
Missouri University of Science and Technology Missouri University of Science and Technology 

Scholars' Mine Scholars' Mine 

Business and Information Technology Faculty 
Research & Creative Works Business and Information Technology 

01 Mar 2022 

Do Nonfamily Managers Enhance Family Firm Performance? Do Nonfamily Managers Enhance Family Firm Performance? 

Chevy-Hanqing Fang 
Missouri University of Science and Technology, fangha@mst.edu 

James J. Chrisman 

Joshua J. Daspit 

Kristen Madison 

Follow this and additional works at: https://scholarsmine.mst.edu/bio_inftec_facwork 

Recommended Citation Recommended Citation 
Fang, C., Chrisman, J. J., Daspit, J. J., & Madison, K. (2022). Do Nonfamily Managers Enhance Family Firm 
Performance?. Small Business Economics, 58(3), pp. 1459-1474. Springer. 
The definitive version is available at https://doi.org/10.1007/s11187-021-00469-6 

This Article - Journal is brought to you for free and open access by Scholars' Mine. It has been accepted for 
inclusion in Business and Information Technology Faculty Research & Creative Works by an authorized 
administrator of Scholars' Mine. This work is protected by U. S. Copyright Law. Unauthorized use including 
reproduction for redistribution requires the permission of the copyright holder. For more information, please 
contact scholarsmine@mst.edu. 

http://www.mst.edu/
http://www.mst.edu/
https://scholarsmine.mst.edu/
https://scholarsmine.mst.edu/bio_inftec_facwork
https://scholarsmine.mst.edu/bio_inftec_facwork
https://scholarsmine.mst.edu/bus_inftec
https://scholarsmine.mst.edu/bio_inftec_facwork?utm_source=scholarsmine.mst.edu%2Fbio_inftec_facwork%2F429&utm_medium=PDF&utm_campaign=PDFCoverPages
https://doi.org/10.1007/s11187-021-00469-6
mailto:scholarsmine@mst.edu


Do Nonfamily Managers Enhance Family Firm
Performance?

Hanqing Fang & James J. Chrisman & Joshua J.
Daspit & Kristen Madison

Accepted: 7 February 2021
# The Author(s), under exclusive licence to Springer Science+Business Media, LLC part of Springer Nature 2021

Abstract Prior studies find that nonfamily managers
enhance family firm performance, yet other studies note
that family firms have difficulty attracting high-quality
nonfamily managers, often settling for average-quality
nonfamily managers. Given these findings, how is it
possible that average-quality nonfamily managers en-
hance family firm performance?We address this paradox
by theorizing that lower-performing, rather than higher-
performing, family firms are more likely to benefit from
employing nonfamily managers. Using a sample of 324
small family firms, we find that family firms with below-

average performance significantly benefit from
employing nonfamily managers, whereas family firms
with above-average performance do not experience the
same benefit. We attribute the difference to the presence
of family-management capacity constraints in lower-
performing family firms. For family firms with such
constraints, the employment of nonfamily managers is
more beneficial than it is for higher-performing family
firms, which are not bound by these constraints.

Keywords Familyfirms .Nonfamilymanagers .Human
capital . Performance . Labormarket sorting

JEL classifications D21 . L25 . L26 .M13 .M51 . O51

1 Introduction

A firm is considered a family firm when a family, or a
small number of families, hold controlling ownership
andwhen a vision exists for how the firmwill benefit the
family, potentially across generations (Bennedsen et al.
2010; Chua et al. 1999). Although family involvement
may provide a firm with advantages (Habbershon et al.
2003), the involvement of the family in the firm also
presents potential liabilities. One noted liability is that
family members may not possess the knowledge and
skills required for obtaining superior firm performance.
To overcome this family-management capacity con-
straint (Carney 2005), some family firms hire nonfamily
managers to gain access to valuable managerial re-
sources that do not exist, or are in short supply, within
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the family (Cucculelli et al. 2019; Dekker et al. 2015;
Stewart and Hitt 2012). Indeed, research suggests that
the involvement of nonfamily managers can positively
affect family firm performance (e.g., Fang et al. 2016;
Tabor, Chrisman, Madison, & Vardaman 2018).

However, another body of work suggests that family
firms face difficulties when seeking to hire nonfamily
managers. Those difficulties are attributed to the family
firm’s reluctance to use incentive compensation for non-
family employees (Memili et al. 2013), the pursuit of
family-centered noneconomic goals that do not benefit
nonfamily employees (Chrisman et al. 2012), and a pro-
pensity to engage in bifurcation bias, which is the prefer-
ential treatment of family members over nonfamily mem-
bers (Verbeke and Kano 2012). Because of these tenden-
cies, the most qualified and industrious nonfamily man-
agers are likely to eschew employment in family firms,
thus requiring family firms to hire from a labor pool
composed of proportionally fewer highly qualified can-
didates compared to the labor pool available to nonfamily
firms (Chrisman et al. 2014; Schulze et al. 2001).

These divergent findings lead us to explore the fol-
lowing paradox: If family firms are constrained in their
ability to hire high-quality nonfamily managers, then
under what circumstances do nonfamily managers en-
hance family firm performance?1 To resolve this para-
dox, we argue that whether nonfamily managers en-
hance family firm performance depends on the relative
quality of both the nonfamily managers and the family
managers in the firm. Specifically, we theorize that the
extent to which nonfamily managers contribute to fam-
ily firms depends on the extent to which the firm suffers
from a family-management capacity constraint. Family
firms with below-average performance are assumed to
have more severe management capacity constraints than
family firms with above-average performance. In other
words, given the attenuated labor pool facing family
firms, we suggest that hiring nonfamily managers ben-
efits family firms with below-average performance
more than family firms with above-average performance
because the former suffer from more pronounced

family-management capacity constraints than the latter.
Our theoretical arguments are supported using a sample
of 324 small family firms and a two-stage regression
analysis that controls for potential endogeneity. Robust-
ness tests confirm these results.

Our study contributes to the literature by resolving the
paradox of how nonfamilymanagers enhance family firm
performance if those managers are largely average, rather
than high, quality. While our findings confirm that, in
general, the proportion of nonfamilymanagers in a family
firm is positively associated with family firm perfor-
mance, further analyses suggest that this relationship only
holds for family firms with performance below industry
averages; no relationship is found between the proportion
of nonfamily managers and firm performance among
family firms with performance above industry averages.
We suggest that this occurs because nonfamily managers
of average quality have a greater potential impact on
family firms that suffer from family-management capac-
ity constraints, in general, nonfamilymanagers of average
quality cannot contribute as much to firm performance
when family managers are already superior in quality.
These findings explain the paradox of why and when
nonfamily manager involvement benefits some family
firms despite family firms facing difficulties hiring the
most qualified nonfamily managers.

2 Literature review and hypotheses

The involvement of a family in a business has the potential
to yield distinctive advantages given the valuable resources
that manifest via social capital (Pearson et al. 2008), patient
financial capital (Sirmon and Hitt 2003), and human cap-
ital (Dawson 2012) to name a few examples. However,
despite the potential for competitive advantage, the
family’s involvement in the firm also creates the potential
for competitive disadvantage. This might occur when a
family firm is managed exclusively by kin who may lack
the managerial resources required for the family firm to
achieve superior performance (Cucculelli et al. 2019). In
other words, family firms may experience family-
management capacity constraints (Carney 2005).

To overcome such constraints, a common solution is
for family firms to enhance their managerial resources
by hiring nonfamily managers. Family managers tend to
possess valuable, but relatively homogeneous, knowl-
edge given their long-term experience with the family
firm (Chirico et al. 2011) and limited outside experience

1 Managerial quality refers to the skills, abilities, experience, and
qualifications of an individual to perform managerial work. Although
we recognize that the quality of individual managers varies, we assume
that, in general, the nonfamily managers employed by nonfamily firms
are of higher quality than the nonfamily managers employed by family
firms. This aligns with prior studies, which suggest that the average
quality of the managerial labor pool available to family firms is lower
than that available to nonfamily firms (Chrisman et al. 2014; Schulze
et al. 2001).
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(Gedajlovic et al. 2004). As such, nonfamily managers
can enhance family firm performance through their di-
verse knowledge and experience (Binacci et al. 2016;
Chirico 2008; Harper 2008). Family managers also tend
to lack the knowledge necessary to manage complex,
high-growth organizations (Barr et al. 1992), especially
in industries with a strong technological orientation
(e.g., Carney 2005; Verbeke and Kano 2012). Nonfam-
ily managers can help family firms overcome such
cognitive limitations by providing knowledge resources
beneficial to understanding the complexities associated
with firms that are growing rapidly or competing in
dynamic settings.

Furthermore, nonfamily managers tend to have more
professional education and more experience than family
managers (Dyer 1989). This suggests that only family
managers with rare ability or training may be able to
compete with the high-quality nonfamily managers who
have risen through the ranks based on merit rather than
family membership (cf., Pérez-González 2006). Perhaps
this difference in ability is one reason why nonfamily
CEOs possess a greater propensity for risk-taking
(Huybrechts et al. 2013), which enables the business to
act on current industry opportunities and avoid potential
competency traps that might occur due to limited under-
standing of contemporary industry conditions.

Understanding that not all resources come fromwith-
in the firm, nonfamily managers can also provide family
firms with access to a broader network of external
resources. Because family members often have ties to
similar individuals and organizations, external networks
of kin tend to be redundant, which limits the scope of
access to external resources. Nonfamily managers,
however, possess network ties that are dissimilar to
those of family managers. Classen et al. (2012) find that
the number of nonfamily managers in a family firm is
positively related to the breadth of external search for
innovation opportunities, and Daspit et al. (2019) sug-
gest that nonfamily involvement enhances a family
firm’s ability to acquire and assimilate new, external
knowledge via a potential increase in absorptive capac-
ity, underscoring the value of network-based resources
contributed by nonfamily managers.

Finally, the involvement of nonfamily managers tends
to be associated with professional management practices
(Lien and Li 2014; Stewart and Hitt 2012). The involve-
ment of nonfamily managers in family firms is often
related to the development of high-performance work
systems and relevant human resource policies, such as

performance evaluation and incentive compensation sys-
tems, which breed accountability and reduce bias be-
tween family and nonfamily employees (Madison et al.
2018). Nonfamily involvement and professional manage-
ment systems provide informal and formal monitoring
that acts to reduce the incidence of resource expropria-
tion, which occurs when excessive control and entrench-
ment of familymanagers encourage them to commandeer
firm resources for the private benefit of themselves and
their families (Bozec and Laurin 2008; Distelberg and
Sorenson 2009; Oswald et al. 2009). Thus, given that
family firms may experience managerial capacity con-
straints when relying on kin, involving nonfamily man-
agers provides access to new and diverse knowledge
resources, experiential resources gained from working
outside of the family firm, access to additional resources
from expanded networks, and more efficient use of inter-
nal resources within the firm. Indeed, prior work has
shown that the performance of family firms improves
when they hire a professional CEO but not when they
appoint a family heir (Chang and Shim 2015). Taken
together, these theoretical arguments and prior research
yield the following baseline hypothesis:

Hypothesis 1. The extent to which nonfamily man-
agers are involved in the family firm
is positively related to family firm
performance.

Our baseline hypothesis is that nonfamily managers
have a positive effect on family firm performance be-
cause nonfamily managers help overcome the family-
management capacity constraints mentioned so often in
the literature (e.g., Carney 2005; Verbeke and Kano
2012). However, a closer examination of the impact of
nonfamily managers is warranted because family firms
face a restricted labor market when hiring nonfamily
managers and have varying levels of family-
management capacity constraints. In other words, we
suggest that the benefit from hiring nonfamily managers
primarily exists when the quality of the resources of-
fered by nonfamily managers exceeds those possessed
by the family firm’s family managers.

Family firms are well-known for their pursuit of
family-centered, noneconomic goals oriented toward
building socioemotional wealth (Chrisman et al. 2012;
Gómez-Mejía et al. 2011; Gómez-Mejía et al. 2007).
These goals include maintaining control of the firm,
exercising familial influence, developing a family
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legacy, and pursuing transgenerational succession
(Berrone et al. 2012; Hammond et al. 2016). Accord-
ingly, family managers tend to favor strategies that
support the achievement of these goals (Chrisman
et al. 2012; Molly et al. 2019) and are averse to strate-
gies that hinder such achievements (Gómez-Mejía et al.
2007; Gómez-Mejía et al. 2010). Nonfamily managers,
however, are more motivated to pursue economic
goals—goals from which they are more likely to
benefit—and as a result, their drive to pursue economic
goals is not perfectly aligned with the dual economic
and noneconomic goals of family firm owners. Further,
nonfamily managers may be held to a higher perfor-
mance standard than family managers and may not be
fully compensated for their contributions (Chrisman
et al. 2014). Therefore, even though nonfamily man-
agers may have expertise that contributes to the achieve-
ment of economic goals, their expertise may not help
family firms achieve noneconomic goals, and further,
this expertise may not be adequately rewarded
(Chrisman et al. 2014; Lee et al. 2003). As a result,
nonfamily managers are more likely to seek employ-
ment in nonfamily firms, where greater goal compati-
bility and a greater likelihood of being rewarded for
their contributions exist. Since the labor market is com-
petitive, this suggests that the highest-quality nonfamily
managers are more likely to work in nonfamily firms
than in family firms.

Nonfamily managers may also forgo working in family
firms because of the possibility of bifurcated treatment
between family and nonfamily members (Verbeke and
Kano 2012). For instance, family owners may refrain from
monitoring, evaluating, and disciplining family managers
if they perceive that those actions might harm familial
relationships (Gómez-Mejía et al. 2001). Family managers
may also receive preferential treatment in the form of
perquisites, higher salaries, and other private benefits re-
gardless of their contribution to the firm (Bertrand and
Schoar 2006). Further, the family’s desire to retain control
of the firm often translates into fewer advancement and
ownership opportunities for nonfamily managers
(Gedajlovic and Carney 2010; McConaughy 2000;
Schulze et al. 2001; Verbeke and Kano 2012). Unfortu-
nately, the impact of bifurcation bias is felt more strongly
by highly qualified nonfamilymanagers whowould derive
the greatest benefit from its absence.

On the other hand, family firms are known for provid-
ing nonpecuniary inducements, such as greater job secu-
rity and organizational support, to nonfamily managers.

These inducements are attractive to all nonfamily man-
agers but may not be as attractive as higher pay, incen-
tives, and promotion opportunities to higher-quality man-
agers (Block et al. 2016; Hauswald et al. 2016). Higher-
quality managers are more likely to benefit than average-
quality managers from pecuniary inducements; however,
nonpecuniary inducements are accessible to all managers
equally regardless of qualifications or performance
(Chrisman et al. 2014). Indeed, Chrisman et al. (2017)
find that labor productivity is affected most by incentive
compensation, followed by higher pay, and least by
benefits programs; this ordering is attributed to howmuch
employees’ qualifications and performance influence the
rewards they obtain from these inducements.

In all, due to incongruent goals, asymmetric treat-
ment, fewer advancement opportunities, and decreased
likelihood that their experience can be leveraged, the
most qualified nonfamily managers are reluctant to
work in family firms and prefer opportunities in non-
family firms. In other words, the most qualified non-
family managers sort themselves out of the family firm
labor market, leaving an attenuated pool of nonfamily
managers whose qualifications are, on average, lower
than those who seek employment in nonfamily firms
(Chrisman et al. 2014).2

Because the nonfamily managers who are likely to be
available to family firms are generally only average in
quality, we suggest that the positive relationship be-
tween nonfamily manager involvement and firm perfor-
mance is not observed in all family firms, partially
because the variance in the quality of family managers
is quite high (cf., Block et al. 2011). Family firms with
high-quality family managers already possess the man-
agement capacity needed to achieve superior firm per-
formance and may only hire nonfamily managers to
gain legitimacy or fill managerial gaps in the firm owing
to a shortage of family managers (Chrisman et al. 2014;
Stewart and Hitt 2012). For example, research suggests
that the involvement of founders (Adams et al. 2009)
and later-generation family managers (Sciascia et al.
2014)—who are likely to have more experience and a
refined management capacity—is positively related to
firm performance. Moreover, the tenure of family

2 Although the quality of individual managers will differ, we assume
nonfamily managers in family firms are average in quality to distin-
guish their skills, abilities, experience, and qualifications both from
nonfamily managers in nonfamily firms who are likely to be higher in
quality and from high- and low-quality family managers in family
firms.
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managers reduces the negative impact of excess family
control on performance (Goel et al. 2011). In these
instances, nonfamily managers are less likely to improve
firm performance since there are few or no family-
management capacity constraints to overcome.

However, family firms with family-management ca-
pacity constraints can benefit from hiring nonfamily
managers with average qualifications because these av-
erage qualifications are likely to be higher than the
existing qualifications of family managers. When this
is the case, the involvement of nonfamily managers is
expected to improve family firm performance. There-
fore, compared to family firms with above-average per-
formance, family firms with lower-quality family man-
agers, and correspondingly lower performance, are
more likely to reap the benefits of nonfamily manager
involvement. Accordingly, we hypothesize:

Hypothesis 2. The extent to which nonfamily man-
agers are involved in family firms is
positively related to family firm perfor-
mance when family managers are of
relatively lower quality but not when
family managers are of relatively
higher quality.

3 Methodology

Multiple sources of data were used for the study: data on
small family firms were acquired from the U.S. Small
Business Development Center (SBDC), and to control for
endogeneity, data from both the U.S. Census and the U.S.
Bureau of Economic Analysis were used. The data came
from a larger project designed to assess the effectiveness
of the SBDC’s counseling services. In 2009, surveys
were distributed to the entire population of 58,127 firms
that received 5 or more hours of support from the SBDC
in a previous period. Overall, 9411 responses were re-
ceived, for a response rate of 16.2%. The main informant
of the survey was the principal manager and primary
owner of the firm. Aligned with the definition of family
firms, we excluded observations (1) with less than 50%
family ownership, (2) with no family managers, and (3)
where the respondent did not consider the firm to be a
family firm or did not intend to pass the business on to a
family successor, as well as those (4) with no employees,
no reported sales, or with missing data relevant to the

study. These exclusions ensure the sample only includes
family-owned andmanaged firms with at least one family
manager and a transgenerational succession intention.
However, these exclusions also limited our final sample
to 324 family firms.

The family firms in the sample are relatively young
(average age = 10.27 years) and small (average size = 15
employees), making the impact of each manager corre-
spondingly greater. One-third of the firms indicated they
are in service industries. Retail and manufacturing firms
constituted 17% and 15% of the sample, respectively.
The remaining firms reported they compete in a variety
of other industries. Of the firms in the sample, 43% are
located in the South, 20% in the Midwest/North, 13% in
the East, and 24% in the West. On average, family
ownership is nearly 93%, and nonfamily managers com-
prise nearly 16% of the management team.

We conducted tests to assess the potential of nonre-
sponse bias. Nonresponse bias did not appear to be an
issue after an examination of t-tests comparing early and
late respondents to the survey among the variables of
interest (Kanuk and Berenson 1975).

3.1 Measures

3.1.1 Dependent variables

To assess performance, respondents were asked to indi-
cate the range that best estimated the firm’s sales growth
and return on sales (ROS) over a 3-year period. The
choices were <0%, 0%, 1–5%, 6–10%, 11–15%, 16–
20%, and >20%. These indicators were coded 1 to 7,
with higher scores indicating higher levels of perfor-
mance. Sales growth and ROS represent different as-
pects of firm performance; thus, using both indicators in
separate analyses provides a more complete understand-
ing of the effect that nonfamily manager involvement
has on family firm performance.

3.1.2 Independent variable

Following prior literature, we operationalized nonfamily
management as the proportion of nonfamily managers
relative to all managers employed in the firm (Fang et al.
2016). Accordingly, respondents were asked to indicate
the number of nonfamily managers and the number of
family managers in their firm. We used these responses
to calculate the percentage of nonfamily managers in
each family firm.
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3.1.3 Grouping variable

Since we did not have direct measures of managerial
quality, we made two important assumptions. First, we
assumed the quality of the management team was
reflected by the relative performance of the firm com-
pared to industry competitors. Second, we assumed that
being drawn from a smaller labor pool, the across-firm
variance in the quality of family managers was greater
than the variance in the quality of nonfamily managers.

To assess whether family firms were performing
below (or above) industry averages and, thus, were
likely to have (or not have) family-management capac-
ity constraints, respondents were asked to compare their
firm’s sales growth and ROS to industry competitors
over the past 3 years in separate questions. Responses
were provided on a 5-point scale, with the choices being
Much Below, Below, Similar, Better, and Much Better.
These indicators were coded 1 to 5, respectively. From
these data, we divided the sample into two groups that
included below and above-average industry perfor-
mance. The average sales growth compared to compet-
itors was 3.19, and the average ROS compared to com-
petitors was 3.46. Thus, for each measure, firms provid-
ing responses of 3 or lower were considered below
average, and those providing responses of 4 or above
were considered above average.

3.1.4 Control variables

We controlled for percentage of family ownership, firm
age, firm size (log of the total number of employees),
industry (retail, manufacturing, and service industries
were measured as dummy variables; “other industries”
served as the reference group), and geographic area
(East, South, and Midwest/North were measured as
dummy variables; West served as the reference group).

3.1.5 Instrumental variables

We controlled for endogeneity because the results may
be affected by reverse causality or latent factors that
were not included in the model. For example, lower
performance may prompt firms to hire more nonfamily
managers. Similarly, a variety of strategic decisions may
be related to firm performance and the willingness of
family owners to employ nonfamily managers. Thus,
controlling for endogeneity is especially important giv-
en the cross-sectional nature of the study.

We identified four instrumental variables that are
likely to be strongly related to the focal variable (the
proportion of nonfamily managers in the family firm)
but likely to be unrelated to the dependent variables
(sales growth, ROS).3 Two instrumental variables (i.e.,
educational expense per household and population den-
sity in each state) were obtained from the U.S. Census
and U.S. Bureau of Economic Analysis databases. Two
additional instrumental variables (i.e., the average size
of the management team and the span of management
control by industry in each state) were obtained from the
SBDC database. Because our instruments represent av-
erages in the industries and/or states in which the firms
in the sample compete, they are unlikely to be associated
with the performance of the sample firms since they
would impact all firms in an industry and/or state in
the same manner.

Educational expense per household was calculated
using the total educational expense (thousand dollars) in
each state divided by the total number of households in
each state. This variable signals the quality of the edu-
cational system, which may affect the supply of non-
family managers in each state with at least average
qualifications and, in turn, the willingness of family
firms to hire them. However, education expense per
household is unlikely to directly influence the perfor-
mance of individual firms within a state, and given the
size of the firms in the sample, competition among firms
in the sample across states would be uncommon. As
expected, the correlation between educational expense
and the nonfamily management variable (r = 0.17) is
much higher than the correlation between educational
expense and sales growth (r = −0.02) and ROS (r =
0.03).

Similarly, population density (log of total population
divided by area in each state) may increase the overall
supply of nonfamily managers and should be positively

3 It is important to note that the instrumental variables may be indi-
rectly related to the dependent variables. This is to be expected because
the instrumental variables should be related to the nonfamily manager
independent variable, which, in turn, should be related to the dependent
variables. However, this should not invalidate our instruments because
other than through the explanatory variables included in the second
stage regression, they are uncorrelated with performance (Adams et al.
2009). It should also be noted that, by definition, the instrumental
variables are related to the proportion of family managers in a family
firm, which is the inverse of our independent variable (i.e., 1—
proportion of nonfamily managers). However, we do not consider this
to be a problem since our purpose is to identify instruments that will
limit the effects of endogeneity on the relationship between the non-
family manager variable and the sales growth and ROS variables.
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related to the employment of nonfamily managers. By
contrast, there is no reason to expect a direct relationship
between population density and sales growth or ROS.
Indeed, the correlation between population growth and
nonfamily management is 0.19, whereas its correlation
with both sales growth and ROS is −0.02.

Span of management control is measured as the
average employee to manager ratio in each industry in
each state. This variable signals the demand for nonfam-
ily managers (a higher ratio indicates lower demand)
and should be negatively related to the employment of
nonfamily managers as confirmed by our correlation
analysis (r = −0.13). However, as confirmed by the
correlations, there is no reason to presume that span of
control is strongly related to sales growth (r = 0.06) or
ROS (r = −0.01).

Finally, the average size of the management team is
calculated as the average number of managers for all
firms in each industry in each state. This variable cap-
tures the average demand for managers in each industry
in a state. Given that the number of family members is
limited by the size of the family, the average size of the
management team should be positively related to the
proportion of nonfamily managers in family firms,
which is confirmed by the correlation analysis (r =
0.20). On the other hand, the average size of the man-
agement team in an industry in a state should not be
related to firm performance, and, as expected, the cor-
relations between this variable and sales growth (r =
0.09) and ROS (r = 0.08) are relatively low.

3.2 Data analysis

Following Hamilton and Nickerson (2003), we ana-
lyzed our data using a two-stage regression approach
with instrumental variables. Variance inflation fac-
tors were all less than 5.00. The White method was
used to control heteroscedasticity. In the first stage,
the instrumental and control variables were used to
estimate the predicted value of nonfamily manager
involvement. In the second stage, the dependent
variables were regressed against the predicted non-
family manager involvement variable obtained in the
first stage and the control variables to test Hypoth-
esis 1. To test Hypothesis 2, we divided the sample
into firms with performance above and below indus-
try averages using the grouping variables and reran
the analysis for each group.

4 Results

Table 1 provides descriptive statistics and bivariate cor-
relations among the study variables. As expected, the
nonfamily manager involvement variable is positively
correlated with both performance measures. Additional-
ly, as discussed above, all four instrumental variables
are significantly correlated with the independent vari-
able but not with the dependent variables. Table 2 pro-
vides the distribution of nonfamily managers across the
full sample of family firms, those performing below
industry averages, and those performing above industry
averages.

Table 3 summarizes the regression results. Standard-
ized betas are reported. In the first stage, the estimated
coefficients of all four instrumental variables are signif-
icant in the expected direction, further supporting the
soundness of the selection criteria. In the second stage,
we tested the hypothesis that the involvement of non-
family managers is positively related to family firm
performance using the predicted value of the indepen-
dent variable from the first-stage regression. In support
of Hypothesis 1, nonfamily manager involvement has a
significant and positive effect on both sales growth (β =
0.110, p < 0.001) and ROS (β = 0.074, p < 0.05).

After dividing the sample by the grouping variable,
we found that the positive effect of nonfamily manager
involvement is significant only for family firms that
have performance below industry averages (sales
growth: β = 0.147, p < 0.01; ROS: β = 0.095, p <
0.01). For family firms with performance above industry
averages, the effect of nonfamily manager involvement
is not significant (sales growth: β = 0.033, p > 0.10;
ROS: β = 0.053, p > 0.10). Furthermore, t-tests indicate
that the betas of the nonfamily manager involvement
variable are significantly greater in the regressions of
firms with performance below industry averages than in
the regressions of firms with performance above indus-
try averages for both dependent variables (sales growth:
t = 3.750, p < 0.001; ROS: t = 4.272, p < 0.001). Hence,
Hypothesis 2 is supported.

4.1 Robustness tests

We conducted several robustness tests to ensure the
reliability of our results.4 First, to ensure our results

4 Full results of the robustness tests are available from the lead author
upon request.
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were not affected by regression to the mean, we used
Propensity Score Matching (PSM), to identify a sample
of nonfamily firms that we matched with our primary
sample of family firms with respect to the performance
and control variables. The results of a matched-sample
regression are consistent with the primary results: both
hypotheses are supported. Furthermore, the PSM results
provide additional assurance that endogeneity, as well
as regression to the mean, does not influence the
findings.

Second, we use several alternative measures of
key variables, which include (1) the actual nonfamily
involvement variable rather than the predicted value
and (2) the number of nonfamily managers in the
management team rather than the percentage. Fur-
thermore, we use several alternative ways to specify
the sample. For example, we relax the constraint of at
least one family manager (n = 357). We also analyze
family firms with fewer than 100 (n = 319), fewer
than 50 (n = 304), and fewer than 20 employees (n =
265). In each case, the regression results are consis-
tent with our hypotheses. In addition, we investigated
whether there was a nonlinear, inverted-U relation-
ship between nonfamily manager involvement and
firm performance because a possible alternative ex-
planation for our findings is that there are limits to
the number of nonfamily managers that family firms
can ga infu l ly employ before exper ienc ing
diminishing returns. However, consistent with our
theoretical assertions, our analysis shows that the
relationship is linear rather than nonlinear.

Third, we compared the proportion of nonfamily
managers in family firms with above- and below-
average performance. We found no statistical difference
in the proportion of nonfamily managers between fam-
ily firms with above-average performance and those
with below-average performance. This finding suggests
that the results pertaining to Hypothesis 2 are likely
driven by the relative quality of the nonfamily managers
and the family managers rather than the proportion of
nonfamily managers involved in family firms with
above and below-average performance. Thus, the results
of the analyses appear to be both empirically and theo-
retically robust.

5 Discussion

The involvement of nonfamily managers is a prominent
issue for family firms (Benavides-Velasco et al. 2013;
Tabor et al. 2018) given that nonfamily managers are
often critical to the professionalization efforts, growth,
and performance of these organizations (Stewart and
Hitt 2012). However, prior studies provide paradoxical
insights. Even though nonfamily managers are believed
to generally enhance family firm performance, family
firms are often compelled to hire from a restricted pool
of nonfamily managers who are not as qualified, on
average, as those available to nonfamily firms, which
would seem to limit the value family firms gain from
hiring nonfamily managers. To resolve this paradox, we
examine the conditions in which family firms

Table 2 Distribution of nonfamily managers

Nonfamily managers Sales growth Return on sales

Number of nonfamily managers in the family firm Full sample Below industry-
average perfor-
mance

Above industry-
average perfor-
mance

Below industry-
average perfor-
mance

Above industry-
average perfor-
mance

– No. Percent No. Percent No. Percent No. Percent No. Percent

0 177 54.63% 88 57.52% 89 52.05% 107 55.15% 70 53.85%

1 67 20.68% 37 24.18% 30 17.54% 46 23.71% 21 16.15%

2 40 12.35% 13 8.50% 27 15.79% 21 10.82% 19 14.62%

3 15 4.63% 6 3.92% 9 5.26% 8 4.12% 7 5.38%

4 10 3.09% 2 1.31% 8 4.68% 5 2.58% 5 3.85%

5 7 2.16% 3 1.96% 4 2.34% 5 2.58% 2 1.54%

>5 8 2.47% 4 2.61% 4 2.34% 2 1.03% 6 4.62%

Total 324 100% 153 100% 171 100% 194 100% 130 100%
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experience positive performance effects from nonfamily
manager involvement.

We hypothesize and find that nonfamily manager
involvement generally improves family firm perfor-
mance. We then conduct a more nuanced investigation
wherein we theorize that the effect of nonfamily man-
ager involvement on family firm performance is only
relevant for family firms with performance below in-
dustry averages where family-management capacity
constraints are likely to be more pronounced. In such

situations, even nonfamily managers of average quality
can make an impact given that they are likely to be more
qualified than a firm’s family managers. Indeed, our
results indicate that nonfamily managers have a positive
effect on family firms with performance below industry
averages but not on family firms with performance
above industry averages. Two-stage least square and
PSM controls suggest that reverse causality, omitted
variable bias, and regression to the mean are likely not
the source of this relationship.

Table 3 Regression results

Sample First-stage regression Second-stage regression

Whole sample Whole sample Below industry-average
performance

Above industry-average
performance

Dependent variables Nonfamily management Sales growth ROS Sales growth ROS Sales growth ROS

Independent variable:

Nonfamily management1 0.110*** 0.074* 0.147** 0.095** 0.033 0.053

Control variables:

Family ownership 0.165 − 0.078 0.040 − 0.079 0.001 − 0.059 0.149

Firm age − 0.048 − 0.272*** − 0.052 − 0. 214* − 0.078 − 0.210† − 0.007

Firm size 0.255** 0.169** 0.045 0.095 0.013 0.035 − 0.070

Retail − 0.004 − 0.040 0.020 − 0.051 − 0.004 − 0.065 − 0.085

Service 0.071 − 0.032 0.064 − 0.038 0.025 − 0.041 0.027

Manufacturing 0.028 0.077 0.098 0.028 0.044 0.184** 0.173*

East2 0.014 0.003 − 0.089 − 0.162 − 0.160† 0.191* 0.167

South − 0.059 0.007 0.028 − 0.138 − 0.129 0.198† 0.215†

Midwest/North 0.019 − 0.004 − 0.020 − 0.195 − 0.121 0.188† 0.105

Instrumental variables:

Educational expense 0.094*

Population density 0.079*

Span of management control − 0.082***

Average management team 0.106***

Sample size 324 324 324 153 194 171 130

Adj. R2 0.102 0.094 0.031 0.092 0.041 0.118 0.111

F-Statistic 2.829 3.255 0.999 1.440 0.795 2.035 1.381

1 Predicted value from the first stage regression
2 Regional dummy variables are coded as follows: West is used as the base reference.

East: Connecticut, Delaware, District of Columbia, Maine, Maryland, Massachusetts, New Hampshire, New Jersey, New York, Pennsyl-
vania, Rhode Island, Vermont, Virginia, and West Virginia;

South: Alabama, Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, New Mexico, North Carolina, Oklahoma, South Carolina,
Tennessee, and Texas;

Midwest/North: Illinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri, Nebraska, Ohio, and Wisconsin; and

West: Alaska, Arizona, California, Colorado, Hawaii, Idaho, Montana, Nevada, North Dakota, Oregon, South Dakota, Utah, Washington,
and Wyoming

Standardized estimation coefficients are reported; ***p < 0.001; **p < 0.01; *p < 0.05; † p < 0.10
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5.1 Contributions

This study contributes to family firm research in several
ways. First, we confirm the general, positive effect that
nonfamily manager involvement can have on family
firm performance. We elucidate the benefits that non-
family managers offer to family firms given that some
family firms experience managerial capacity constraints
due to the limited outside experience, professional edu-
cation, and access to external resources of family man-
agers. Specifically, we argue that nonfamily managers
provide family firms with knowledge resources and
other benefits that are less available (or unavailable) in
the absence of those managers. This argument aligns
with prior studies that suggest nonfamily managers en-
hance the performance of family firms (e.g., Dekker
et al. 2015; Madison et al. 2018; Patel and Cooper
2014; Tabor et al. 2018).

Second, we investigate the paradox of how family
firms can experience enhanced performance even
though the nonfamily managers hired are likely to be
only average in quality. To this end, we suggest that
highly qualified nonfamily managers sort themselves
out of the family firm labor market owing to goal
misalignment, asymmetric treatment, and fewer ad-
vancement opportunities. Accordingly, we hypothesize
and find that nonfamily managers significantly influ-
ence family firm performance only in family firms with
below-average industry performance. We argue that this
finding occurs because nonfamily managers with an
average-level of qualifications are generally more qual-
ified than the family managers in lower-performing
family firms. Therefore, this finding resolves the non-
family manager paradox by demonstrating that family
firms can experience positive benefits from nonfamily
manager involvement, but this benefit is limited to fam-
ily firms that suffer from family-management capacity
constraints. Although this seems like an obvious con-
clusion, it has remained hidden in prior literature, which
has not taken the quality of family managers or the
performance of the family firm into account. Indeed,
the literature to date illustrates an instance of when
misleading conclusions can be reached when the aspects
of family firm heterogeneity are not explicitly
considered.

Third, the findings of this study have potentially
impactful economic and societal implications. Family
firms are considered “the backbone of private industry
and a key target for policies aimed at increased

employment and economic growth” (Andersson et al.
2018, p. 540). More than 80% of U.S. businesses are
small family firms and more than one-third of Fortune
500 companies are family firms (Chu 2009). Research
estimates that U.S. family firms contribute 64% of the
GDP and employ 62% of the U.S. workforce (Astrachan
and Shanker 2003). In Europe and Asia, family firms
represent approximately 40% of all firms and are a key
source of employment and economic growth (Chu
2009). Because of the impact family firms have on
economies (Memili et al. 2015), understanding the
drivers of their performance, especially those related to
the workforce, is necessary. Our theoretical assertions
are built on the notion that family firms are likely to
have difficulty attracting high-quality nonfamily man-
agers but that average-quality nonfamily managers can
still make a positive impact on lower-performing family
firms. Since the results support our hypotheses, we
argue that high-performing family firms should be en-
couraged to be more effective in signaling the opportu-
nities available to high-quality nonfamily managers and
ensuring that they deliver on their promises to these
managers.

5.2 Limitations and future research

Although this study offers important insights, limita-
tions exist. First, the SBDC population primarily con-
sists of small firms. Thus, caution should be exercised
when generalizing these findings to larger family firms.
In addition, although the sample is of reasonable size
and given that prior work suggests that SBDC clients are
generally representative of the population of small firms
in the USA (Chrisman et al. 2012), a need remains for
further research to ensure that the findings are not an
artifact of the sample. Conclusions based on a sample of
small firms in the USA may underestimate the distinc-
tions of certain family attributes across different cul-
tures, which may be critical to family firm performance.
For example, in economies with underdeveloped prop-
erty rights, the potential for nonfamily managers to act
opportunistically may negate the value of their poten-
tially greater managerial resources. In such a situation,
the relationship between nonfamily manager involve-
ment and family firm performance may disappear en-
tirely (cf., Ilias 2006). On the other hand, in some
cultures, the inclusion of nonfamily in the firmmay help
mitigate resource expropriation by nuclear and distant
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kin, which may lead to a more positive influence on
family firm performance (e.g., Daspit and Long 2014).

Second, other variables that influence family firm
performance, beyond those considered, are undoubtedly
present. For example, certain family and management
attributes—such as family size, family structure, gener-
ational stage, founder status, management tenure, suc-
cession intentions, and kinship networks—may affect
family firm performance. More importantly, however,
we were not able to directly measure the quality of the
nonfamily or family managers in our sample. Instead,
based on prior literature, we assume that the nonfamily
managers are, in general, of average quality, falling
somewhere between that of the most capable and least
capable family managers. Given the importance of non-
family managers, research that expands on these in-
sights by measuring and comparing the actual quality
of family and nonfamily managers in family firms and
between family and nonfamily firms would be useful.

Third, while hiring nonfamily managers is a step
toward professionalization, we are not able to observe
the extent to which the family firms in the sample are
professionalized. Although the inclusion of nonfamily
managers is one indicator of professionalization
(Stewart and Hitt 2012), consideration should also be
given to financial control systems, human resource con-
trol systems, and the extent to which authority is
decentralized (Benavides-Velasco et al. 2013; Chrisman
et al. 2016; Dekker et al. 2015). Similarly, further re-
search on how the design of compensation packages
affects nonfamily manager involvement and family
firm performance remains a fruitful area of research
not captured in our study. For example, Block (2011)
suggests that short-term incentives have a greater impact
on the behavior of nonfamily managers (positive in
terms of short-term performance, negative in terms of
the pursuit of the firm’s long-term goals) than family
managers, but this theorizing has not been empirically
tested. Furthermore, although family managers appear
to have higher performance-based compensation than
nonfamily managers in developing and emerging mar-
kets (Nyantakyi 2016), more research is needed to de-
termine the extent to which the compensation of family
and nonfamily managers is influenced by bifurcation
bias (Verbeke and Kano 2012) rather than variations in
ability and effort.

Fourth, we do not account for the idiosyncratic pref-
erences of nonfamily managers in the labor market.
Hauswald et al. (2016) note that applicants who value

conservation (i.e., tradition, conformity, security) or
self-transcendence (i.e., benevolence, universalism)
tend to be more attracted to family firms. While this
could ameliorate, or (more likely) exacerbate, the
sorting effect discussed in this investigation, future stud-
ies are encouraged to take a more refined approach to
examining the influence of the preferences and quality
of nonfamily managers in the labor market. Likewise,
obtaining a better understanding of the conditions in
which more qualified nonfamily managers may be
attracted to family firms is also important. Here, a per-
spective that accounts for perceived person-organization
fit (Kristof 1996) might yield valuable insights.

Finally, the data analyzed in this study are cross-
sectional, which means we cannot establish causality
but can only draw theoretical inferences from the em-
pirical relationships. Although controlling for
endogeneity partially mitigates the problems of reverse
causality and omitted variable bias, longitudinal data
would allow for more detailed insights into the mecha-
nisms through which the involvement of nonfamily
managers is related to family firm performance. Addi-
tionally, future studies that assess a broader array of
family firm performance measures are encouraged. In
our study, both sales growth and ROS are used to offer
insight into firm performance; however, using other
measures of economic and noneconomic performance
will contribute to a better appreciation of the impact of
nonfamily manager involvement.

Aside from future research that improves on our
research design, other opportunities remain. For in-
stance, even though the involvement of average-
quality nonfamily managers is beneficial to some family
firms, understanding how family firms can attract better-
quality nonfamily managers is an area worthy of further
investigation. As noted, Chrisman et al. (2017) find
evidence that, in decreasing order of importance, incen-
tive compensation, higher pay, and benefits packages
that act as pay substitutes have a greater effect on labor
productivity in family firms than in nonfamily firms.
This appears to be because such compensation not only
aligns the interests of owners and managers but also
increases the attractiveness of family firms as employers
to nonfamily managers, thus reducing the sorting effect
discussed above. Such mechanisms may assist family
firms in recruiting better-qualified nonfamily managers.
Unfortunately, research also suggests that the greater a
family’s involvement in the firm, the greater their focus
on preserving socioemotional wealth, which reduces the
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probability that incentives will be offered to nonfamily
managers (Memili et al. 2013). Additional research is
needed to understand how family firms can preserve
socioemotional wealth while simultaneously benefitting
from the involvement of nonfamily managers.

Qualitative studies could also be useful given that
there are many gaps in knowledge concerning the roles
of nonfamily managers and how those roles emerge and
evolve. For example, qualitative research might be use-
ful to understand how, to what extent, and in which
situations nonfamily managers are ceded power. We
find that the involvement of nonfamily managers is
significantly related to performance when the family
firm performs below the industry average; however,
precisely how power is transferred to nonfamily man-
agers in a way that enhances the achievement of eco-
nomic goals without undermining the achievement of
noneconomic goals (if that is indeed possible) needs to
be studied. For example, can a temporary leadership or
seat-warmer role be an effective way to utilize nonfam-
ily managers (Lee et al. 2003), and if so, how can this be
accomplished without demotivating family managers?

6 Conclusion

Prior research has yielded paradoxical insights suggest-
ing that nonfamily managers enhance family firm per-
formance even though family firms have difficulty
attracting high-quality nonfamily managers. We attempt
to resolve this paradox by theorizing that nonfamily
manager involvement is only significantly related to
firm performance in family firms with family-
management capacity constraints, as exemplified by
performance below industry averages. We argue that
this is because family firms with deficiencies in the
managerial resources of family members benefit from
hiring average-quality nonfamily managers given that
the capacity of the family to manage the family firm is
below average. Thus, this study offers insights into why
and when nonfamily managers affect family firm per-
formance and creates a foundation to support future
investigations.
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