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Abstract In this study, we examine the effect of cul-
tural long-term orientation on the likelihood of adopt-
ing more family-intensive governance arrangements 
(FGAs) and the impact on firm performance. FGAs 
may impose various costs on the firm, including the 
extraction of private benefits, conflicts with profes-
sional managers, paternalistic human resource man-
agement practices, and lower legitimacy. Drawing on 

institutional economics, we theorize that cultural long-
term orientation reduces some of these costs, thereby 
increasing the relative efficiency of FGAs as a gov-
ernance option. Thus, we expect FGAs to be adopted 
more frequently in countries with a more long-term ori-
entation. We also expect FGAs to have a less negative 
impact on performance in these countries as a result of 
these lower costs. The results of mixed-effects regres-
sions on a cross-sectional sample of 3221 listed family 
and nonfamily firms in 19 countries confirm that FGAs 
are more likely to be adopted in more long-term ori-
ented countries. We also find that FGAs have a negative 
effect on firm performance, but not that cultural long-
term orientation weakens this relationship. However, an 
interesting mediating effect emerges whereby cultural 
long-term orientation increases the likelihood of adopt-
ing FGAs but negatively affects firm performance.

Plain English Summary Family firms are embed-
ded in institutional frameworks that inevitably shape 
their governance structures and performance. In this 
study, we examine the impact of cultural long-term 
orientation on the likelihood of adopting more fam-
ily-intensive governance structures and their effect on 
performance. Specifically, drawing on institutional 
theory, we hypothesize that (a) a country’s long-
term orientation increases the likelihood of adopt-
ing more family-intensive governance structures; (b) 
family-intensive governance negatively affects perfor-
mance; (c) a country’s long-term orientation plays a 
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moderating role in the relationship between family-
intensive governance and performance. Our statis-
tical analysis using mixed-effects regressions on a 
cross-sectional dataset of 3221 publicly listed family 
and nonfamily firms in 19 countries validates the first 
two hypotheses. Although we do not find that cultural 
long-term orientation weakens the negative effect of 
family-intensive governance and performance, our 
results reveal an intriguing mediating effect suggest-
ing that cultural long-term orientation negatively 
affects firm performance by increasing the intensity 
of family involvement in firm governance.

Keywords Family business · Governance · Culture · 
Institutional economics · Long-term orientation

JEL classification G32 · G34 · L20 · L25

1 Introduction

Exercising active control over the firm is critical for 
business families, as corporate control allows them 
to pursue their vision for the firm and pass it on to 
future generations (Chua et  al., 1999; Chua et  al., 
2018). An important implication of this attention to 
corporate control is the involvement of family mem-
bers in firm governance (Daspit et al., 2018), as they 
often own a significant portion of the firm’s equity 
and hold key corporate positions (Miller et al., 2018; 
Miller, Le Breton-Miller, & Lester, 2013a). In turn, 
family-intensive governance arrangements (FGAs) — 
characterized by concentrated family ownership and 
family managers — are likely to affect important firm 
outcomes, such as value (Eklund et  al., 2013) and 
performance (González-Cruz & Cruz-Ros, 2016). 
However, a plethora of conflicting theoretical argu-
ments and mixed empirical results (Jaskiewicz et al., 
2021; Miller et  al., 2017) still prevent researchers 
from determining whether the effect of FGAs on per-
formance is positive or negative, especially in cross-
country settings (Debellis et al., 2021).

Recent scholarship suggests and demonstrates 
that an examination of institutions — the humanly 
devised constraints that shape human interaction 
(North, 1990) — can help reconcile this fragmentary 
evidence (Berrone et al., 2020; Brinkerink & Rondi, 
2021; Miller et al., 2017). For example, Berrone et al. 
(2020) show that informal institutions in different 

countries affect the legitimacy of family firms and 
in turn determine their prevalence, performance, and 
strategy. On the other hand, Miller et al. (2017) argue 
that family-intensive forms of governance trigger 
market stakeholder skepticism about the trustworthi-
ness and competence of family firms due to funda-
mental differences in their priorities and values. Such 
skepticism may be particularly intense in shareholder-
based corporate governance systems (Luo et  al., 
2019). Moreover, Miller et al. (2018) find that family 
firms adopt more family-intensive forms of govern-
ance in regions where family values are stronger, but 
underperform. Common to these studies is the view 
that family firms respond to institutional pressures by 
conforming to established practices in order to dem-
onstrate social and economic fitness and gain legiti-
macy (Greenwood et  al., 2002; Soleimanof et  al., 
2018; Suddaby et al., 2010). However, two arguments 
challenge this perspective. First, that family firms can 
ignore some stakeholder demands and resist institu-
tional pressures (Ge et  al., 2019; Jaskiewicz et  al., 
2021). Second, that the institutional environment 
can shape the socioemotional priorities of business 
families — i.e., the set of noneconomic utilities that 
the family obtains from the business (Gomez-Mejía 
et al., 2007) — in ways that can be either beneficial 
or detrimental to firm financial outcomes (Miller & 
Le Breton-Miller, 2014). Instead, by portraying the 
family and the business systems as universally (or 
predominantly) opposed, past studies downplay the 
more nuanced and varied ways in which institutions 
— and culture in particular — may affect the influ-
ence of socioemotional priorities on performance and 
thus legitimacy concerns about family involvement in 
firm governance.

To overcome these limitations, we examine how 
FGAs and family firm performance are affected by a 
particular dimension of a country’s culture, namely 
its long-term orientation. Theoretically, we adopt the 
lens of institutional economics, which argues that 
institutions primarily aim to promote the efficient 
functioning of the market by reducing frictions and 
economic costs (Posner, 2010), and that different sets 
of institutions differentially affect the relative effi-
ciency of alternative organizational forms and govern-
ance options (Gedajlovic & Carney, 2010). Based on 
this perspective, we argue that cultural long-term ori-
entation mitigates some of the costs associated with 
FGAs (i.e., the extraction of private benefits, conflicts 
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and goal misalignment with professional managers, 
paternalistic biases in human resource management, 
and legitimacy costs) by enhancing the salience of 
future-oriented socioemotional priorities. As a result, 
we contend that governance participants — who are 
institutionally embedded (Abdelnour et al., 2017) and 
exercise their agency and judgment based on the rela-
tive efficiency of alternative options (Gedajlovic & 
Carney, 2010) — are more likely to adopt more FGAs 
in more long-term oriented countries. In addition, we 
expect that FGAs negatively affect firm performance 
due to their costs, but that this effect is weakened by 
cultural long-term orientation.

We test our theory on a cross-sectional sample of 
3221 listed family and nonfamily firms from 19 coun-
tries. The results of our mixed-effects ordered logistic 
regression confirm that a country’s long-term orien-
tation increases the likelihood that firms adopt more 
FGAs. While we also find that FGAs negatively affect 
firm performance, we find no evidence to support 
our hypothesis that long-term orientation weakens 
this effect. Instead, we find that FGAs mediate the 
relationship between long-term orientation and firm 
performance, i.e., long-term orientation increases 
the likelihood that firms will adopt more FGAs, in 
turn negatively affecting performance. An interesting 
interpretation of this result is that while governance 
decisions are made locally (i.e., by actors embedded 
in and knowledgeable about local institutions), in 
integrated financial markets, assets are priced globally 
(Karolyi & Stultz, 2003) by analysts and stakehold-
ers who are not embedded in the same institutional 
context. However, unfamiliarity with local conditions 
— especially in the case of governance issues — can 
lead to biases in corporate valuations (Perkins et al., 
2014; Pinelli et al., 2022) due to the lack of awareness 
and knowledge of the lower costs of FGAs in long-
term oriented cultures, or discounting the value of 
their greater efficiency.

In particular, this study contributes to research 
on the determinants of family involvement in corpo-
rate governance and the performance consequences 
(Hoffmann et al., 2016; Jaskiewicz et al., 2021). We 
show that cultural long-term orientation increases 
the likelihood of adopting more FGAs. In so doing, 
we respond to the call of Berrone et  al. (2020) to 
consider informal institutions as independent driv-
ers of family involvement in firm governance rather 
than as remedies for voids in the formal institutional 

environment. In addition, we contribute to research 
focused on family businesses and institutions (Ber-
rone et al., 2020; Luo et al., 2019; Miller et al., 2017) 
using a theoretical perspective that integrates and 
unifies legitimacy (e.g., Berrone et  al., 2020; Miller 
et  al., 2017), political rent-seeking (e.g., Morck & 
Yeung, 2004), and family embeddedness (e.g., Ge 
et al., 2019) arguments on the emergence and preva-
lence of family firms. More specifically, our theoreti-
cal perspective extends the predictions of institutional 
economics about the efficiency of alternative govern-
ance options (Gedajlovic & Carney, 2010) to explain 
cross-country variance in the extent to which FGAs 
are adopted. Finally, although we do not find support 
for our hypothesis that long-term orientation weakens 
the negative effect of FGAs on firm performance, the 
mediating effect of FGAs in the relationship between 
long-term orientation and firm performance contrib-
utes to research on the relationship between long-
term orientation and performance outcomes in fam-
ily firms (e.g., Brigham et al., 2014; Hoffmann et al., 
2016; Lumpkin & Brigham, 2011).

2  Theoretical background and hypothesis 
development

2.1  Family-intensive governance arrangements and 
performance

Family firms are defined as “governed and/or man-
aged with the intention to shape and pursue the 
vision of the business held by a dominant coalition 
controlled by members of the same family or a small 
number of families in a manner that is potentially 
sustainable across generations of the family or fami-
lies” (Chua et al., 1999, p. 25). Such vision typically 
includes a set of noneconomic utilities that the family 
obtains from the business, referred to as socioemo-
tional wealth (Gomez-Mejía et  al., 2007), which the 
family seeks to preserve (Gomez-Mejia et al., 2011). 
In turn, the pursuit of the family’s vision and soci-
oemotional priorities often leads owning families to 
adopt idiosyncratic forms of governance character-
ized by concentrated ownership and the appointment 
of family members as firm leaders (Miller et al., 2018; 
Miller, Le Breton-Miller, & Lester, 2013a), as well as 
distinctive norms, incentives, and authority structures 
(Gedajlovic et  al., 2004) that permeate the firm’s 



 M. Pinelli et al.

1 3
Vol:. (1234567890)

goals and operations (Chua et al., 2018; Sharma et al., 
2020). Consequently, FGAs are reflected in idiosyn-
cratic behaviors and corporate strategies (Williams Jr 
et  al., 2018), such as internationalization (Debellis, 
Pinelli, et  al., 2023a), acquisition propensity (Pinelli 
et al., 2023), innovation (Scholes et al., 2021), entre-
preneurial orientation (Arzubiaga et  al., 2018), and 
risk attitude (Fang et al., 2021).

Regarding the effects of family governance on firm 
performance, researchers have theorized that FGAs 
can have both positive and negative consequences 
(Hoffmann et  al., 2016; Jaskiewicz et  al., 2021). On 
the one hand, FGAs can benefit the firm’s economic 
prospects by reducing conflicts of interest between 
owners and managers, as family leaders with more 
authority are likely to share and implement the fam-
ily’s vision better than professional managers (Chris-
man et al., 2004; Kotlar & Sieger, 2019). In addition, 
family members’ identification with the firm pro-
motes the adoption of pro-organizational behaviors 
and greater commitment to the firm’s development, 
such as sales growth, reputation, and profitability 
(Corbetta & Salvato, 2004; Miller et  al., 2008). On 
the other hand, FGAs can be detrimental to firm per-
formance due to conflicts with nonfamily sharehold-
ers who may fear that family leaders will use their 
power to divert firm resources to family-centered 
goals and priorities, thereby harming profitability 
(Schulze et  al., 2001; Schulze et  al., 2003). Moreo-
ver, influential family leaders may harm firm perfor-
mance by making economically suboptimal strategic 
decisions, such as foregoing positive net present value 
opportunities that threaten the family’s socioemo-
tional wealth (Gomez-Mejia et al., 2018; Kotlar et al., 
2018; Miller & Le Breton-Miller, 2014). In addition, 
altruism and paternalism may lead powerful family 
leaders to reward other family members or long-time 
employees, regardless of their actual competence 
or expertise, or give them excessive responsibility, 
which may jeopardize the firm’s economic perfor-
mance (Howorth et  al., 2010; Miller, Minichilli, & 
Corbetta, 2013b).

Mirroring these conflicting theoretical arguments, 
the empirical evidence on the effect of FGAs on per-
formance is also mixed, with some studies reporting 
positive effects (Taras et  al., 2018; van Essen et  al., 
2015; Wagner et  al., 2015), others negative effects 
(Kosmidou, 2020), and still others mixed results 
(Carney et  al., 2015; Duran et  al., 2019). However, 

the growing body of family business research exam-
ining the role of institutions (Brinkerink & Rondi, 
2021; Pinelli et  al., 2023) suggests that the institu-
tional context may help reconcile these fragmented 
findings (Jaskiewicz et al., 2021). For example, infor-
mal institutional differences can explain cross-coun-
try differences in the legitimacy of family firms and 
thus their prevalence and performance (Berrone et al., 
2020). Moreover, while more FGAs have been found 
to negatively affect performance, this effect weakens 
in societies with higher levels of institutional trust, 
but amplifies in countries with higher trust in family 
(Jaskiewicz et al., 2021). Similarly, in regions where 
a strong family culture prevents business families 
from relegating less competent family members to 
marginal hierarchical positions, more FGAs tend to 
hurt firm performance (Miller et al., 2017).

Overall, recent research shows that an examination 
of the institutional environment has the potential to 
shed new light on the determinants of FGAs and their 
performance consequences. In addition, an examina-
tion of the role played by informal institutions relative 
to formal institutions could be particularly revealing, 
as past research has tended to view informal institu-
tions as mere substitutes for weak formal institutions, 
even though their influence on firm behavior and 
structure is independent of the formal institutional 
context (Berrone et  al., 2020). To begin to exploit 
some of this explanatory potential, we focus on one 
particular dimension of the informal institutional 
environment, a culture’s the long-term orientation. In 
the following sections, we draw on institutional eco-
nomics to develop our arguments about the influence 
of cultural long-term orientation on the adoption of 
more FGAs and their performance consequences.

2.2  Institutional economics

Rooted in economics, institutional economics seeks 
to explain how institutions enable markets to function 
effectively and efficiently. Defined as the humanly 
devised constraints that shape human interaction 
(North, 1990; Scott, 1995), or more informally the 
rules of the game, institutions include formalized 
codes such as rules, laws, and constitutions (i.e., for-
mal institutions) as well as informal arrangements, 
such as social norms, cultural values, and practiced 
conventions (i.e., informal institutions). According 
to institutional economists, the primary function of 
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institutions is to support the efficient functioning of 
the market by reducing market frictions and the eco-
nomic costs of organizational arrangements (Posner, 
2010). In doing so, market-supporting institutions 
are expected to reduce the costs associated with, for 
example, the acquisition and processing of informa-
tion, information asymmetry, risk and uncertainty, 
as well as those associated with opportunistic behav-
ior, monitoring and goal misalignment (e.g., agency 
costs) (Kostova et  al., 2020; Posner, 2010). Impor-
tantly, both the extent and the way in which existing 
institutions promote economic activity and coordi-
nation among agents vary across countries (Berrone 
et al., 2020; Pinelli et al., 2023). Indeed, due to cross-
country institutional differences, countries differ both 
in their capacity to support the value-creating activi-
ties of economic actors and in how they can most 
effectively organize, coordinate, act and interact to 
carry out such value-creating activities. As a result, 
different sets of institutions determine the relative 
efficiency of alternative forms of organization and 
governance (Gedajlovic & Carney, 2010). Based on 
these institutionally determined efficiency differ-
entials, economic actors design and choose organi-
zational arrangements and business practices that 
minimize market frictions and the economic costs of 
organizations (Gedajlovic & Carney, 2010; Posner, 
2010). Indeed, the agency of economic actors is both 
constrained and enabled by institutions (Barley & 
Tolbert, 1997; Emirbayer & Mische, 1998), intended 
both as the cultural context that defines actors’ under-
standing of their range of action possibilities and the 
socio-structural context that determines the scope of 
interpersonal and interorganizational action (Abdel-
nour et al., 2017). While the scope of action of eco-
nomic actors is neither unlimited nor independent of 
institutions, as the latter define their identities and 
interests (Garud et  al., 2007), economic actors do 
have the power to make decisions, set goals, and take 
actions with a degree of freedom that is institutionally 
embedded, i.e., culturally constructed and historically 
contingent (Abdelnour et al., 2017). In turn, economic 
actors exercise such agency according to their skills, 
abilities, and roles, intended as a functional script 
for accomplishing tasks that are still institutionally 
derived (Kallinikos, 2003). In other words, accord-
ing to an institutional economics perspective, a coun-
try’s formal and informal institutions determine how 
costly it is to conduct business in certain ways within 

a given institutional context, while economic agents 
within that context strategically decide how to organ-
ize internally and externally to maximize efficiency 
and minimize the cost of doing business. In this way, 
institutional economics differs from related branches 
of institutional theory, such as organizational insti-
tutionalism, which emphasize a legitimacy mecha-
nism whereby the organization of economic actors is 
designed to gain legitimacy through compliance with 
institutional constraints and stakeholder expectations 
(Kostova et al., 2020).

2.3  FGAs in cultures with a long-term orientation

As shown above, FGAs can lead to a variety of costs 
and disadvantages for the firm (Jaskiewicz et  al., 
2021; Miller et  al., 2017). However, we argue that 
some of these costs are likely to be lower in more 
long-term oriented cultures. The long-term orienta-
tion of a culture reflects the extent to which people 
are future-oriented, accept delayed gratification, and 
embrace virtues oriented toward future rewards, such 
as perseverance, thrift, and persistence (Beugelsdijk 
et  al., 2015;Hofstede, 2001 ; Hofstede & Minkov, 
2010). The long-term orientation of a culture also 
influences the cognitive models through which people 
frame, interpret, experience, and resolve the tradeoffs 
associated with intertemporal decisions (Lumpkin 
& Brigham, 2011), such that the perceived net pre-
sent value of distant future payoffs is higher in more 
long-term oriented cultures. This difference in tempo-
ral discounting is in turn reflected in different busi-
ness priorities between short- and long-term oriented 
societies, with the former placing more emphasis on 
short-term financial gains and performance measures 
(Hofstede, 2001; Hofstede & Minkov, 2010).

We argue that cultural long-term orientation can 
affect not only financial preferences, but also the 
salience of different types of socioemotional priori-
ties. Miller and Le Breton-Miller (2014) distinguish 
between socioemotional priorities that are highly 
family-centric, leading to behaviors that favor the 
interests of current family members even at the 
expense of the firm’s long-term prospects (e.g., pater-
nalistic management practices, entrenching fam-
ily members in senior organizational positions), and 
extended socioemotional priorities that instead take 
into account the long-term well-being of the family, 
the firm, and its stakeholders. We propose that the 
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latter type of socioemotional priorities are made more 
salient by the future-oriented values of long-term ori-
ented cultures, so that some of the costs that might 
result from more FGAs are mitigated in long-term 
oriented countries. Conversely, the emphasis on tradi-
tion and social obligations in short-term oriented cul-
tures (Beugelsdijk et al., 2015) may exacerbate fam-
ily-centered socioemotional priorities and lead family 
members to satisfy the immediate needs of the fam-
ily, even to the detriment of the firm. Thus, we argue 
that the degree of long-term orientation of a culture 
affects the economic costs of FGAs and thus the like-
lihood that more FGAs will be adopted.

First, a country’s long-term orientation reduces 
the costs to the firm of extracting private benefits. 
Indeed, FGAs allow family members to use their 
superior position and knowledge to make decisions 
that benefit the family at the expense of the firm and 
nonfamily shareholders (Miller, Minichilli, & Cor-
betta, 2013b; Morck et al., 2005). For instance, they 
may hire other family members as executives even 
if they lack the necessary skills and qualifications 
for the position (Bloom & Van Reenen, 2007), pay 
above-market salaries and provide excessive ben-
efits to family members (Hoffmann et  al., 2016), or 
use firm resources for personal or family purposes 
(Le Breton-Miller & Miller, 2009). In these cases, 
where the family’s interests are prioritized over the 
firm’s, FGAs generate private short-term benefits 
for the family but impose economic costs on the firm 
and on nonfamily shareholders. However, in more 
long-term oriented cultures, these costs are likely to 
be lower because long-term orientation may reduce 
the emphasis on family-centered socioemotional pri-
orities. Indeed, long-term orientation fosters a cross-
decisional approach to decision making (Reynolds 
et al., 2006), which allows individuals to temporarily 
sacrifice the interests of a specific stakeholder group 
in certain decision situations (Hoffmann et al., 2016). 
Thus, family members who are less affected by social 
obligations to other family members may disregard 
their immediate needs if addressing them comes 
at the expense of the firm (Carney, 2005; Chrisman 
et al., 2005). As a result, in more long-term oriented 
cultures, more FGAs may be less costly because fam-
ily members’ behaviors that could be costly to the 
firm are limited or less frequent.

Second, a country’s long-term orientation 
reduces the costs of conflicts between the family and 

professional managers. While business families rely 
on the competence and expertise of professional man-
agers to manage the business, their goals and behav-
iors often conflict with the family’s priorities. In fact, 
professional managers tend to focus primarily on 
financial and economic objectives, make decisions 
aimed at achieving positive short-term economic out-
comes, and — due to their shorter tenure — may take 
significant risks when the payoff is immediate and 
the potential downside delayed (Miller & Le Breton-
Miller, 2006). Conversely, the family has a variety 
of noneconomic goals (Gomez-Mejía et  al., 2007; 
Miller & Le Breton-Miller, 2014), long-term com-
mitment to the firm (Corbetta & Salvato, 2004; Pieper 
et  al., 2008), and a cautious approach to risk-taking 
(Anderson & Reeb, 2003). These differences between 
family members and professional managers can be 
costly for the firm. Indeed, when the members of an 
organization have different goals or priorities, chal-
lenges and tensions can undermine the firm’s func-
tioning (Greenwood et  al., 2011). In addition, pro-
fessional managers tend to be both less willing and 
less able to make decisions that are aligned with the 
family’s priorities (Kotlar & Sieger, 2019), such that 
business families must devote substantial resources 
to establishing costly monitoring and sanctioning 
mechanisms and incentive systems to ensure that pro-
fessional managers make decisions that are aligned 
with their goals and interests (Hoffmann et al., 2016). 
These costs are likely to be mitigated in more long-
term oriented countries. On the one hand, cultural 
long-term orientation may increase the salience of 
managers’ socioemotional priorities (Miller & Le 
Breton-Miller, 2014), thereby promoting pro-organi-
zational and stewardship behaviors toward firm-level 
rather than individual-level goals, as well as greater 
willingness to exert effort on behalf of the firm (Davis 
et  al., 1997; Hoffmann et  al., 2016). On the other 
hand, tensions arising from the different time hori-
zons of family members and professional managers 
are likely to be mitigated in cultures that are more 
long-term than short-term oriented, where there is 
greater emphasis on short-term financial gains (Hof-
stede & Minkov, 2010). In turn, the lower monitor-
ing costs and reduced tensions in more long-term ori-
ented cultures make FGAs more efficient governance 
options.

Third, a country’s long-term orientation reduces 
family biases in human resource management. 
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Indeed, FGAs may incur costs due to unsavvy human 
resource management (Carney, 1998; Gedajlovic & 
Carney, 2010), as family leaders may engage in une-
qual treatment of resources for family members rela-
tive to nonfamily members, driven by an affect heu-
ristic rather than rational economic reasoning (Kano 
& Verbeke, 2018). This could lead to the adoption 
of ineffective practices related to hiring, promotion, 
and rewards (Miller & Le Breton-Miller, 2005). For 
instance, family leaders may avoid incentive plans 
— such as stock options — that dilute family con-
trol (Gedajlovic et  al., 2004), manage compensation 
and promotions based on particularistic criteria, and 
feel that their authority may be undermined by poli-
cies that reward professional and technical expertise 
(Schulze et  al., 2001). Such an approach to human 
resource management can fuel perceptions of proce-
dural injustice (Lubatkin et al., 2007), create feelings 
of frustration and mistrust among employees who are 
disadvantaged by these practices, dampen their com-
mitment and motivation, and ultimately lead to the 
loss of otherwise qualified and skilled workers. Thus, 
FGAs may impose costs on the organization in the 
form of less committed and motivated employees and 
higher turnover. Importantly, the “ownership men-
tality” toward human resource management stems 
from family managers’ perception that compensa-
tion, training, and benefits are expenses (Gedajlovic 
& Carney, 2010). Therefore, a long-term oriented 
culture that increases the salience of future-oriented 
socioemotional priorities (Miller & Le Breton-Miller, 
2014) may mitigate the costs of paternalistic human 
resource management practices by fostering the view 
that hiring policies, promotion plans, and incen-
tive schemes are important investments in the firm’s 
workforce aimed at improving morale, loyalty, and 
long-term commitment. Hence, in more long-term 
oriented cultures, FGAs may lead to lower human 
resource management costs.

Fourth, a country’s long-term orientation may 
reduce the legitimacy costs associated with FGAs. 
Institutional actors are subject to pressure from 
stakeholders to conform to the accepted norms and 
generalized beliefs about appropriate social and eco-
nomic practices (DiMaggio & Powell, 1983; Meyer 
& Rowan, 1977). While conformity to established 
organizational templates signals social and economic 
fitness, deviating from established conventions entails 
costs in terms of legitimacy and social endorsement 

(Carpenter & Feroz, 2001; Deephouse & Suchman, 
2008; Greenwood et al., 2002; Zhao et al., 2017). In 
the case of listed family firms, FGAs often increase 
stakeholder skepticism about the competence and 
trustworthiness of family firms (Miller et  al., 2017; 
Zhao et al., 2017) because family members may pri-
oritize noneconomic priorities over financial goals. 
As a result of this skepticism, firms that adopt FGAs 
may have difficulty obtaining support from provid-
ers of financial and nonfinancial resources, and may 
lack political support from key stakeholders. In other 
words, the involvement of family members in firm 
governance has an economic cost in terms of legiti-
macy. However, in more long-term oriented coun-
tries, this cost may be lower because the cultural 
long-term orientation reinforces the future-oriented 
and stakeholder-oriented socioemotional priori-
ties of family members and stakeholders (Miller & 
Le Breton-Miller, 2014). Family members may thus 
foster enhanced transgenerational control intentions 
(Hoffmann et al., 2019; Zellweger et al., 2012), which 
translate into values such as futurity, continuity, and 
perseverance (Lumpkin & Brigham, 2011), leading 
to strategic choices and business practices aimed at 
promoting the long-term well-being of the firm and 
its stakeholders (Chua et al., 2018). At the same time, 
stakeholders in more long-term oriented cultures are 
also likely to share future-oriented socioemotional 
priorities, and may thus develop more favorable atti-
tudes toward the involvement of family members in 
firm governance. In turn, less skepticism about the 
trustworthiness and competence of family members 
reduces the legitimacy costs of FGAs in more long-
term oriented countries.

Finally, a country’s long-term orientation can 
reduce the costs of political rent-seeking for the firm 
and society. Indeed, powerful business families can 
achieve above-market returns and increase their per-
sonal wealth by leveraging political connections, 
albeit at the cost of substantial investments and the 
diversion of resources from value-adding firm func-
tions, such as innovation (Morck & Yeung, 2004). 
In the long run, lack of investment in value-adding 
activities harms the firm’s prospects and chances of 
survival. At the country level, political rent-seeking 
by business families has also been negatively associ-
ated with several dimensions of socioeconomic devel-
opment (i.e., economic prosperity, social equality, the 
quality of infrastructure, health care, education, and 
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macroeconomic policies; Morck & Yeung, 2004). 
However, these firm and social costs are likely to be 
lower in long-term oriented cultures. As noted earlier, 
cultural long-term orientation leads to an increased 
emphasis on transgenerational control intentions 
(Hoffmann et al., 2019; Zellweger et al., 2012), which 
creates an incentive for business families to leverage 
family ties rather than political connections (Ge et al., 
2019). Leveraging this type of relationship offers sev-
eral advantages at both the firm and country level. 
Indeed, family networks are characterized by virtuous 
qualities, such as solidarity, mutual accountability, 
and trustworthiness, which facilitate the accumula-
tion (Steier & Greenwood, 2000) and mobilization of 
resources (Arregle et al., 2015), as well as the identifi-
cation of business opportunities (Tsang, 2002). At the 
country level, business families that conduct business 
through family networks rather than political con-
nections contribute to entrepreneurship, growth, and 
economic development (Ge et a., 2019). As a result, 
the potential firm- and country-level costs of politi-
cal rent-seeking by business families are likely to be 
lower in countries with a more long-term orientation, 
as a focus on the future and transgenerational inten-
tions incentivize the use of family rather than politi-
cal ties, in turn increasing the efficiency of FGAs as a 
governance option.

Taken together, these arguments suggest that cul-
tural long-term orientation, by differentially affect-
ing the salience of different types of socioemotional 
priorities, can mitigate the various costs and frictions 
that arise from adopting more FGAs. Thus, long-term 
orientation acts as an institutional force that increases 
the relative efficiency of FGAs (Gedajlovic & Car-
ney, 2010), and governance participants may be more 
likely to adopt more FGAs in more long-term ori-
ented countries. Therefore:

H1: A country’s long-term orientation increases 
the likelihood of adopting more FGAs.

2.4  FGAs and firm performance in cultures with a 
long-term orientation

In the previous sections, we have shown that FGAs 
can be costly for firms. The costs of FGAs can 
arise from the appropriation of private benefits 
at the expense of the firm, from conflict and goal 

misalignment with professional managers, from 
paternalistic biases in human resources management, 
and from lower legitimacy and political rent-seeking. 
However, we presented arguments suggesting that 
these costs may be lower in long-term oriented coun-
tries. Extending this line of reasoning, we contend 
that FGAs have a negative effect on performance, but 
building on the view that the environment can shape 
socioemotional priorities in ways that lead to more or 
less positive financial outcomes (Miller & Le Breton-
Miller, 2014), we also propose that cultural long-term 
orientation positively moderates this effect by reduc-
ing the costs of FGAs. First, when the extraction of 
private benefits by family members is lower, fewer 
resources are diverted from the firm, and its value and 
profitability increase. Second, when tensions between 
the family and professional managers are lower, not 
only is organizational functioning preserved, but 
the reduced need for monitoring systems and incen-
tive schemes frees resources that can be directed to 
more value-adding projects, contributing positively 
to firm value and performance. In addition, since 
managers’ pro-organizational behavior and long-
term commitment improve shareholder value (Flam-
mer & Bansal, 2017), the shift from individual-level 
to firm-level goals driven by long-term orientation 
(Davis et al., 1997; Hoffmann et al., 2016) may also 
benefit firm performance. Third, when family lead-
ers adopt human resource management practices that 
improve employee morale, loyalty, and commitment, 
the firm’s prospects are also likely to improve, as is 
shareholder value (Flammer & Bansal, 2017). Fourth, 
the lower legitimacy costs of FGAs in long-term ori-
ented cultures may enhance performance thanks to 
the support of stakeholders and resource providers 
on whom the firm depends. Finally, business fami-
lies that rely on relational strategies within the fam-
ily’s social network instead of political rent-seeking 
invest less in building and maintaining political con-
nections, freeing up resources that can be devoted to 
innovation and other value-adding business activities 
(Ge et al., 2019; Morck & Yeung, 2004).

In summary, while the adoption of more FGAs 
may lead to various costs that could negatively 
affect firm performance, we posit that such costs 
are likely to be mitigated in long-term oriented cul-
tures, hence weakening the negative effect of FGAs 
on performance. Therefore:
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H2a: FGAs are negatively associated with firm 
performance.
H2b: A country’s long-tern orientation weakens 
the negative relationship between FGAs and firm 
performance.

3  Methodology

To conduct our empirical analysis, we assembled a 
cross-sectional sample of 3221 listed family and non-
family firms from 19 countries. We started our sam-
pling process with the NRG Metrics (https://  nrgme 
trics. com/) database (2017 version), which includes 
4956 nonfinancial firms from 33 countries. NRG 
Metrics provides information on family involvement 
in corporate governance retrieved from publicly avail-
able documents such as annual reports, company 
presentations, regulatory filings, and press releases. 
According to NRG Metrics, the firms and countries 
included in the database are selected from the devel-
oped and advanced emerging country categories of 
the FTSE Country Classification (classifying coun-
tries as developed, advanced emerging, secondary 
emerging, and frontier), with a particular focus on 
firms from European countries. In addition, the data 
is collected by experienced analysts and supervised 
by a separate team to ensure accuracy and consist-
ency. Random checks and customized software fur-
ther ensure data consistency and reliability.

To obtain additional firm-level data, we used the 
Thomson Reuters (now Refinitiv) Eikon database 
(https:// eikon. refin itiv. com/), which we triangulated 
with the NRG Metrics database. From the initial sam-
ple of 4956 nonfinancial firms included in the lat-
ter database, we selected only listed firms. This step 
reduced the original raw sample to 3840 firms. Since 
this screening procedure is a potential source of endo-
geneity due to differences in coverage of firms based 
on their listed status, we applied the Heckman proce-
dure to control for sample selection bias. Following 
previous studies on governance and institutions in 
cross-country settings (e.g., Pinelli et  al., 2022), we 
used industry dummies as exclusion restriction vari-
ables in a probit regression on listed firms. We then 
computed the residuals and used them to calculate the 
inverse Mills ratio included as an additional control 
variable in our empirical tests.

Next, we examined the prevalence of family firms 
in our sample to ensure that the country-level percent-
ages were comparable to other studies. As a bench-
mark, we used the percentages reported in the recent 
meta-analysis of Berrone et  al. (2020), which we 
compared to those in our sample (see Table  1). To 
identify family firms, we followed the conventions 
of family business research (e.g., Chrisman & Patel, 
2012; Gomez-Mejia et  al., 2018; Patel & Chrisman, 
2014; Pinelli et al., 2023) and considered firms to be 
family firms if the family owns at least 5% of shares 
and at least one family member serves as a top-level 
executive or on the board of directors (this informa-
tion was retrieved directly from NRG Metrics). Firms 
that did not meet these criteria were categorized as 
nonfamily firms. To ensure that the proportion of 
family firms by country in our sample is comparable 
to other studies, we excluded those countries where 
the prevalence of family firms differed by more than 
25% from studies included in our benchmark meta-
analysis. This led to excluding nine countries (i.e., 
Austria, Belgium, Brazil, India, Israel, Japan, South 
Korea, Taiwan, and Turkey) and 476 firms. We also 
excluded three countries that were not included in any 
of the studies analyzed by Berrone et  al. (2020) to 
ensure consistent comparability (i.e., Croatia, Czech 
Republic, and Russia). As shown in Table 1, this data 
cleaning procedure reduced our sample to 3319 firms 
from 20 countries, of which 25.25% classified as fam-
ily firms. Finally, we excluded 26 Irish firms because 
we could not compute three country-level control var-
iables, as Ireland is not covered in the World Values 
Survey, as well as an additional 72 firms (2.16% of 
the sample) due to missing information on some firm-
level control variables (e.g., revenues, assets, ROA, 
debt). Thus, our final sample includes a total 3221 
firms (of which 838 classified as family firms) from 
19 countries.

3.1  Dependent variables

We use two dependent variables in our analysis. Con-
sistent with prior studies (e.g., Miller et  al., 2017), 
the first dependent variable to assess H1 measures 
the level of FGAs using a categorical variable that 
includes two dimensions of family involvement in 
the firm: family ownership and family leadership. 
This variable takes value 0 if the firm does not meet 
our definitional criteria of family firm, value 1 if the 

https://nrgmetrics.com/
https://nrgmetrics.com/
https://eikon.refinitiv.com/
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family is not the largest shareholder, value 2 if the 
family is the largest shareholder but the CEO is not a 
family member, and value 3 if the family is the larg-
est shareholder and the CEO is a family member. We 
report the relative frequencies and geographic distri-
bution of this variable in Table 2.

To test H2a and H2b, we use Tobin’s Q as our 
measure of firm performance. Given the criticism 
of using accounting-based measures of firm perfor-
mance (Singh et  al., 2018), we use Tobin’s Q — a 
stock market-based measure of performance (Girod & 
Whittington, 2017) — that reflects the present value 
of future profits. Calculated as the ratio of a firm’s 
market to book value, this is a forward-looking meas-
ure of performance for publicly traded firms across 
industries, and is widely used in the strategy, mar-
keting, finance, and governance literature (Anderson 
& Reeb, 2004). Moreover, Tobin’s Q is particularly 
appropriate for examining family firm performance 
because other accounting measures of performance, 
such as ROA, are often not the primary concern of 
family firms (Miller et al., 2018).
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Table 2  FGAs: relative frequencies and distribution

Family intensity

Country 0 1 2 3 Total

Australia 146 13 14 2 175
Canada 175 5 19 7 206
Denmark 53 0 4 1 58
Finland 76 3 7 5 91
France 91 9 49 6 155
Germany 146 6 35 21 208
Greece 50 13 62 26 151
Hong Kong 30 3 21 3 57
Italy 59 7 35 19 120
Netherlands 53 1 8 1 63
Norway 69 3 15 5 92
Poland 16 0 0 3 19
Portugal 19 2 4 1 26
Singapore 50 3 5 5 63
Spain 46 0 14 3 63
Sweden 100 12 8 7 127
Switzerland 75 4 21 2 102
USA 885 65 138 31 1,119
UK 263 21 29 13 326

Total 2,402 170 488 161 3,221
Total (%) 74.6% 5.3% 15.1% 5.0% 100%
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3.2  Independent variable

We measure the long-term orientation of a culture 
using Hofstede’s national long-term orientation 
(LTO) score (Hofstede, 2001; Hofstede & Minkov, 
2010) (https:// geert hofst ede. com/  resea rch- and- vsm/ 
dimen sion- data- matrix/). Higher values of this score 
reflect greater future orientation, acceptance of 
delayed gratification, and increased importance of 
values associated with future rewards, while lower 
values reflect greater emphasis on tradition and ful-
fillment of social obligations (Beugelsdijk et  al., 
2015; Hofstede, 2001; Hofstede & Minkov, 2010).

3.3  Controls

Since both firm performance and level of FGAs 
can be affected by economic wealth, we control for 
a country’s economic and financial development 
through the natural logarithm of national GDP per 
capita. As both firm performance and family involve-
ment in governance can be affected by the extent to 
which national laws protect the interests of minority 
shareholders (Johnson et  al., 2000), we control for 
the level of legal protection of minority shareholders 
through the investor protection index of Guillén and 
Capron (2016). We also control for the overall qual-
ity of formal institutions, which, especially for family 
firms, determines the attractiveness of a country as a 
business location (Pinelli et al., 2023) and can affect 
firm performance (Pinelli et  al., 2022). We compute 
this measure through a principal component analy-
sis of the six dimensions of the World Banks’ world 
governance indicators. In addition, following Arregle 
et al. (2017), we control for generalized social trust, 
as this is an important control variable for the study 
of institutions and family firms. Our final two coun-
try-level control variables are family logic and busi-
ness logic, which we compute following Miller et al. 
(2017). According to their procedure, the family logic 
variable is obtained through a principal component 
analysis of five questions from the World Values 
Survey that aim to capture dimensions such as fam-
ily-based control mechanisms, family-rooted norms, 
family identity, family-based legitimacy and author-
ity. Higher values of this measure indicate a stronger 
family logic at the country level. The business logic 
variable is instead obtained through principal com-
ponent analysis of three questions from the World 

Values Survey that reflect market-based controls 
through competition, norms of meritocracy, identity 
and legitimacy based on productivity. Higher values 
of this measure indicate a stronger business logic at 
the country-level.

At the firm level, we control for firm age (num-
ber of years since the firm was first listed), as older 
firms may have better performance due to long-last-
ing reputation and legitimacy, and may favor higher 
levels of family involvement in firm governance due 
to more professional and knowledgeable family mem-
bers (Debellis, Pinelli, et al., 2023a). We also control 
for firm size (natural logarithm of total sales) and lev-
erage (natural logarithm of long-term debt) because 
larger firms and firms with less debt may exhibit 
higher levels of performance due to factors such as 
economies of scale, lower financial costs, and greater 
potential to obtain additional financial resources to 
invest in promising opportunities. We then control 
for two critical firm-level governance variables — 
the size of the board of directors and the number of 
independent directors — because larger boards and 
boards with more independent directors may contrib-
ute positively to firm performance due to their greater 
ability to advise on fundamental business decisions 
and to monitor that managers’ decisions do not con-
flict with the interests of minority shareholders and 
investors. These variables are also highly related to 
the intensity of family involvement in firm govern-
ance because larger boards and independent directors 
may hinder the family’s ability to pursue family-cen-
tered noneconomic goals. Finally, we include industry 
dummies to control for industry-level effects on firm 
performance and the intensity of family involvement 
in firm governance, as well as the inverse Mills ratio 
obtained from the Heckman procedure. The descrip-
tive statistics and correlation matrix for all variables 
are reported in Table 3.

4  Results

To test our hypotheses, we conducted multilevel 
mixed-effects regressions (Brieger & Gielnik, 2021; 
Guerrero et al., 2021), the results of which we report 
in Table 4. In the presence of nested data, as in the 
case of our dataset, which contains firm- and coun-
try-level information, multilevel modeling outper-
forms traditional regression techniques because the 

https://geerthofstede.com/%E2%80%8Cresearch-and-vsm/dimension-data-matrix/
https://geerthofstede.com/%E2%80%8Cresearch-and-vsm/dimension-data-matrix/
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latter provide inefficient estimates and biased stand-
ard errors (De Clercq et  al., 2013). To avoid these, 
multilevel modeling accounts for the nested data 
structure and simultaneously estimates the variability 
of the dependent variable within and across countries 
(Bosker & Snijders, 2011). Furthermore, multilevel 
mixed-effects models consider fixed and random 
effects to adequately model the effects between vari-
ables at different levels (Bosker & Snijders, 2011).

Given the nature of our dependent variable, fam-
ily intensity, which we use to test the hypothesis that 
long-term orientation translates into a greater likeli-
hood that listed firms adopt more FGAs, we con-
ducted a multilevel mixed-effects ordered logistic 
regression (Model 2 of Table 4). Conversely, we con-
ducted a multilevel mixed-effects linear regression to 
test our hypotheses that FGAs negatively affect firm 
performance (H2a; Model 5 of Table 4), and that cul-
tural long-term orientation weakens this effect (H2b; 
Model 6 of Table 4). We also computed the intraclass 
correlation coefficient (ICC) by dividing between-
country variance by total variance. The ICC estimates 
the percentage of total variance in the dependent vari-
able that exists between countries and thus reflects the 
proportion of the total residual variation that is due to 
differences between countries. The ICC for the fam-
ily intensity variable is approximately 0.12, indicat-
ing that 12% of variance is between countries. Since 
ICCs of 0.05, 0.10, and 0.15 are considered small, 
medium, and large, respectively (Hox et  al., 2017), 
we confirmed that the multilevel specification is justi-
fied for family intensity. Instead, the ICC of Tobin’s Q 
is quite small (0.016 or 1.6% of the between-country 
variance), indicating that multilevel modeling is not 
necessary for this variable. While in Table 4 we only 
report the results of the multilevel mixed-effects lin-
ear regressions on Tobin’s Q, we checked that our 
results also hold for standard linear regressions with 
and without robust standard errors.

We first tested whether family firms are more likely 
to adopt more FGAs in more long-term oriented 
countries (H1). Model 2 of Table 4 reports the results 
of the mixed-effects ordered logistic regression on 
family intensity. As the table shows, the coefficient 
of LTO is positive and highly statistically significant 
(p = 0.003), which is consistent with our arguments. 
In addition, the ordered logistic regression requires an 
analysis of the marginal effects for each of the out-
comes of our dependent variable (family intensity). 

This analysis reveals that a one-unit increase in the 
LTO score: (a) decreases the probability that a firm 
is not family owned by 0.2%; (b) increases the prob-
ability that a family owns a non-majority equity stake 
by 0.04%; (c) increases the probability that a fam-
ily owns the majority equity stake by 0.13%; and 
(d) increases the probability that a family owns the 
majority equity stake and that the CEO is a family 
member by 0.04%. To put these numbers in perspec-
tive, a one standard deviation increase in LTO (18.52) 
reduces the probability of a firm being nonfamily 
owned by 4.1% and increases the probability of the 
other scenarios described above by 0.8%, 2.5%, and 
0.8%, respectively. These results confirm H1.

We then tested our hypothesis that more FGAs 
negatively affect firm performance (H2a) through a 
mixed-effects linear regression on Tobin’s Q (Model 
5). The coefficient of family intensity is negative and 
again highly statistically significant (p = 0.001), pro-
viding support for our prediction. Consistent with 
our hypothesis that cultural long-term orientation 
weakens the negative effect of FGAs on firm perfor-
mance (H2b), the coefficient of the interaction term 
LTO*Family Intensity in Model 6 is not statistically 
significant. This result prevents us from confirming 
H2b. However, a joint reading of our results reveals 
another interesting effect. In fact, Model 4 shows 
that the LTO coefficient is negative and statistically 
significant (p = 0.074), but this significance is lost 
when the family intensity variable is included in the 
regression (Model 5). Together with Model 2, which 
shows a positive association between LTO and family 
intensity, these results indicate a full mediation effect 
of family intensity in the relationship between LTO 
and Tobin’s Q, with LTO positively affecting family 
intensity and thereby negatively affecting Tobin’s Q. 
However, the negative effect on Tobin’s Q is due to 
family intensity and not LTO. One interpretation of 
these results, which we will discuss in more detail in 
the next section, is that a country’s long-term orien-
tation increases the likelihood that firms will adopt 
more FGAs by providing them more efficient gov-
ernance options locally (i.e., within the embedding 
institutional context), but this comes at a cost in terms 
of stock market valuation because in global financial 
markets, assets are not priced locally but globally, so 
market analysts and stakeholders may be unaware of 
or insensitive to the mitigated costs of FGAs in long-
term oriented cultures. The small ICC of Tobin’s Q 
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(0.016 or 1.6% of between-country variance) is con-
sistent with this interpretation, suggesting that a 
firm’s market value (relative to its book value) is not 
sensitive to a nested data structure.

5  Discussion and conclusions

This paper contributes to research on the determi-
nants of family involvement in firm governance and 
the performance consequences (e.g., Hoffmann et al., 
2016; Jaskiewicz et  al., 2021). Through the lens of 
institutional economics, we developed arguments for 
the greater relative efficiency of FGAs in long-term 
oriented cultures. Consistent with our reasoning, the 
empirical results show that the long-term orientation 
of a culture increases the likelihood of adopting more 
FGAs. We attribute this effect to the lower costs of 
extracting private benefits from the firm, conflicts 
and tensions between family owners and professional 
managers, and paternalistic human resource manage-
ment practices, as well as lower legitimacy costs. 
While we expected that such greater efficiency would 
also be reflected in improved performance from the 
adoption of FGAs in more long-term oriented coun-
tries, we found no evidence to support this prediction. 
Instead, we find that cultural long-term orientation 
has a negative effect on firm performance. How-
ever, when our measure of FGAs is included in the 
regression, this negative effect disappears. Since our 
results also show that FGAs have a negative effect 
on performance, our empirical analysis indicates that 
the relationship between cultural long-term orienta-
tion and performance is mediated by FGAs. In other 
words, long-term orientation increases the adoption 
of FGAs, which decreases performance. The study of 
the drivers and consequences of family involvement 
in firm governance is central to family business and 
management research. In this study, we draw on insti-
tutional economics to theorize the effect of cultural 
long-term orientation on the adoption of FGAs and 
firm performance. In so doing, we contribute to the 
literature in several ways.

First, our study contributes to research on the 
impact of institutions on family firm governance. 
Departing from the commonly adopted perspec-
tive that informal institutions influence stakehold-
ers’ perceptions of the legitimacy of family involve-
ment in firm governance (Berrone et al., 2020; Miller 

et  al., 2018), we build on institutional economics to 
argue that cultural long-term orientation enhances 
the salience of socioemotional priorities that reduce 
the economic costs of FGAs. From an institutional 
economics perspective, institutions are responsible 
for making alternative forms of organization and 
governance more or less costly (Gedajlovic & Car-
ney, 2010). Our arguments highlight that cultural 
long-term orientation can mitigate some of the costs 
associated with FGAs, making them more efficient 
and more frequently adopted as governance options. 
Our theoretical perspective thus allows us to address 
a fundamental issue in family firm research, namely 
explaining how informal institutional aspects (in our 
case, the long-term orientation of a country’s cul-
ture) affect firm performance and how family firms 
differ in their behavior from nonfamily firms (Geda-
jlovic et al., 2012; Peng et al., 2018). This also calls 
for a conceptual reconsideration of the importance 
of the institutional context in explaining the relation-
ship between governance and performance in fam-
ily firms. The literature often uses samples of family 
firms in the USA, where there is less long-term ori-
entation, as a reference point and attempts to theorize 
such contexts as generic to all. Our findings call for 
future research to consider the institutional context 
as a fundamental variable that can help clarify how 
certain governance mechanisms can explain firm 
performance. Since the owning family is embedded 
in the social environment, the culture of a society 
will strongly influence the governance structure and 
objectives of the owning family (Dou et  al., 2022). 
With the aim of shedding light on the heterogene-
ity of family firms (Daspit et  al., 2021), taking into 
account the cultural variables of a country can also 
help explain how family firms set their economic and 
non-economic goals differently. We hope that our the-
orization serves as an incentive for future research to 
consider institutional aspects as determinants of goal 
setting in family firms (Kotlar & De Massis, 2013), 
considering both firm-level aspects, such as family 
involvement in governance, and institutional aspects, 
such as country cultural dimensions, to explain differ-
ences in the scale and scope of family firms (Chris-
man et al., 2024).

Importantly, our institutional economics perspec-
tive lends itself to integrating, reconciling, and uni-
fying three views on the institutional determinants 
of the emergence and spread of family governance, 
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namely legitimacy (e.g., Berrone et al., 2020; Miller 
et  al., 2018), political rent-seeking (e.g., Morck & 
Yeung, 2004), and family embeddedness (e.g., Ge 
et  al., 2019). As previously noted, legitimacy argu-
ments suggest that the prevalence of family firms 
depends fundamentally on perceptions of the legiti-
macy of family governance. Our institutional eco-
nomics perspective embraces this line of reasoning 
because the legitimacy costs of FGAs can be viewed 
as just one particular manifestation of the broader set 
of costs that result from family involvement in firm 
governance. The political rent-seeking (e.g., Morck 
& Yeung, 2004) and family embeddedness (e.g., 
Ge et al., 2019) perspectives argue that family firms 
are more common in countries with less developed 
institutions. However, they differ fundamentally on 
the antecedents and consequences of the emergence 
of family governance. The rent-seeking perspective 
suggests that in countries with high levels of cor-
ruption and low levels of societal trust, a relatively 
small number of business families have an incen-
tive to invest in political connections to accumulate 
personal wealth rather than in innovation and other 
value-adding business functions. As a result, political 
rent-seeking by business families ultimately harms 
long-term firm performance and the socioeconomic 
development of a country (Morck & Yeung, 2004). In 
contrast, the relational perspective argues that family 
firms — as a form of governance — emerge in under-
developed countries due to their ability to offset the 
inefficiencies of low-quality institutions by leveraging 
the family’s social network (Ge et  al., 2019). When 
weak legal provisions, enforcement, and infrastruc-
ture do not effectively support market mechanisms, 
the use of family networks and the social capital of 
business families reduces uncertainty and transac-
tion costs (Faccio et  al., 2006; Peng & Luo, 2000). 
At the firm level, this provides family firms with a 
competitive advantage, which also translates into 
greater entrepreneurship, growth, and socioeconomic 
development at the country level (Ge et  al., 2019). 
Our institutional economics perspective reconciles 
these views because the cost of political rent-seeking 
to the firm is also a special kind of cost that arises 
from family involvement in firm governance. Such 
costs are likely to be mitigated in long-term oriented 
cultures because a stronger orientation to the future 
and a focus on the welfare of the next generations 
provide incentives for business families to rely on 

family rather than political ties. In this way, cultural 
long-term orientation reduces the political rent-seek-
ing costs of FGAs through a substitution effect from 
political to family networking strategies. Thus, our 
theoretical perspective explains why in similar envi-
ronments (i.e., poorly developed institutional con-
texts), some authors argue that family governance is 
costly and others that it is efficient. Since our institu-
tional economics perspective also incorporates legiti-
macy arguments for the prevalence of family firms, it 
can be viewed as a more comprehensive, integrated, 
and unified theory of family governance that contrib-
utes to our understanding of why firms are owned and 
managed by families instead of professional managers 
and investors, speaking to the greater economic effi-
ciency of FGAs in long-term oriented cultures.

Another contribution of our study is to research on 
the effects of informal institutions (Jaskiewicz et al., 
2021; Miller et  al., 2017) and long-term orientation 
(Brigham et  al., 2014; Lumpkin & Brigham, 2011) 
on family business performance. In family business 
research, past studies have mostly examined long-
term orientation at the organizational level to argue 
that business families’ emphasis on futurity, continu-
ity, and perseverance derived from their long-term 
perspective, vision, and commitment provide family 
firms with performance advantages (Le Breton-Miller 
& Miller, 2006; Lumpkin & Brigham, 2011; Miller 
& Le Breton-Miller, 2005). Instead, we examined 
long-term orientation at the cultural level, arguing 
that it may enhance the salience of future-oriented 
socioemotional priorities, thus mitigating some of 
the economic costs of FGAs that can reduce firm 
profitability and value. Therefore, we hypothesized a 
positive moderating effect of cultural long-term ori-
entation on the relationship between FGAs and per-
formance. Consistent with past studies that found 
that greater family involvement in firm governance 
has negative performance consequences (Jaskiewicz 
et  al., 2021), we find that more FGAs negatively 
affect firm performance. Contrary to our prediction, 
we find no evidence that this effect is weakened by 
long-term orientation, which also has a negative 
effect on performance. However, we also find that the 
latter disappears when we control for FGAs, suggest-
ing that long-term orientation mediates the FGAs-
performance relationship. This result is open to inter-
esting interpretations. One possible explanation is 
that FGAs negatively affect the market value of firms 
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because assets listed in financial markets are priced 
globally, not locally. Indeed, the increasing degree of 
political and economic openness in recent decades 
is reflected in the degree of financial market integra-
tion (Raddant & Kenett, 2021). The purpose of such 
integration is to make financial markets more stable 
and robust, as connectivity is supposed to promote 
the stability of the entire financial system. However, 
another consequence of financial integration is that 
no finance is local, and assets are priced indepen-
dently of their local market (Karolyi & Stultz, 2003). 
This can lead to biases in corporate valuations due 
to lack of knowledge or familiarity with local condi-
tions, particularly in the case of governance issues 
(Perkins et al., 2014; Pinelli et al., 2022). Thus, while 
firm owners and governance participants embedded 
in their local institutions are likely to be aware of the 
higher cost-effectiveness of FGAs in long-term ori-
ented countries, market participants and analysts not 
embedded in the same institutional environment may 
lack such knowledge or undervalue the lower costs 
and long-term benefits of FGAs in long-term oriented 
cultures. Such valuations may be due to the bounded 
rationality of market analysts (Luo et  al., 2019), 
which may lead them to be skeptical or overly cau-
tious about FGAs (Miller et al., 2018) and hyperboli-
cally discount the performance benefits of the lower 
cost of FGAs (Flammer & Bansal, 2017). Moreover, 
the emphasis on the short term in capital markets 
(Reilly et al., 2016) may exacerbate these estimation 
biases. Importantly, the finding that more FGAs are 
associated with lower market valuations has implica-
tions for the scale and scope of family firms, as firms 
that perform worse in financial markets are likely to 
have more difficulty obtaining the resources needed 
to expand and diversify their operations. As a result, 
empirical observations such as the lower propensity 
of family firms to engage in acquisitions (Gomez-
Mejia et  al., 2018) and internationalization (Debel-
lis, Torchia, et al., 2023b) may be due not only to risk 
aversion (Anderson & Reeb, 2003) or unwillingness 
to rely on external capital (Molly et  al., 2019), but 
also to a lower ability to obtain resources from the 
financial market.

Finally, by examining the effect of cultural long-
term orientation, which is a particular dimension of 
the broader informal institutional environment, we 
respond to Berrone et al.’s (2020) call to study infor-
mal institutions with greater centrality. Seminal works 

(La Porta et  al., 1999; La Porta et  al., 2000) have 
identified institutions as primary drivers of firm gov-
ernance and performance. However, while the exist-
ence of informal institutions is widely acknowledged, 
scholars have predominantly focused on formal insti-
tutions (e.g., laws, codes, etc.), leaving the role of 
the informal institutional context largely unexamined 
(Berrone et al., 2020). In addition, most studies that 
examine informal institutions (e.g., social norms, val-
ues culture, etc.) view their importance as inversely 
proportional to the level of development of the formal 
institutional environment (Peng et  al., 2018). Thus, 
constructs such as culture and social norms have been 
viewed as remedies for voids in the formal institu-
tional environment (e.g., weak shareholder protection, 
ineffective legal enforcement, lack of pro-business 
policies). As such, the relevance of informal institu-
tions for firm performance and behavior has tradition-
ally been subordinated to the presence of developed 
formal institutions. Instead, the informal institutional 
context can be viewed as a factor that influences the 
prevalence, behavior, and performance of family 
firms per se, separately and independently of formal 
institutions (Berrone et al., 2020). This study adheres 
to this perspective because, while we empirically con-
trol for the influence of formal institutions, our theo-
retical reasoning considers cultural long-term orien-
tation as an independent institutional force, and our 
arguments about its effects are not directly dependent 
on the presence or degree of development of other 
formal institutions.

5.1  Limitations and directions for future research

Our study offers insights and limitations, both of 
which provide opportunities for further research. 
First, we focus only on long-term orientation, which 
is just one dimension of the broader cultural environ-
ment. Thus, future research could examine whether 
other cultural dimensions (e.g., collectivism, power 
distance) influence family governance and perfor-
mance. Researchers could also explore how cultural 
dimensions — and informal institutions more gen-
erally — exert their influence. Such a research line 
could develop in several directions. On the one hand, 
researchers could examine the relationships among 
different informal institutions or between formal and 
informal institutions to uncover institutional inter-
dependencies. Indeed, individual institutions do not 
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exist in a vacuum, and their effects usually depend on 
the characteristics of the broader institutional context. 
On the other hand, researchers could also adopt novel 
theoretical perspectives to explore new mechanisms 
underlying institutional effects. Second, this study 
focuses on two dimensions of family involvement — 
leadership and ownership — but such involvement 
may unfold across multiple dimensions, such as the 
distribution of equity among family members, the 
degree of centrality of family members’ collocation 
in the firm’s hierarchy, or the number of generations 
involved in the firm’s governance (Debellis, Tor-
chia, et al., 2023b; Fang et al., 2018; Nordqvist et al., 
2014). Therefore, future research could also exam-
ine the nature — rather than the extent — of family 
involvement. Third, while we examined the effect of 
FGAs on performance, several other organizational 
outcomes may be affected by family governance. 
Thus, future research could examine whether cultural 
differences in family governance are reflected in sys-
tematic differences in, for example, internationaliza-
tion patterns, investment decisions, innovation strat-
egies, or preferences for internal vs external growth. 
Fourth, our arguments suggest that cultural influences 
may affect the incentives, priorities, and practices of 
family and nonfamily individuals involved in firm 
governance. However, we only theorize the effect of 
cultural long-term orientation. Future research could 
extend our reasoning to consider how other cultural 
dimensions affect family members’ priorities and, in 
turn, family business behaviors, strategies, and out-
comes. Such a research trajectory might reveal cross-
cultural variance in business family values and enrich 
our knowledge through a more nuanced understand-
ing of the family logic, which is usually described as 
universal, monolithic, and characterized by a defined 
and limited set of traits (e.g., altruism, paternalism, 
stewardship). Instead, these values may vary across 
cultures. Fifth, and relatedly, our study suffers from 
the assumption — common to many if not most fam-
ily business studies — that socioemotional priorities 
are responsible for functional or dysfunctional finan-
cial outcomes. Due to the difficulty of capturing soci-
oemotional priorities, most studies that rely on sec-
ondary data do not measure them directly, but assume 
they are automatically present when a firm is family 
owned (Miller & Le Breton-Miller, 2014). Because 
socioemotional priorities can be heterogeneous, and 
so can their effects on performance, future research 

could make a significant academic contribution by 
further investigating the effect of culture — and infor-
mal institutions more generally — on family firm 
governance and performance through direct measures 
of socioemotional goals to provide a more nuanced 
account of their diversity and effects. Moreover, such 
an approach, especially when combined with the use 
of panel data, would also enrich our results by reveal-
ing within-country differences and temporal variations 
in family firm governance and performance that our 
study could not capture due to our focus on cross-coun-
try differences and reliance on cross-sectional data.
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