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Abstract 
Governance mechanisms help manage, direct, and control people, resources, and the interests of those involved 

in a firm. In family firms, understanding the use of governance mechanisms is particularly important given their rela-
tionship with the sustainability of the family and the business. Even though we know a great deal about family busi-
ness governance in North America and Europe, we still know very little regarding the use of governance mechanisms 
in small and medium (SME) family firms in Latin America, nor do we know whether the use of governance mech-
anisms impacts financial performance. To address these gaps, this paper presents the results of a survey completed 
by 2287 representatives of family business SMEs from 24 Latin American countries. Participants indicated the like-
lihood of their using different governance mechanisms and responded to questions concerning their businesses. Our 
results indicate that the small and medium Latin American family firms in our study were not very likely to use for-
mal business and family governance mechanisms, however, the use of formal business governance mechanisms was 
related to financial performance. The implications of these results for research and practice are discussed.

Keywords: Governance in family firms, governance mechanisms, Latin American family firms, family firm 
performance.

Resumen
Los mecanismos de gobierno ayudan a administrar, dirigir y controlar a las personas, los recursos y los intereses 

de quienes participan en una empresa. En las empresas familiares, comprender el uso de los mecanismos de gobierno 
es de especial importancia dada su relación con la sostenibilidad de la familia y la empresa. A pesar de que sabemos 
bastante sobre el gobierno de la empresa familiar en América del Norte y Europa, todavía sabemos muy poco sobre 
el uso de mecanismos de gobierno en empresas familiares pequeñas y medianas (PYME) en América Latina, y si el 
uso de mecanismos de gobierno afecta el desempeño financiero. Para abordar estas brechas, este artículo presenta los 
resultados de una encuesta en la que participaron 2287 representantes de PYMES de empresas familiares de 24 paí-
ses de América Latina. Los participantes indicaron su probabilidad de utilizar diferentes mecanismos de gobierno y 
respondieron preguntas sobre sus negocios. Nuestros resultados indican que las pequeñas y medianas empresas fami-
liares latinoamericanas de este estudio no tenían muchas probabilidades de utilizar mecanismos formales de gobierno 
empresarial y familiar, sin embargo, el uso de estos mecanismos estaba relacionado con el desempeño financiero. Se 
discuten las implicaciones de estos resultados para la investigación y la práctica.

Palabras clave: gobierno en empresas familiares, mecanismos de gobierno, empresas familiares latinoamericanas, 
desempeño de empresas familiares.
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Introduction
Family firms1 are the dominant form of organisation in 
Latin America (Müller et al., 2019; Vazquez et al., 2020) 
and around the world (Colli, 2003; Howorth et al., 2010). 
Even though these firms strive for the continuity of the 
family and the business, they are constantly faced with 
challenges that arise from the complexity of managing 
the dynamics and the sometimes-conflicting goals bet-
ween the family and the business systems (Gómez-Mejía 
et al., 2007; Pieper et al., 2013). Given the potentially 
negative consequences that these challenges can bring, 
extensive literature has developed to help business fami-
lies understand the tools that are available to meet these 
challenges and enhance their continuity (See De Massis 
et al., 2012; Yu et al., 2012 for a comprehensive reviews). 
Academics and practitioners both suggest that gover-
nance is one of the most important resources available for 
managing the competing demands of the family and busi-
ness systems (Aguilera & Crespi-Caldera, 2012; Brenes 
et al., 2006; Suess, 2014). 

In the broadest sense governance describes the mech-
anisms that are used to ensure that the actions and 
behaviours of the stakeholders are consistent with the 
goals of the owners (Aguilera & Jackson, 2003). It helps 
determine how to best use and deploy resources, and how 
to resolve conflict among the different stakeholders (Daily 
et al., 2003). Although we have a general understanding 
of governance in family firms, most of this knowledge is 
based on data from North America and Europe (De Mas-
sis et al., 2012). This can be problematic given the role 
that the cultural context can play in how family businesses 
operate and make decisions (Peng et al., 2018; Sharma 
& Chua, 2013). Previous research has indicated that fam-
ily businesses in Latin America are different in the way 
that they organise themselves (Botero & Velez, 2019; 
Lansberg & Perrow, 1991; Vazquez et al., 2020), and in 
the way they make decisions (Botero & Gomez Betan-
court, 2017). However, even though published research 
about Latin American family firms has been increasing 
in recent years (e.g., Briano-Turrent & Poletti-Hughes, 
2017; Nicholson, 2015; Müller et al., 2019; Parada et 
al., 2016, Vazquez et al., 2020), we still know very lit-
tle regarding the use of governance mechanisms by fam-
ily firms in this region, or regarding the use of different 
governance mechanisms in the financial performance of 
the firm (Botero & Gomez Betancourt, 2017; Nordqvist et 
al., 2011). Given the importance that governance mecha-
nisms have for family firms, it is important to understand 
whether their use is prevalent, and recognize the effect 

1	 In this paper we use family firm, family-owned business, and family 
business as interchangeable terms.

that governance mechanisms can have in the financial 
performance of family firms.

To address these concerns, this project was designed 
with two goals in mind. First, we were interested in 
understanding the likelihood of small and medium 
(SME) family firms in Latin America using family and 
business governance mechanisms. Given that most of 
our knowledge regarding governance in Latin American 
family firms comes from data collected from large fam-
ily firms, we wanted to better understand the practices of 
family-owned SMEs, and appreciate whether they mir-
rored their larger counterparts. Second, we also wanted 
to explore the relationship between the use of gover-
nance mechanisms and the financial performance of fam-
ily firms. Based on agency theory (Jensen, 1986; Jensen 
& Meckling, 1976) and the work of Aguilera and Cres-
pi-Cladera (2012) we contend that, given that governance 
mechanisms help monitor and control the different stra-
tegic goals of owners, the incorporation of governance 
mechanisms into family firm SMEs is likely to enhance 
performance because it allows for managers and own-
ers to better determine how and when resources will be 
deployed. To achieve these goals, we conducted a sur-
vey with 2287 family firm representatives from 24 coun-
tries. Participants were individuals who attended family 
business classes or extension programmes offered on 
a semester basis between 2014 and 2018. The findings 
indicate that the firms in this study were not likely to use 
formal governance mechanisms. Nonetheless, using for-
mal business mechanisms resulted in a higher financial 
performance of the firm.

Our paper proffers three important contributions to the 
literature. First, this is one of the few empirical studies 
that explores the use of formal governance mechanisms 
in small and medium family firms in Latin America. 
This is important because previous knowledge is based 
on results from publicly traded family firms, which are 
likely to behave in a very different way. Second, our 
study extends our previous understanding of governance 
in Latin American Family firms by exploring the use of 
formal family governance mechanisms and their potential 
impact on financial performance. Previous works have 
primarily explored business governance (Lagos Cortes & 
Botero, 2016). Finally, the results of this study continue 
to increase our understanding regarding factors that influ-
ence heterogeneity in family firms. Below, we provide 
a description of the rationale for the study, the method-
ology used for data collection, the results obtained, and 
the implications of these results in our understanding of 
Latin American small and medium family firms and their 
continuity.
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Governance in Family Firms
A primary goal of governance in family firms is to ensure 
the continuity and viability of the family and the business 
across generations. However, there are constant challen-
ges that make achieving these goals difficult (Gersick et 
al., 1997). Researchers argue that one of the reasons con-
tinuity and business viability in the family business con-
text can be challenging is that conflicts can emerge when 
family and business mix (Pieper et al., 2013). Family and 
business systems have different logics and norms that can 
affect the interaction between these two systems (Davis, 
1983; Ward, 1997). On one hand, families are guided by 
egalitarian logics in which all members should be trea-
ted equally regardless of their capabilities (Davis, 1983). 
On the other hand, businesses are guided by the logic of 
meritocracy (Davis, 1983). Meritocracy suggests that 
those who show greater capabilities, effort, and work 
should be rewarded, while those who do less and are not 
as capable should be removed from the system. When 
these two logics contradict each other, the types of con-
flict situations that they generate can affect both family 
(i.e., family dynamics) and business (i.e., financial perfor-
mance) (Eddleston & Kellermanns, 2007; Kellermanns 
& Eddleston, 2004; Olson et al., 2003). This, in turn, can 
harm the continuity of the family and the business. One 
of the ways to prevent and/or manage the potential con-
flicts that may occur in a family firm is by developing and 
implementing formal governance mechanisms (Aronoff 
et al., 1998; Gallo & Tomaselli, 2006; Ward, 2000). This 
has sparked an interest in further understanding how cor-
porate governance can help family firms. 

In the broadest sense, corporate governance describes 
the structures, processes, and policies organisations use 
to manage, direct, and control people, resources, and the 
interests of those involved in a firm (Aguilera & Jack-
son, 2010). The general assumption is that by imple-
menting formal governance practices organisations can 
enhance their future success. In the context of family 
firms, governance is often connected to the success and 
sustainability of the family and the business (Miller & 
Le Breton-Miller, 2006; Steier et al., 2015; Suess 2014; 
Villalonga et al., 2015). The family’s involvement in a 
firm introduces important considerations and complexi-
ties to our understanding of corporate governance (Cad-
bury, 2000; Pieper, 2003). In particular, the inclusion of 
the family in the business system requires the creation of 
formal structures, policies, and processes that enable par-
allel thinking to support, integrate, and balance the inter-
ests of the family, the business, and its owners (Carlock 
& Ward, 2001). Thus, research suggests that the corpo-
rate governance of family firms needs to include formal 

structures, processes, and policies that describe how ele-
ments of the family, the ownership, and the business sys-
tems interact with each other (Pieper, 2003). 

To date, corporate governance is the most studied 
topic within family business literature (De Massis et 
al., 2012; Debicki et al., 2009). This research has been 
focused on exploring the different types of formal pol-
icies and practices that are available, the implementa-
tion of these practices in the family business context, and 
the effects that governance policies and structures can 
have on the family and on the business (Gersick & Feliu, 
2014). Researchers suggest that the continuity of a firm 
is linked to the structures and dynamics of the family, 
the creation and implementation of formal governance 
mechanisms, and the family firm’s ability to cope with 
disruptions (Olson et al., 2003). This paper concentrates 
on formal family and business governance mechanisms. 
Formal family governance outlines the mechanisms that 
help the business family organise and manage the rela-
tionships between family and business (Berent-Braun & 
Uhlaner, 2012), family and ownership (Montemerlo & 
Ward, 2011), and family and management (Mustakal-
lio et al. 2002). The purpose of these formal governance 
mechanisms is to explicitly articulate and clearly outline 
the rewards and demands that are linked to being part 
of the family business, to clearly identify the opportu-
nities for family members who are involved in the busi-
ness, and to facilitate the flow of trustworthy information 
among family members (Gersick & Feliu, 2014; Suess, 
2014). Family governance is voluntary and is likely to 
vary greatly among family firms (Jaffe & Lane, 2004). 
Formal business governance describes the policies and 
procedures that relate to the Board of Directors, the 
CEO, and the top management team (Suess, 2014). It can 
also include aspects of ownership such as the ownership 
council, shareholder meetings, and the family office. The 
purpose of these formal mechanisms is to ensure that the 
actions of organisational stakeholders are consistent with 
the goal of the business (Aguilera & Jackson, 2010). 

Formal governance mechanisms can play a very 
important role for family firm sustainability (Stafford et 
al., 1999). In the family system, governance mechanisms 
help prevent dysfunctional conflicts that can escalate to 
the destruction of the business, and help the family orga-
nise itself and its relationship with the business (Olson 
et al., 2003). On the business side, good governance prac-
tices can help family firms deal with the agency problems 
that they may face with the involvement of the family in 
the business (Villalonga et al., 2015), which can affect the 
performance of the firm (Berent-Braun & Uhlaner, 2012). 
Thus, it is important to understand whether family firms 
use these practices to be able to anticipate the types of 
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challenges that they could face when managing the over-
lap of the family and the business systems.

Even though governance has been recognised as an 
important topic in family busines research (Gersick, 2015; 
Morck & Steier, 2005), there are several areas that remain 
understudied (Berrone et al., 2012). One of these areas is 
a better understanding of the use of governance in family 
businesses around the world. Thus, this paper focuses on 
understanding governance in Latin American family firms. 

Governance in Latin American Family Firms 
The Latin American region is important because of 
its size (i.e., more than 600 Million people live in this 
region), its relevance in the economic market due to 
its control over important commodities (i.e., iron, cop-
per, zinc), and its manufacturing capabilities (Nicholson, 
2011). Family firms are the dominant form of organisa-
tion in this part of the world (Müller et al., 2019), and 
represent close to 90% of the firms in Latin American 
countries (IFERA, 2003). Although research regarding 
Latin American family firms has been carried out since 
the early 1990s (see: Lansberg & Perrow, 1991), we still 
have a very limited understanding of the general charac-
teristics of family firms in Latin America, and how they 
are different from family firms in other parts of the world. 
There are at least two reasons for this limited understan-
ding. First, in this part of the world, the great majority of 
family firms are privately owned (Lansberg & Perrow, 
1991). This private nature makes data collection and 
access more difficult. Second, most of the knowledge that 
is published about family firms from this region has been 
published in Spanish, with very little impact in interna-
tional journals (López-Fernández et al., 2017). Howe-
ver, since 2010, there has been an increase in the articles 
published about Latin American Family firms in inter-
national journals (For examples see Brenes et al., 2011; 
Husted & De Sousa-Filho, 2019; Vasquez et al., 2020).

There are two areas that have dominated the study of 
governance mechanisms in Latin American family firms 
(Lagos Cortes & Botero 2016). The first area explores the 
governance mechanisms used within the business system 
(i.e., characteristics of Top Management Teams (TMT), the 
effects of TMT on organisational processes, the character-
istics of boards and the effects of boards on performance). 
This research has found that TMT and board composition 
affects the performance of a family firm (Castrillo Lara 
& San Martín Reyna, 2007; López Vergara et al., 2011; 
Machuga & Teitel, 2009; Watkins Fassler & Dávila Del-
gado, 2012). The second area focuses on understanding 
governance within the ownership system. Research in this 
area has focused on understanding the choice of ownership  

structure and the effects of ownership choices on differ-
ent aspects of the firm. Findings in this area indicate that 
the context influences ownership and voting rights used 
in a family business (Saito & Di Miceli da Salveira, 2010, 
Santiago-Castro & Brown, 2007). Additionally, the find-
ings sustain that family ownership enhances performance 
and influences the quality and transparency of financial 
information (Espinosa Aguilo & Espinoza Aguilo, 2012; 
Sáenz-Gonzalez & García-Meca, 2014). More recently, 
Vasquez et al. (2020) complement our understanding of 
the use of governance mechanisms by suggesting that 
there are three large clusters (i.e., models) that describe 
the governance configuration of large Latin American 
Family firms. The exported governance model describes 
organisations whose governance model resembles char-
acteristics of family firms from Anglo-America and con-
tinental Europe which favour the independence of the 
board and non-family management. The super familial 
governance model favours family control over the board 
and the top management team. The hybrid model favours 
the family influence on the board and on management, 
and the family controls the ownership of the firm. 

Even though the majority of family firms in Latin Amer-
ica are small and medium enterprises (i.e., those with less 
than 500 employees; OECD.org), most of our knowledge 
about family business governance in this region comes 
from large, primarily publicly traded, family firms (Lagos 
Cortes & Botero 2016). However, 99.5% of all the busi-
nesses in Latin America are small and medium sized enter-
prises (OECD.org). Publicly traded firms differ greatly 
from small and medium family firms in that they have dif-
ferent responsibilities in their reporting requirements, they 
have different incorporation requirements, and they have 
different responsibilities towards their stockholders. Thus, 
the governance mechanisms used by large corporations are 
likely to be very different from those used by small and 
medium family firms. Given this disparity, we set forth the 
following research question: 

RQ1: How likely are Latin American small and 
medium family firms to use business and family 
governance?

Family Firm Governance and Performance
The relationship between corporate governance and per-
formance has intrigued researchers for many years. One 
of the theories that has been used to explain the impact 
that governance can have on the performance of a firm is 
agency theory (Jensen & Meckling, 1976). The  central 
premise of this theory suggests that managers and owners 
may have competing goals. Thus, managers may make 
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decisions and engage in actions that are inconsistent with 
the owners’ goals (i.e., maximising wealth; Daily et al., 
2003). This creates problems between owners (i.e., prin-
ciples) and managers (i.e., agents) that could lead to 
inefficiency and financial loss. Although family owners-
hip can diminish the main agency problem (i.e., the con-
flict of interests between owners and managers), there are 
other agency problems that come to light by having the 
family involved in a business (Schulze et al., 2001; Villa-
longa et al., 2015; Zellweger & Kammerlander, 2015). 
Thus, scholars have suggested that one of the ways that 
family business owners can diminish these agency pro-
blems is through the implementation of different gover-
nance mechanisms within the family and business 
systems (Schulze et al., 2001; Villalonga et al., 2015; 
Zellweger & Kammerlander, 2015). 

Corporate governance provides guidelines regarding 
how organisational resources will be used and deployed 
to achieve the goals of owners and provides guidelines 
with reference to how conflict among organisational 
stakeholders will be managed (Chrisman et al., 2018). 
Thus, the implementation of governance mechanisms 
within family firms is likely to enhance the strategic 
direction of the firm and ensure a “dynamic equilib-
rium” that provides essential resources to the family firm 
among the stakeholders (Chrisman et al., 2018). Both of 
these factors will diminish inefficiencies and enhance the 
performance of a family firm (Miller & Le Breton Miller, 
2006). Previous findings support the positive influence 
that family governance mechanisms have on the perfor-
mance of family firms (Berent-Braun & Uhlaner, 2012). 
The implementation of family governance practices 
enhances family unity (Uhlaner, 2006), helps promote 
the shared vision of the family, role clarity and respon-
sibilities, clarifies conflict management procedures, and 
enhances the business family relationships (Carlock & 
Ward, 2001; Gersick et al., 1997). Therefore, implement-
ing family governance mechanisms is likely to diminish 
the potential effects that negative tensions in the fam-
ily might have on the business, indirectly helping the 
company to better use its resources to enhance perfor-
mance. Similarly, the implementation of business gov-
ernance can help the family firm enhance the alignment 
and balance of interests among the different stakehold-
ers which can impact the financial performance of the 
family firm (Brenes et al., 2011; Chrisman et al., 2004; 
Chrisman et al., 2018). Based on this idea, and consis-
tent with the principles of agency theory, we sustain that 
the implementation of governance mechanisms serves as 
a way to align the goals of family owners, with the goals 
of the family and the business. Having greater alignment 
in goals clarifies the expectations and roles of all stake-

holders. By doing this, the owners have the capacity to 
monitor each other to ensure that the goals of the fam-
ily and the business can be achieved. Continuous mon-
itoring, in turn, ensures the best use and deployment of 
resources which can translate into better financial perfor-
mance. Based on this logic, we hypothesise that:

H1: The use of formal family governance mechanisms 
will be positively related to family business financial 
performance.

H2: The use of formal business governance mecha-
nisms will be positively related to family business 
financial performance.

Method
Sample and Procedure
A total of 2,287 individuals from 24 countries participa-
ted in our study. Eighty-seven percent of the respondents 
were family members that were then working in their 
businesses. Their roles included president of the board 
(9%), CEO (36%), area manager (22%), employee (12%) 
or another role (21%). They represented companies that 
varied in age from 3 to 164 years of age, and represented 
service (38%), manufacturing (27%), and retail (35%) 
industries. Seventy-six percent of these companies had 50 
or fewer employees and 57% had sales of less than three 
hundred thousand dollars. Regarding the generation that 
was in control of the business, 71% characterised them-
selves as a first-generation family business, 26% charac-
terised themselves as second generation, and 3 % were in 
the third generation or beyond. Although the majority of 
companies (51%) were controlled by their founders, they 
all had at least one other family member that played an 
active role in the firm.

Data in this study were collected from members of 
family businesses that participated in family business 
extension programmes (face to face classes) or courses 
offered to family businesses and college students (i.e., 
Massive open online courses and family business classes). 
These individuals were invited to participate in an online 
survey on the practices of family firms. The invitation 
came via email after they had completed the course. The 
e-mail described the study and provided a link to partici-
pate in a survey. When participants activated the partici-
pation link, they were sent to a website designed for the 
study and asked to respond to a set of questions about 
themselves, the company they represented, the fam-
ily that was in control of the business, and their fam-
ily and business practices. Participants took between 10 
and 15 minutes to complete the survey. Participation was  
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voluntary, and individuals could withdraw from the sur-
vey at any time without any repercussion. In exchange, 
those who completed the survey received a report that 
provided information about their company in compari-
son with those of other respondents. All the data was col-
lected in Spanish.

Measures
All data for this project was collected using a 5 point-
Likert Scale (1= strongly disagree, 5 = strongly agree). 
Family governance was measured with four items that 
asked respondents to indicate the level of agreement with 
statements indicating whether the family has a formal 
family council, written policies to manage the business-
family relationship, formal stock transfer criteria, or con-
flict management policies. These items were aggregated to 
create a family governance average score (Cronbach’s a = 
.78). Business governance was determined with four items 
that measured the presence of written policies for busi-
ness procedures, a business board, a formal management 
team, and a written business plan. These items were com-
bined to create an average score for business governance  

(Cronbach’s a = .80). Finally, we measure financial per-
formance by requesting respondents indicate the level 
of sales of the family business in dollars. Respondents 
replied via the following options: (1) Less than $299,999 
USD, (2) between $300,000 and $7.49 MM USD, (3) 
between, $7.5 MM and $19.99 MM USD, (4) between 
$20 and $49.99 MM USD, (5) between $50 MM USD 
and $99.99 MM USD, (6) between $100 MM and $500 
MM USD, (7) More than $500 MM USD.

We also analysed important controls. Industry was 
assessed by asking respondents to select whether the com-
pany was involved in service, manufacturing, or retail. We 
created two dummy variables to include in the analysis. 
We measured the company age by inquiring for the year in 
which the company was founded and determining the age 
in years from 2020. To assess size, we asked participants 
to relate the number of employees they had. The response 
options were: (1) 0 to 10, (2) 11 to 50, (3) 51 to 250, (4) 
more than 250. Finally, we also assessed whether the fam-
ily business was controlled by the founder or not. Table 1 
provides the descriptive statistics for each country.

Table 1. Descriptives Based on Country

Variable Number Family Governance Business Governance Performance

Country N M SD M SD M SD

Argentina 59 1.81 0.77 1.71 0.86 1.56 0.70

Belize 1 1.25   2.25   2.00 0.00

Bolivia 38 1.76 0.79 1.64 0.87 1.55 0.86

Brazil 28 1.89 0.80 2.04 0.81 2.04 1.11

Canada 2 1.25 0.35 1.00 0.00 1.00 0.00

Chile 33 2.07 0.91 2.10 1.12 1.67 0.85

Colombia 201 2.20 1.02 2.20 1.09 1.61 0.83

Costa Rica 30 1.87 0.97 1.95 1.05 1.57 0.68

Cuba 1 2.25   1.00   1.00 0.00

Ecuador 117 1.93 0.99 1.96 0.97 1.56 0.77

El Salvador 28 2.06 0.95 2.19 1.15 1.39 0.57

USA 27 2.09 0.86 2.08 0.91 1.56 0.97

Guatemala 51 2.05 0.90 1.95 0.95 1.59 0.80

Haiti 1 3.00   1.75   1.00 0.00

Honduras 33 1.98 1.05 2.33 1.24 1.33 0.48

Mexico 1290 2.15 1.08 2.12 1.11 1.67 0.88

Nicaragua 13 1.87 0.90 1.96 0.81 1.69 0.95

Panama 16 2.00 1.15 1.95 1.01 1.44 0.51

Paraguay 16 1.73 0.76 2.20 1.14 1.88 0.81

Peru 106 2.01 0.89 1.99 0.92 1.49 0.81

Puerto Rico 75 2.40 1.14 2.81 1.16 1.75 0.86

Dominican Republic 32 2.19 1.10 2.13 1.12 1.69 0.91

Uruguay 16 1.61 0.63 1.81 0.86 1.81 0.66

Venezuela 70 1.99 1.05 2.09 1.00 1.56 0.85

Missing 3 1.17 0.29 1.33 0.38  1.00 0.00 
(Continued)
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Analysis
To address our primary research question, we studied the 
descriptive statistics for the use of each family and busi-
ness governance structure or policy. Means below 2.5 
were interpreted as indicating low levels of use of the 
governance practice or structure. Means between 2.6 and 
3.5 indicated medium levels of use of governance practi-
ces or structures. Finally, means above 3.5 signaled high 
levels of use of governance structures and practices. To 

test the relationship between governance mechanisms 
and financial performance we analysed our data using 
hierarchical regression. In step 1 we entered the controls 
(i.e., industry, company age, number of employees, and 
founder control). In step 2 we entered the main effects for 
family and business governance. We evaluated the signi-
ficance of each step with the change in F (DF) and inter-
preted betas with t-values.

Variable Number Founder Control Company Age Employees

Country N M SD M SD M SD

Argentina 59 0.47 0.50 0.34 0.48 1.69 0.84

Belize 1 0.00   0.00 3.00  

Bolivia 38 0.58 0.50 0.37 0.49 1.71 0.84

Brazil 28 0.46 0.51 0.18 0.39 2.25 1.18

Canada 2 1.00 0.00 0.00 0.00 1.00 0.00

Chile 33 0.64 0.49 0.27 0.45 1.88 0.96

Colombia 201 0.46 0.50 0.27 0.44 1.72 0.90

Costa Rica 30 0.53 0.51 0.37 0.49 1.80 0.96

Cuba 1 1.00   0.00 1.00  

Ecuador 117 0.56 0.50 0.33 0.47 1.76 0.85

El Salvador 28 0.68 0.48 0.21 0.42 1.79 1.03

USA 27 0.52 0.51 0.07 0.27 1.67 0.96

Guatemala 51 0.53 0.50 0.31 0.47 2.00 0.94

Haiti 1 1.00   0.00 1.00  

Honduras 33 0.48 0.51 0.27 0.45 1.70 0.68

Mexico 1290 0.50 0.50 0.27 0.44 1.92 0.91

Nicaragua 13 0.62 0.51 0.38 0.51 1.69 0.86

Panama 16 0.69 0.48 0.06 0.25 1.75 0.78

Paraguay 16 0.38 0.50 0.19 0.40 1.94 1.00

Peru 106 0.58 0.50 0.25 0.43 1.64 0.86

Puerto Rico 75 0.56 0.50 0.27 0.45 1.80 0.89

Dominican Republic 32 0.56 0.50 0.25 0.44 2.13 1.10

Uruguay 16 0.44 0.51 0.19 0.40 1.69 0.79

Venezuela 70 0.34 0.48 0.31 0.47 1.83 0.96

Missing 3 1.00 0.00 1.00 0.00 1.00 0.00

Table 2. Descriptive Statistics and Bivariate Correlations of Combined Data

Variable M SD 1 2 3 4 5 6 7

1. Sales 1.64 0.85

2. Family Governance 2.10 1.03 0.152**

3. Business Governance 2.11 1.08 0.327** 0.622**

4. Company Age 24.99 18.69 0.310** 0.052* 0.111**

5. Employees 1.86 0.91 0.646** 0.168** 0.379** 0.404**

6. Generation 1.33 0.56 0.172** 0.171** 0.175** 0.537** 0.254**

7. Service 0.38 0.49 -0.156** -0.023 0.029 -0.174** -0.128** -0.141**

8. Manufacturing 0.27 0.44 0.162** 0.044* 0.048* 0.195** 0.224** 0.145** -0.476**

Note: N = 2287. **p < 0.01; * p < 0.05

113
Multidiscip. Bus. Rev. | Vol. 14, N° 2, 2021, pp. 107-120, ISSN 0718-400X

https://doi.org/10.35692/07183992.13


DOI: https://doi.org/10.35692/07183992.14.2.10

Results
Table 2 shows the mean and standard deviations and 
bivariate correlations for the combined data. We first 
explored our research question regarding the likelihood 
of small and medium family businesses using formal 
family and business governance mechanisms. Given that 
all of the means for likelihood of use were below 2.5, 
our results show that the family businesses in our sam-
ple expressed a low likelihood of using formal gover-
nance practices (See Table 3). On the family governance 
side, family firms were not likely to have a family cou-
ncil, stock transfer criteria, or conflict management poli-
cies. However, having formal policies for the governance 
of the business-family relationship was more common. 
On the business side, family businesses were not very 
likely to have either an executive or a management team. 
However, they were more likely to have formal policies 
for business procedures, and a business plan. It is impor-
tant to note that none of the means indicating the use of 
policies were above 2.5 on our scale.

Table 3. Descriptive Statistics for Likelihood of Use of Family 
and Business Governance Mechanisms

Variable Mean SD

FG – The family has a formal family council 1.81 1.20

FG – The family has formal written family policies 
to manage business-family relationships

2.29 1.36

FG – The family has formal stock transfer criteria 2.12 1.40

FG – The family has policies for conflict management 2.18 1.32

BG - The business has written policies for business 
procedures

2.44 1.41

BG – The business has a formal business board 1.85 1.28

BG – The business has a formal management team 1.84 1.26

BG – The business has a written business plan 2.28 1.47

Note: �FG – Family Governance 
BG – Business Governance

Regression analysis provides some support for our 
hypotheses. After accounting for the controls, the addi-
tion of the main effects in step 2 significantly increased 
the explained variance in financial performance (DF = 
19.218, p < .001). As reported on Table 4, the beta for 
use of formal business governance mechanisms was 
positive and significant (b = .122, p < .001), supporting 
hypothesis 2 insofar as having formal business gover-
nance mechanisms is positively related to financial per-
formance in family firm SMEs. However, the beta for use 
of formal family governance mechanisms was negative 
and not significant (b = -.024, p > .05), failing to support 
hypothesis 1. The overall variance explained was 44% 
(adjusted R2 = .43).

Table 4. Hierarchical Regression Analysis for Financial Performance

Variable Model 1 Model 2

Manufacturing -0.077 -0.025

Service -0.081*** -0.089***

Company Age 0.049** 0.054**

Number of Employees 0.62*** 0.577***

Founder Control -0.015 0.003

Family Governance -0.024

Business Governance 0.122***

F 335.14*** 248.73***

F 19.218***

R2 0.42 0.44

 R2 0.02

Adjusted R2 0.42 0.43

Note: Model statistics are standardized betas. 
*p < 0.05 **p < 0.01 *** p < 0.001.

Discussion
Previous research has underscored the importance of for-
mal governance in the continuity and viability of family 
businesses (Miller & Le Breton-Miller, 2006; Steier et 
al., 2015; Suess 2014). Thus, there is an implied assump-
tion that family businesses around the world can bene-
fit from implementing governance mechanisms that can 
help them manage the relationship between the family 
and the business. Even though governance is one of the 
most studied topics in the family business field, most of 
our knowledge comes from the examination of North 
American and European family firms (DeMassis et al., 
2012). Given the unique characteristics of Latin Ame-
rican family firms (Botero & Gomez Betancourt, 2017; 
Vazquez et al, 2020), and the limited understanding that 
we have regarding the governance of small and medium 
family firms in Latin America, this study was develo-
ped with two goals in mind. First, we wanted to explore 
the likelihood of using family and business governance 
mechanisms in small and medium family firms. Second, 
we wanted to test the relationship between the use of 
governance mechanisms and the financial performance 
of these firms. Using a large dataset from 24 Latin Ame-
rican countries we found that the firms that participated 
in our study were not likely to use formal family or busi-
ness governance mechanisms to manage the relationship 
between the family and the business. Regardless of the 
country (see Table 1), the means for the likelihood of use 
of formal family and business governance were all below 
the 2.5 mark on our 5-point scale. Results also indicate that 
after controlling for industry, company age, company size, 
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and founder control, the use of formal business gover-
nance mechanisms was positively related to financial 
performance. However, there was no correlation between 
the use of family governance mechanisms and financial 
performance.

Implications for Understanding the Use of  
Governance Mechanisms
Taken together our results provide a baseline understan-
ding regarding the use of governance mechanisms by 
Latin American family business SMEs. Based on our sam-
ple, it is apparent that the family businesses that parti-
cipated in our study present similar behaviour to that of 
family businesses around the world. Previous research has 
suggested that as family businesses become more complex 
(due to firm age or company size), and there is less foun-
der control, they are more likely to implement governance 
mechanisms to manage these complexities (Chrisman et 
al., 2004; Chrisman et al., 2018; Gersick et al., 1997). Our 
results seem to provide some support for this idea given 
that larger and older family firms were more likely to use 
both formal family and business governance mechanisms. 
Thus, it may be that our sample is more representative of 
companies that are still not complex enough for the owner 
family to have introduced more formal approaches to 
governance. At earlier stages of family firm development, 
the formality of processes is reduced (Gersick et al., 1997), 
which then translates into lower use of formal governance 
practices. In this sense, our results may reflect the charac-
teristics of family firms that are smaller and at an earlier 
stage in their development.

At the same time, our results could suggest that less 
complex family firms use other governance mechanisms 
to better manage the relationships between the family and 
the business that we were not able to capture in our sur-
vey. Given the importance that is placed on the family 
in Latin America (Botero & Gomez-Betancourt, 2017), 
it may be that less complex family firms use other gov-
ernance mechanisms to better manage the relationships 
between the family and the business. For example, it may 
be that smaller family firms rely more on informal gover-
nance mechanisms. Thus, they may use family relation-
ships and informal family gatherings to manage and align 
goals among different stakeholders and determine what to 
do and how to do it as a group. In this respect, our results 
support the work of Mustakallio et al. (2002). This work 
suggests that relational governance (i.e., informal gover-
nance) influences the shared vision of the family which 
has implications in decision-making in family firms. 

Our findings regarding the lack of use of formal fam-
ily and business governance mechanisms may also pro-

vide a unique view as to how small and medium family 
businesses in Latin America make decisions regarding 
their businesses. Our results could indicate that fami-
ly-owned SMEs in this context may be less likely to use 
any of these formal planning tools as a way to prepare 
for the continuity of the family business. Latin Ameri-
can countries have political and economic environments 
that change easily (Hoy & Mendoza-Abarca, 2014; Lans-
berg & Perrow, 1991). Thus, the cultural norm may be to 
avoid planning because of the perception of always hav-
ing to change the plan. Therefore, the limited use of for-
mal governance structures found in this study may be a 
reflection of environments that are constantly changing 
or in which planning is difficult. 

This paper expands our understanding of the use of 
governance mechanisms in Latin American family firms 
in at least two ways. First, our work complements the 
work of Vazquez et al. (2020) by exploring the use of 
governance in small and medium family firms. In partic-
ular, our results reveal some similarities between large 
family firms and SMEs in the characteristics of gover-
nance models they use. Our findings show that the use 
of governance mechanisms by small and medium family 
firms is somewhat reflective of the super-familiar gover-
nance model. Particularly, in our sample, the lack of use 
of formal family and business governance mechanisms is 
consistent with a governance configuration in which the 
family member is at the center of decision-making. At the 
same time, our results also indicate that in a super-familiar 
governance configuration the family may not require for-
mal governance mechanisms because they may be able to 
use informal sources of control that help them make deci-
sions. Thus, our results complement the work of Vazquez 
et al. (2020) by suggesting that the governance configura-
tions that have the highest family involvement may have a 
wider range of governance tools because they use formal 
and informal mechanisms that can both impact the deci-
sion-making of the firm. Second, this project enhances 
our understanding of governance in Latin American fam-
ily firms by moving from a focus on the business side of 
governance (Lagos Cortes & Botero, 2016), to a focus 
that includes family governance. Thus, an important con-
tribution of this paper is that it starts to shed light on the 
practices that exist when exploring family governance in 
small and medium Latin American family firms. 

Implications of the use of Governance Mechanisms 
on Financial Performance
Our study also has important implications for unders-
tanding the effects of using governance mechanisms in 
the financial performance of a family firm. Using prin-
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ciples from the agency theory, previous work has found 
a positive relationship between the use of governance 
mechanisms and the financial performance of a family 
firm (Chrisman et al., 2004; Schulze et al., 2001; Villa-
longa & Amit, 2006). Thus, in this study we wanted to 
understand whether these results would be similar in a 
Latin American context. Our data supports the positive 
relationship between the use of formal business gover-
nance and the financial performance of firms. Therewith 
our study shows evidence that principles from the agency 
theory work when exploring formal business governance 
in Latin American family business SMEs. As suggested 
by agency theory, using formal governance helps align the 
goals among different owners, and between owners and 
internal stakeholders. These governance mechanisms help 
provide clarity to members in the family firm and facilitate 
their decision making regarding the use and deployment of 
resources. This, in turn, helps in the financial performance 
of the firm. In this context, a material contribution of this 
study is that it provides initial evidence of the importance 
of using formal governance in small and medium family 
firms in Latin America. 

 Although we predicted similar results for the use of 
formal family governance mechanisms, we did not find 
support for the relationship between the use of formal 
family governance mechanisms and financial perfor-
mance. Our results show that the use of formal family 
governance was not related to the financial performance 
of the family firm. These results failed to replicate the 
findings of Berent-Braun & Uhlaner (2012). It may be 
that in our case, the companies were not big enough or 
did not have the complexity to necessitate these formal 
mechanisms. Previous work by Suess (2014) asserts that 
the sustainability of a family business depends in part 
on whether the family can be a source of competitive 
advantage or an obstacle to the continuity of the firm. 
She argues that family governance helps a family orga-
nise itself and the way it relates to the business. In line 
with this work, we believe that this paper provides the 
first step to better understand the role that formal fam-
ily governance has in the performance of a family firm. 
Given the prevalence of a family centred culture (Botero 
& Gomez Betancourt, 2017), and cultural norms in Latin 
America that do not promote formal planning (Hoy & 
Mendoza-Abarca, 2014), it may be that in the family sys-
tem business owning families use informal governance 
mechanisms as a way to control the relationships among 
family members, and between the family and the busi-
ness. In this regard a contribution of this project is that it 
shows that in volatile environments formal mechanisms 
for governing the family do not seem to impact the finan-
cial performance of family firms. 

Results from our study also continue to increase our 
understanding of heterogeneity in family firms. Chua et 
al. (2012) affirm that family firms are not homogeneous 
and are likely to differ in multiple ways. Thus, we believe 
that our results shed light onto how Latin American fam-
ily firms differ from family firms from other parts of the 
world, and how they differ amongst themselves. In this 
respect, one aspect that seems unique regarding small 
and medium family firms in Latin America is that their 
financial performance is not positively related to the use 
of formal family governance. This is very different from 
the sample from the Netherlands used by Berent-Braun & 
Uhlaner (2012), in which there was a positive relationship 
between formal family governance and financial perfor-
mance. This provides some evidence that country culture 
can come between family firms with regard to the impact 
of using formal family governance on financial perfor-
mance. Our results also point to differences between the 
use of formal governance mechanisms due to the size of 
the firm. Thus, our results continue to enhance our under-
standing of the importance of considering size as a source 
of heterogeneity in family firms. 

Implications for Practice
Our findings have two important implications for prac-
tice. First, our findings indicate that formal family gover-
nance structures that are being used in other countries 
may not be as prevalent in Latin American small and 
medium family firms. For practitioners this means that 
we need to consider the broader cultural context with its 
norms to better understand which governance practices 
may be most useful and impactful for family firms for 
their sustainability. For consultants and family business 
managers this means that an important role they have is 
to understand the family and the cultural context that are 
in play to see which practices are more likely to fit fami-
lies in their specific region of the world.

A final implication of these results for practitioners 
is that consultants and family business managers have 
a very important role in furthering the development of 
research regarding family governance in Latin Ameri-
can family firms. In particular, through their observations 
they can help capture aspects of family and business gov-
ernance that are currently not being captured by the prac-
tices that are being adapted from other cultures. 

Strengths and Limitations
The biggest strength of this project is that it is one of the 
first studies that explores family governance in small and 
medium Latin American family firms. This is very impor-
tant because it provides a baseline for future exploration 
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of family governance in this and other cultural contexts. 
Additionally, it provides some evidence of the impor-
tance of formal business governance mechanisms and 
how they impact the financial performance of a firm. At 
the same time, this paper has several limitations. One 
important limitation is the nature of our sample. Our 
study is based on a convenience sample. Thus, our sam-
ple may not be representative of the complete popula-
tion of small and medium family firms in Latin America. 
However, given that there are no public sources of data 
to capture the characteristics of the population of family 
firms, this sample can serve as an initial picture of the 
descriptive information regarding small and medium pri-
vate family firms in this region. We believe that future 
research could use alternative sources of data to explore 
similar ideas and determine whether these results can be 
replicated with other datasets.

A second limitation stems from the limited informa-
tion that we had from the companies participating in our 
sample regarding the characteristics of family and busi-
ness systems. In particular, we did not have information 
regarding the development stage of the business, fam-
ily size, degree of family involvement in the business, 
or whether the family-owned multiple businesses. All 
of these factors could play a role in the choices of fam-
ily and business governance mechanisms to be used in 
the family and business systems (Suess, 2014). With this 
in mind, we believe that future research needs to collect 
more descriptive information regarding the sample to be 
able to explore other factors that also play a role in gover-
nance choices of small and medium family firms.

A third limitation of our study is that our data was 
collected cross-sectionally. Thus, inferences of causal-
ity are difficult to make. In particular, we are not able 
to determine whether governance mechanisms drive per-
formance or performance drives the implementation of 
governance mechanisms. Consequently, future research 
needs to collect data at multiple points in time to be able 
to determine the temporal order of variables. It would 
also be useful to complement our quantitative results 
with qualitative exploration of what Latin American fam-
ilies do to govern their family and business systems and 
why they make the choices that they make. This could 
shed some light on the reason why the families in our 
sample were not as likely to use the formal governance 
mechanisms that we explored.

Conclusion
Continuity is one of the biggest challenges that family 
businesses face. In an attempt to foster a greater chance 
for the future viability of a family business, family and 

business governance provide a way to help business 
families consider their future. This project explored the 
prevalence of using family and business formal gover-
nance mechanisms and their effects on the financial per-
formance of a firm. Our results suggest that small and 
medium family firms in this study were not likely to use 
governance mechanisms. However, using formal busi-
ness governance mechanisms was related to higher finan-
cial performance. Based on these results, it seems that 
Latin American small and medium family firms may 
use other forms of governance to manage the relations-
hip between the family and the business. Future research 
should further explore the temporal relationships bet-
ween governance mechanisms and family/business cha-
racteristics to better understand how these processes 
influence one another.
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