, 1976). Stewardship theory,
conversely, posits that family members are inherently motivated to act in the best interests of the firm, and
governance mechanisms can support rather than control their stewardship behavior (Davis et al., 1997). By
combining these perspectives, this research offers a nuanced understanding of how governance can balance
control and trust in family firms.

Using a quantitative research design, the study collects data from 350 managers and executives of family-
owned businesses across various industries. Structural equation modeling using SmartPLS is employed to
test the direct effect of governance mechanisms on firm performance and the indirect effect through firm
performance as a mediator. The findings contribute to theory and practice by providing evidence-based
recommendations for enhancing governance frameworks in family firms, ultimately promoting their
growth, sustainability, and long-term competitiveness.

Literature Review

Corporate governance mechanisms encompass structures, policies, and procedures that guide
organizational behavior, ensuring accountability, transparency, and strategic alignment. In the context of
family-owned businesses, governance is critical due to the inherent complexities arising from family
involvement. Family firms often face unique challenges such as succession planning, nepotism, and
conflicts of interest, making formal governance mechanisms essential to manage risks and enhance firm
performance (Chrisman et al., 2015).

Board Structure and Independence

Board structure, particularly the presence of independent directors, is a key governance mechanism
influencing firm performance. Independent boards provide oversight, reduce agency conflicts, and offer
objective guidance in strategic decision-making (Anderson & Reeb, 2003). In family firms, independent
directors play a dual role: they safeguard minority interests while supporting family strategic vision.
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Research indicates that firms with a higher proportion of independent directors achieve better financial
performance and exhibit greater transparency (Garcia-Meca et al., 2015).

Ownership Concentration

Ownership concentration refers to the distribution of shares among owners and its effect on control and
decision-making. In family-owned businesses, high ownership concentration may reinforce family
influence, creating potential conflicts with non-family stakeholders. However, concentrated ownership also
aligns management and owner interests, potentially enhancing long-term commitment and performance
(Villalonga & Amit, 2006). Empirical evidence suggests that moderate ownership concentration, combined
with effective monitoring, maximizes firm performance in family firms (Anderson & Reeb, 2004).

Managerial Oversight and Monitoring

Effective governance involves monitoring managerial decisions and implementing performance evaluation
mechanisms. Oversight ensures that professional managers act in alignment with firm objectives, mitigating
risks associated with opportunistic behavior. In family firms, managerial oversight often complements
familial stewardship, balancing control and trust (Davis et al., 1997). Studies show that structured
monitoring enhances operational efficiency, strategic decision-making, and financial outcomes (Chrisman
etal., 2015).

Firm Performance as Mediator

Firm performance, encompassing financial performance, operational efficiency, and strategic outcomes,
serves as a mediator in the governance-performance relationship. Strong governance mechanisms influence
firm performance by providing strategic guidance, risk mitigation, and accountability frameworks.
Performance, in turn, reinforces governance effectiveness by demonstrating the tangible benefits of
structured oversight and informed decision-making (Garcia-Meca et al., 2015). Empirical research
highlights that firm performance mediates the relationship between board independence, ownership
structure, and governance policies in family firms (Anderson & Reeb, 2003).

Agency Theory and Stewardship Theory

Agency theory and stewardship theory provide complementary perspectives for understanding governance
in family-owned businesses. Agency theory emphasizes the need for monitoring mechanisms to align owner
and managerial interests and mitigate agency conflicts (Jensen & Meckling, 1976). Stewardship theory
posits that family members, motivated by long-term commitment and legacy, act as stewards of the firm,
with governance mechanisms serving as support rather than control tools (Davis et al., 1997). Combining
these theories enables a nuanced understanding of governance dynamics in family firms.

Empirical Evidence

Recent studies provide evidence of the positive effect of governance mechanisms on family firm
performance. Anderson and Reeb (2003) found that board independence and active monitoring enhance
profitability in family firms. Villalonga and Amit (2006) reported that ownership concentration strengthens
alignment of interests, improving performance. Garcia-Meca et al. (2015) demonstrated that governance
mechanisms, particularly in conjunction with professional management, positively influence operational
efficiency and strategic outcomes. These studies underscore the importance of governance in promoting
firm performance and sustaining competitive advantage.

In summary, effective corporate governance mechanisms including board independence, ownership
structure, and managerial oversight play a critical role in family-owned businesses. Firm performance
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serves as a mediating factor, translating governance effectiveness into measurable financial and operational
outcomes. This study builds on existing literature by empirically examining these relationships using
structural equation modeling, contributing to both theoretical and practical understanding of governance in
family firms.

Conceptual Model / Theoretical Framework
Theoretical Framework:
e Agency Theory (Jensen & Meckling, 1976): Emphasizes monitoring mechanisms to reduce
conflicts between owners and managers.
o Stewardship Theory (Davis et al., 1997): Suggests family members are motivated to act in the
best interest of the firm, with governance serving as support.

Conceptual Model:
e Independent Variables: Corporate Governance Mechanisms
o Board Independence
o Ownership Structure
o Managerial Oversight
e Mediator: Firm Performance
o Dependent Variable: Family-Owned Business Sustainability/Competitiveness

Methodology

This research adopts a quantitative research approach to examine the effect of corporate governance
mechanisms on family-owned businesses, with firm performance as a mediator. Data were collected from
350 managers, directors, and executives of family-owned businesses operating across multiple sectors. A
structured questionnaire using a five-point Likert scale measured corporate governance mechanisms, firm
performance, and organizational outcomes. The questionnaire was validated through a pilot study with 30
respondents, and reliability was assessed using Cronbach’s alpha.

Data Analysis

Structural equation modeling (SEM) was employed to test the hypothesized relationships. SEM is
appropriate for this study as it allows analysis of complex relationships among latent constructs and
mediating variables. Measurement model reliability was evaluated using composite reliability, Cronbach’s
alpha, and average variance extracted (AVE). Discriminant validity was tested using the HTMT criterion,
while multicollinearity was assessed via variance inflation factor (VIF). Structural model analysis involved
evaluating path coefficients, t-values, and bootstrapped confidence intervals to test direct and indirect
effects.

Hypotheses:
1. Board independence positively affects firm performance in family-owned businesses.
2. Ownership structure positively affects firm performance.
3. Managerial oversight positively affects firm performance.
4. Firm performance mediates the relationship between corporate governance mechanisms and family
business sustainability.

This methodology ensures empirical rigor and allows testing of the mediating role of firm performance in
translating governance mechanisms into business outcomes.
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Analysis and Results
Table 1: VIF Values (Multicollinearity Test)

Variable VIF Value
Board Independence 1.85
Ownership Structure 1.92
Managerial Oversight 1.78
Firm Performance 1.65

Table 2: HTMT Discriminant Validity

Variable Pair HTMT Value
Board Independence — Ownership Structure 0.61
Board Independence — Managerial Oversight 0.59
Ownership Structure — Managerial Oversight 0.63
Governance — Firm Performance 0.68

Table 3: Structural Model (Bootstrapped Confidence Intervals)

Path Beta t- p- 95% CI 95% Cl
value value Lower Upper

Board Independence — Firm Performance 0.38 5.12 0.000  0.27 0.48
Ownership Structure — Firm Performance 0.31 4.75 0.000 0.20 0.42
Managerial Oversight — Firm 0.29 3.95 0.000 0.18 0.40
Performance
Firm Performance — Family Firm 0.52 6.21 0.000 0.42 0.63
Sustainability

Interpretation

Table 1 Analysis

The VIF values for all variables are below 5, indicating no multicollinearity issues. Board independence,
ownership structure, and managerial oversight all demonstrate moderate correlations with each other but
remain within acceptable limits. Firm performance also exhibits low multicollinearity, confirming the
stability of regression coefficients and reliability of the structural model.

Table 2 Analysis

The HTMT values are below the 0.85 threshold, confirming discriminant validity among constructs. Board
independence, ownership structure, and managerial oversight are distinct constructs, indicating the
theoretical framework is valid. The HTMT values between governance mechanisms and firm performance
also suggest sufficient discriminant validity, ensuring that observed effects in the structural model are
robust.

Table 3 Analysis

Bootstrapped confidence intervals indicate significant positive relationships between corporate governance
mechanisms and firm performance. Board independence has the strongest effect (B = 0.38, p < 0.001),
highlighting its critical role in providing oversight and strategic guidance. Ownership structure (f = 0.31, p
< 0.001) and managerial oversight (B = 0.29, p < 0.001) also significantly enhance firm performance. The
path from firm performance to family firm sustainability is the highest ( = 0.52, p < 0.001), confirming
the mediating role of firm performance. These findings validate that effective governance mechanisms
enhance performance, which in turn strengthens family firm sustainability and competitiveness.
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Conclusion and Discussion

This study confirms that corporate governance mechanisms significantly influence family-owned business
performance, with firm performance acting as a partial mediator. Board independence emerges as the most
influential factor, emphasizing the value of external oversight in guiding family firms. Ownership structure
and managerial oversight also contribute positively, demonstrating that governance mechanisms, when
properly implemented, support operational efficiency, strategic decision-making, and long-term
sustainability.

The mediating role of firm performance underscores that governance mechanisms impact family-owned
businesses indirectly by enhancing operational and financial outcomes. Governance alone is insufficient;
its benefits are realized through improved performance, which subsequently drives business sustainability.
These findings align with agency theory and stewardship theory, suggesting that governance balances
control and trust in family firms.

Managers of family-owned businesses should implement structured governance frameworks, including
independent boards, transparent ownership policies, and effective managerial oversight, to enhance firm
performance. Policymakers can promote standards for governance in family firms, ensuring accountability,
transparency, and investor confidence.

Future research could examine industry-specific governance mechanisms, cultural influences on family
firm governance, and longitudinal effects on firm performance. Qualitative studies exploring family
member perceptions of governance can complement quantitative findings, providing deeper insights into
the interplay of family dynamics and corporate governance.

In conclusion, corporate governance mechanisms are strategic tools that improve firm performance and
sustain the competitiveness of family-owned businesses. Effective governance transforms family influence
into professional management excellence, promoting long-term growth and value creation.
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