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Creating an Environment for Successful
Nonfamily CEOs: An Exploratory Study
of Good Principals
Timothy P. Blumentritt, Andrew D. Keyt, Joseph H. Astrachan

Nonfamily CEOs are an important part of the managerial efforts of many family busi-
nesses. However, little academic work has focused on these managers, who reside in the
dual worlds of business and family. This article presents a study based on interviews with
27 family members and nonfamily CEOs (NFCs) with the objective of exploring what
makes for successful NFCs. We find that successful nonfamily CEO engagements are
characterized by the selection of an individual with both business and interpersonal
competencies, and the support of both family business boards and councils.

Introduction

Family businesses are the most prevalent corpo-
rate form in today’s marketplace (Astrachan &
Shanker, 2003). By necessity, family businesses
reach out to others to access qualified people who
will participate in both the business activities
and relationships that provide the essence of
these firms. Nonfamily employees, managers, and
executives are central to the ability of family busi-
nesses to grow and endure in their competitive
market spaces. In many cases, the connections
between nonfamily employees and the families
with and for which they work become so tight that
they feel “like part of the family” (Klein & Bell,
2007).

We are particularly interested in one form of
nonfamily employees, the nonfamily CEO. Nonfa-
mily CEOs reside at a nexus of influences (Bhat-
tacharya & Ravikumar, 2004). They are assigned to
lead businesses, but often find themselves in roles
such as management trainer, counselor, and con-
fidant (Klein, 2000). They often are superiors on
organizational charts to people who sit on their
boards and evaluate their performance. They are

often tasked with managing, developing, and even
firing the children of the family that owns the
firm. In short, nonfamily CEOs are responsible for
generating superior business performance like
their peers at other businesses but in an environ-
ment that daily resembles a large family reunion.

This article is dedicated to examining the con-
ditions that foster success in the relationships
between nonfamily CEOs and the family firms for
which they work. Specifically, our research ques-
tion is: How can a family firm create an environ-
ment that gives a nonfamily CEO the best
opportunity to succeed? A successful nonfamily
CEO engagement is judged by evidence such as
a prosperous business, a satisfied family, and a
happy executive. Our intentions with this research
are to shed light on how family firms might
effectively employ talented executives, expand the
existing literature on nonfamily managers, and
inspire other scholars to study this important
dimension of family business.

The remainder of this article is dedicated to
discussing factors that are likely to improve the
chances for success of nonfamily CEOs (NFCs),
defined as individuals hired by families to act as
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lead executives within their family businesses.
Addressing this question will increase the chances
of success for these managers who are given
responsibility for the performance of the firms for
which they work, while they are unlikely to have
any ownership stake in them. We first introduce
the theoretical perspective that forms the founda-
tion for our work. We then discuss qualitative data
gathered through interviews with 27 individuals,
and discuss its meaning for agency and steward-
ship theory. Conclusions close the article.

Literature Review

Contributions to the family business literature on
nonfamily managers typically focus on differenti-
ating these managers from their family member
counterparts and understanding how nonfamily
managers might contribute to the performance
of family businesses (Anderson & Bizjak, 2003;
McConaughy, 2000). Distinguishing family from
nonfamily managers implies that the two groups
should be treated differently.Indeed,the increasing
reliance on agency theory in the family business
literature suggests that scholars are searching for
the right mechanisms for explaining and then con-
trolling a wide variety of behaviors in family firms.

The literature on nonfamily managers generally
is surprisingly thin, given how important they
are to the success of many family businesses. J. G.
Dyer (1989) discussed the “professionalization” of
family firms through hiring nonfamily managers
(as well as training family members). Chua, Chris-
man, and Sharma (2003) found family business
managers considered relationships with nonfam-
ily managers nearly as important as succession
concerns. McConaughy (2000) studied differen-
tials in the pay structures of family versus nonfa-
mily CEOs, finding that family CEOs receive lower
compensation packages than nonfamily CEOs.
Gomez-Mejia, Nunez-Nickel, and Guiterrez (2001)
found that nonfamily CEOs are generally held
more accountable for firm performance than are
family CEOs. Poza, Hanlon, and Kishida (2004)
found that family managers typically perceive
managerial practices within a firm more favorably
than do nonfamily managers. Gallo and Vilaseca

(1998) used agency theory to study the differen-
tials in firm performance among firms that
employed family members as their CFO as com-
pared to firms with nonfamily CFOs.

It is also important to learn how family firms
might create structures and systems that provide
nonfamily managers the best chance to succeed.
That is, it appears academic studies on nonfamily
managers have concentrated solely on what non-
family managers can do for their employers, to the
exclusion of what their employers can do to make
nonfamily managers successful.

For instance, Vilaseca (2004) studied factors
that influence degrees of commitment among
various types of shareholders in a family business.
One may interpret this work as advice on manag-
ing family aspects so that they contribute to, or at
least do not interfere with, a family firm’s busi-
ness success. This could imply that families with
greater degrees of commitment to the firm among
its range of shareholders would provide a better
working environment for all employees than fami-
lies that are less committed to the firm.

Nonfamily CEOs as Agents
and Stewards

Two theoretical perspectives have become domi-
nant in explaining the behaviors of managers in
family businesses: agency theory and stewardship
theory (Klein & Bell, 2007).

Agency theory is based on the notion that
people are self-interested, necessitating various
mechanisms that allow a firm’s principals to
control its managers (or agents). Those controls
are used to ensure that a firm’s managers act in
the best interests of the firm and its stockholders
rather than in their own interests. Agency theory
is used as foundation in many studies of family
businesses (Anderson & Reeb, 2004; Bartholom-
eusz & Tanewski, 2006; Chrisman, Chua, & Litz,
2004; Chua et al., 2003; W. G. Dyer, 2003; Gallo, &
Vilaseca, 1998; Howorth, Westhead, & Wright,
2004; McConaughy, Matthews, & Fialko, 2001;
Schulze, Lubatkin, & Dino, 2003a; Schulze, Lubat-
kin, Dino, & Buchholtz, 2001; Tsai, Hung, Kuo, &
Kuo, 2006; Vilaseca, 2004).
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A number of recent studies challenge the direct
application of agency theory to explaining the
experiences of family business while still
acknowledging the theory has something to offer.
The work of Lubatkin, Schulze, Dino, and their
colleagues suggests that altruism, particularly
between a parent (founder) and his or her chil-
dren (successors and heirs) alters the pure
principal-agent relationship found in nonfamily
businesses (Lubatkin, Schulze, Ling, & Dino, 2005;
Schulze, Lubatkin, & Dino, 2002, 2003b).

Stewardship theory, alternatively, argues that
the performance of both a manager and the orga-
nization for which he or she works is maximized
when both the manager (the steward) and the
people who run the firm (the principals) create a
relationship based on stewardship theory rather
than on agency theory (J. H. Davis, Schoorman, &
Donaldson, 1997). Stewardship theory assumes
that individuals are more concerned with their
potential to make a contribution to the organiza-
tional performance than individualistic desires.
Stewardship theorists focus on individuals and
companies that exhibit characteristics such as
intrinsic rather than extrinsic motivation, high
organizational identification, and a management
philosophy of involvement as opposed to control
(J. H. Davis et al., 1997).

Stewardship has a natural application to family
businesses. Family members are likely to inter-
nalize the performance of their firms, commit a
great deal of their time and energies to their
firms, and intertwine their personal histories
with the businesses’ histories. In many respects,
there should be a high correlation between the
degree to which a firm has characteristics of a
family business and its ability to utilize manage-
ment and governance styles based on steward-
ship theory. However, the use of stewardship
theory in the study of family businesses is still
relatively new (Corbetta & Salvato, 2004; Miller &
Le Breton-Miller, 2006).

A debate over the applicability of stewardship
theory and agency theory has developed in the
family business literature; most authors, however,
acknowledge that both perspectives have applica-
tions in family businesses (see Miller & Le Breton-

Miller, 2006). The debate centers on finding the
best explanations of how family businesses are
and should be managed. Even though both theo-
retical perspectives examine how managers are
led to make optimal contributions to their firms,
stewardship theory focuses on trust, culture, and
personal connections between a manager and a
firm while agency theory employs contracts,
monitoring, and extrinsic incentives.

Interestingly, contributions from both perspec-
tives seem to focus on the behaviors of the agents
or stewards, while implicitly assuming principals
have created appropriate governance conditions.
In both literatures, most writing concentrates
on how the agents/stewards can contribute to
meeting the objectives of a firm’s owners. The
tasks of the principals are thought to center on
providing agents with the correct structures and
incentives, and stewards with cultural embed-
dedness and emotional connections. Once the
framework is set, the responsibility for firm
performance seemingly shifts to the agent or
steward.

It is, of course, ridiculous to suggest that a
family’s primary shareholders or its governance
body would instantly remove themselves from
deep involvement of the family firm simply upon
hiring a nonfamily CEO. However, there is scant,
if any, attention to the continuing role played by
principals when there is a material degree of
separation of ownership and management in
family businesses. Therefore, we include both
agency and stewardship perspectives to examine
and interpret the quantitative data gathered for
this project.

This study rests on the assumption that family
members have a continuing influence on the per-
formance of a firm even after hiring a nonfamily
CEO. The possible forms of influence should be
thought of as two independent continuums, one
for the absence or presence of a positive influ-
ence on executive performance, the other for the
absence or presence of a negative influence on
executive performance. As such, it becomes the
continuing responsibility of the family, and its
representatives, to build practices that support the
success of a NFC.
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Perspectives on Nonfamily CEOs

To begin exploring the factors that facilitate suc-
cessful nonfamily CEOs in family businesses, we
engaged in an exploratory data-gathering process
based on a grounded theory approach (Glaser
& Strauss, 1967; Goulding, 2002; Locke, 2001).
Grounded theory development allows unexplored
issues to emerge from data collected from inter-
views without any preconceived biases introduced
by the interviewers. Once themes emerge from
analysis of the interview sessions, they are com-
pared with extant literature to further develop
existing theoretical models. Therefore, we
conducted the interviews as loosely structured
conversations with the general intention of
addressing the following question: What are the
key attributes of successful and unsuccessful rela-
tionships between a family firm and a nonfamily
CEO?

Two of the authors (Astrachan and Keyt) facili-
tated a series of five group interviews. Again
informed by the grounded theory methodology,
we employed theoretical sampling (Glaser &
Strauss, 1967). We identified individuals with deep
experience with or as nonfamily CEOs and factors
underlying their success or failure. Each group
session involved three to eight individuals either
representing family businesses that have em-
ployed nonfamily CEOs or the nonfamily CEOs
themselves. A total of 27 individuals participated,
including four family chairmen, four family busi-
ness owners (next generation) active in the man-
agement of the company, one current family CEO,
and 18 current and former nonfamily CEOs and
presidents. The subjects were identified primarily
through memberships in the Family Business
Center at Loyola University Chicago and from
other family business centers, family business
consulting networks, and referrals from academ-
ics. Since the nature of this research is inductive
and for hypothesis testing, a convenience sample
is appropriate.

The firms represented ranged from multiple-
business corporations with revenues of close to a
billion dollars annually to single-line business
with between $50–75 million in sales. We believe

this group represents a significant step up com-
pared to data on nonfamily CEOs in the existing
literature. Demographics are provided in Tables 1,
2, 3, and 4.

The interviews were analyzed first by two of the
authors by reading them through and identifying
themes as they emerged. Once stable patterns

Table 1 Participant Demographics—Sales

Sales Family

Members

Nonfamily

Members

<$100M 2 12
$100–500M 4 4
>$500M 3 2

Table 2 Participant Demographics—Employees

# of Employees Family

Members

Nonfamily

Members

0–100 2 5
101–500 2 8
501–1,000 3 2
1,001–5,000 1 2
>5,000 1 1

Table 3 Participant Demographics—Generation in

Control

Generation in Control Family

Members

Nonfamily

Members

1st generation 0 0
2nd generation 3 8
3rd generation 3 5
4th generation 3 3
Sold company 0 2

Table 4 Participant Demographics—Age of Company

Age of Company Family

Members

Nonfamily

Members

0–25 years 1 1
26–50 years 0 3
51–75 years 1 6
76–100 years 3 4
>100 years 4 3
Sold company 0 1
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emerged from the interviews, we stopped addi-
tional interviewing. Following our analysis, we
provided the transcripts to two other researchers,
one a research student and the other the third
author of this article. We were satisfied with the
stability of the findings as there was substantial
overlap of the major patterns and themes identi-
fied by the independent reviewers. This analytic
procedure follows that of Pieper (2007). The fol-
lowing section of the article summarizes the
findings of the interviews. See the Appendix for
representative quotes on each of the four themes.

Theme 1: Business Competence

Not surprisingly, the participants were consistent
and clear in the assertion that NFCs need to be
highly capable and excellent performers. Just as at
public firms, individuals who are incapable of
leading a firm, or even just average at their jobs,
are likely to have short careers as NFCs. Although
such individuals may obtain a position as NFC
through gradual promotions within the family
firm or long-lasting relationships (personal or
advisory) with family members, their tenure is
normally limited. Most directly, referring to his
own family’s experience with an unsuccessful
NFC, a participant stated that “the competition
doesn’t care that we are a family business.”

At the same time, and more interestingly, the
participants noted that business acumen is not the
sole measure of competence in a family business
setting. The interview participants were as force-
ful in noting the importance of character and
integrity in NFCs, to the point that such qualities
were more important to leaders of family busi-
nesses than they are to publicly traded firms.
Character is a vital trait for a NFC because families
businesses typically rely to a greater extent on
dynamics such as trust and comfort in both hiring
and governing senior managers than on struc-
tured control mechanisms. A NFC must reflect the
nature of the family in business.

Specifically, the necessity of character arises in
at least two ways. First, successful NFCs have a
clear awareness of family issues and are able to
operate successfully within such contexts. The

mingling of family members and their various
outlooks, personalities, and personal needs with
business activities potentially creates working
environments within a family business that are
potentially infused with political landmines for
nonfamily members. This is especially true when
NFCs must make hard decisions about their busi-
nesses, such as when a product line or division
that was developed by a family member should be
sold or shut down, or when a family member is not
performing and should be removed from the
business.

Second, successful NFCs are able to use their
skills to influence the nature of the firms they
serve. Family businesses often hire NFCs in cir-
cumstances of need, such as when a business
requires a new infusion of managerial skill or a
successful family CEO retires but no family
member is either prepared to become or inter-
ested in becoming the next leader of the business.
In either case, it often falls on a NFC to lead the
business into a future that may or may not follow
the path foreseen by the previous CEO. In the
opinion of the interview participants, a NFC must
manage a firm in the long-term interests of the
entire family as opposed to simply doing exactly
what the prior CEO did in the past.

In sum, the interview participants seemed to
suggest that the only way to quell a family’s ner-
vousness about or objections to hiring a NFC is for
that person to perform at a high level within the
multifaceted setting of a family business, and do
so in a way that gives the family confidence that
the NFC is acting in accordance with the family’s
values.

Theme 2: A Strong Board

The interview participants were nearly unani-
mous in identifying the critical role played by a
strong board (a board in this article could be
taken to mean either a board of directors or an
advisory board). Their opinions revolve around
the general idea of “professionalizing” family busi-
nesses, as the term has been used in the family
business literature. The converse of family busi-
ness professionalization is not necessarily mana-
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gerial incompetence. Although it is quite possible
for a family member to be promoted beyond his or
her talents simply because of blood lines, the cor-
porate world is also filled with similarly misplaced
managers. In terms of governance, profession-
alization simply indicates that the oversight of
a family business’s managers has passed from a
patriarch/matriarch to a group of highly qualified
people.

Although family business boards can take mul-
tiple forms (Lane, Astrachan, Keyt, & McMillan,
2006), the interview participants consistently
noted that strong boards include the significant
presence of individuals who are not part of the
family. Similarly, Anderson and Reeb (2004) found
that family firms with the presence of outsiders
performed significantly better than firms with
family-dominated boards. Several of the NFCs
interviewed expressly stated that they would not
work for a family business that did not have a
strong board. The sentiment was brought up by
the participants unprovoked by the interviewers,
and the topic arose independently in multiple
interview sessions.

Our interview participants noted two general
ways that strong boards can promote the success
of the NFC. First, a board acts as a buffer between
the family and the NFC. In the opinions of our
interview participants, a go-between is necessary
because there can be too many opinions and
perspectives coming from the family, which can
cause confusion at best. This arises when many
members of a family, employed at the business or
not, have strong and varied feelings about how the
business should be run. Because those individuals
are certainly stakeholders and often shareholders
of the firm, their voices are generally given weight.
A NFC, who is often not a shareholder, could soon
spend a great deal of time, energy, and social
capital responding to family members and con-
stantly defending his or her strategic decisions.

A strong board can prevent such situations, and
the responsibility to do so rests with insiders. For
instance, a primary responsibility of a board is to
require the management team (including the
NFC) to develop and defend a strategic plan for
the firm. Through this process, insiders on the

board, as representatives of the family, might take
responsibility for accurately communicating the
opinions of their constituents during their review
of the NFC’s proposed strategic plan. Once a
plan is accepted, the NFC has a credible means of
deferring speculation on alternative courses
of action to the board. Conversely, NFCs are also
mandated to communicate directly with the
board, and not with any one family member. This
would also prevent NFCs from making attempts
to side-step the board’s governance responsibili-
ties through personal connections.

Second, the board may support the NFC when
making difficult decisions. NFCs are hired by
family businesses for the very reason of making
strategic decisions that promote success, but such
decisions may be unpopular for family rather than
business reasons. For example, NFCs may have to
dismiss a family member who merits termination,
demote a family member if that person is in an
unsuitable position, or make necessary strategic
changes that deviate from the founder’s vision for
the firm. When these situations arise, successful
NFCs are able to rely on a board to affirm their
choices. Supporting a NFC’s unpopular decisions
likely rests with a board’s outside directors. Direc-
tors will, of course, only support decisions that
they have been informed of and agree with as a
group.

Theme 3: Family Awareness

In addition to business acumen, NFCs must be
able to navigate the interpersonal machinations
inherent in family businesses. Generally, our inter-
view participants framed interactions between
NFCs and family members in terms of balance.
When working in a leadership position within a
family-based business, balance comes into play in
many respects. For instance, one of our panelists
said that NFCs should “lead the family where it
should go” in terms of business decisions. NFCs
are hired as experts in their fields and for their
potential to help their firms create success, and
they should feel empowered to make the decisions
necessary to achieve those ends. At the same time,
the panelists noted that effective NFCs are profi-
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cient at building consensus among influential
family members around their business decisions.

We expect the ability to balance business con-
cerns with family dynamics arises in many forms.
The panelists noted that successful NFCs should
be able to appreciate family concerns without
getting sucked into the politics around them.
NFCs should both be trusted and have the ability
to trust. NFCs should be able to create consistency
and openness in their communication with family
members. It was indeed a clear characteristic of
the unsuccessful experiences that those NFCs
demonstrated little, if any, appreciation of family
concerns and issues.

The ability to achieve balance in family and
business concerns and fill the required roles
within a family business seems dependent on the
fit between the character of the NFC and the char-
acter of the family. When asked about the key
attributes of good NFCs, in addition to character,
our panelists replied with terms such as cultural
fit and shared values. When telling stories of NFC
failure, the panelists focused more often on misfits
between personalities than on poor business
skills. The panelists went to the point of suggest-
ing that bad interpersonal relationships could
actually trump good business performance in
decisions about retaining a NFC.

Theme 4: Family Council

A family council is a representative governance
group for the family. A subset of the family is
elected to deal with family issues, draft family
policy, and, in some cases, adjudicate and make
distributions (charitable and other). Vilaseca
wrote that the central purpose of a family council
is to “detect, monitor, and control the critical
factors generated in the family-ownership
overlap” (2004, p. 310).

In creating a supportive environment for NFCs,
family councils are vital. Our interview partici-
pants phrased this role as being “the voice of the
family.” A family council provides a structured
forum for family issues to be aired outside the
business activities of the family firm. Most impor-
tantly, family conflicts have a place to be managed

so that they have less of an impact on a firm’s
competitive performance.

One participant voiced his support of family
councils in a different way. He noted that
family members, even those not active in the busi-
ness, often have strong convictions about how the
firm should be run. How family members act on
their convictions, however, can be considered
from two perspectives: that of a manager and that
of an owner. Without a credible forum to air those
convictions, family members have no option but
to personally seek action on them, becoming de
facto managers of their pet projects.

This interview participant felt that family
members, particularly those not active in the busi-
ness, should be trained to act and think specifically
as owners. Once the decision to utilize nonfamily
CEOs (or nonfamily executives in general) has been
made, family members should focus on building
unity in hiring great people and then allowing them
to do their jobs as they see fit. The family council
provides the organizational structure through
which the family can act as a unified body.

Further, our interview participants noted that
NFCs are best served when they create a positive
interaction with a family council. As the voice of
the family owners, a family council can communi-
cate with the NFC exactly what they expect from
the business. This information will help a NFC
focus on what is most important to the family and
target appropriate business goals.A family council
also provides a mechanism for NFCs to encour-
age family participation in the business without
fearing intrusiveness in their own activities.

Discussion: Families as Principals

The interviews provide a number of insights
on the factors that lead to successful nonfamily
CEO engagements. This section of the article
interprets the findings from the interviews from
the perspectives of agency theory and stewardship
theory.

Good Managers

Our study indicates that successful NFCs are
strong managers in two ways: they are competent
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businesspeople and they are able to effectively
manage relationships within the family businesses
for which they work. These dynamics have appli-
cations in both agency and stewardship theory.

Most directly, the strongest NFCs bring the
right skills or experience to their employers. This
observation fits squarely with agency theory.
Agency theory argues that it is the responsibility
of principals to hire excellent people (agents) and
to quickly remove individuals who are unable to
perform their assigned job roles, both of which
improve a firm’s ability to deliver on the results
expected by its firm’s owners. Family businesses
are not relieved from the pressures of competition
and require high performance from individuals
hired into the role of CEO (Gedajlovic, Lubatkin, &
Schulze, 2004).

Evaluation of a manager’s ability to contribute
to business performance is likely to impact NFC
selection and retention in at least two ways. First,
we assume that families often prefer that a family
member hold the CEO post. As such, a non-
family member would have to possess noticeably
superior business skills just to obtain a CEO posi-
tion within a family business and gain trust.
Second, we expect that it is far easier to remove
underperforming managers who are not family
members than those who are simply because their
removal is less likely to have a long-term negative
impact on family dynamics.

This observation supports other studies that
find family businesses turn to nonfamily execu-
tives for business expertise. Filbeck and Lee (2000)
found that larger family businesses with a nonfa-
mily presence used more sophisticated financial
techniques than smaller family businesses. Simi-
larly, Gallo and Vilaseca (1998) found that family
businesses with nonfamily CFOs achieved higher
returns on equity than did family businesses with
family in that role.

Stewardship theory applies in two ways. Most
importantly, our interviews tell us that successful
NFCs are also a match with the firm’s culture.
Similar to the notion of socialization (Garcia-
Alvarez,Lopez-Sintas,& Gonzalvo,2002),our inter-
view participants suggested that NFCs must build a
relationship with the family in order to have a

healthy and productive tenure as a firm leader.That
is, regardless of a person’s business acumen,a NFC
must fit with the organizational climate of the
family firm, supporting the ideas of stewardship
theory. When asked what characteristics family
firmsmostvaluedinNFCs,theword“character”was
used independently by almost every interview par-
ticipant. We expect that, if given the choice and
within reason, family firms would prefer to employ
a less skilled family member over a highly skilled
but ill-placed nonfamily executive.

Of course, character is a relative term, and the
attractiveness of certain personality attributes
may vary by family and by the circumstances of
the business. Therefore, we can argue that a key
to a successful NFC engagement involves fit be-
tween a NFC’s personality and the family firm by
which he or she is employed. A good personality
match is imperative if the NFC is to have the cred-
ibility necessary to be thought of as a leader in the
environment of a family business and the corre-
sponding ability to contribute to the firm’s
success.

Second, some family businesses find themselves
in need of a leader during a generational transi-
tion (Murray, 2003), the time between when the
senior generation is ready to retire and the junior
generation is not yet prepared to run the firm. In
such circumstances, a NFC is often asked to take
on responsibilities that will see the firm through
to the next generation of managers, and to help
develop that next generation so it has the right
skills to take over management of the firm when
the time is right. Successful NFCs in a mentorship
role will require a very clear sense of their place in
the family firm’s history, and a willingness to be
subservient, in some ways, to the longer-term pro-
cesses of which they are a part.

Guidance From a Board

Traditionally, the two primary responsibilities
of a board are governance, involving oversight of
management on behalf of a firm’s shareholders,
and resource provision, in which board members
have business skills and networks that benefit the
firm (Hillman & Dalziel, 2003). Much of the family
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business literature has followed along in the same
form (Anderson & Reeb, 2004; Filbeck & Lee,
2000), with several articles employing agency
theory as a foundation for their ideas and studies
(Corbetta & Salvato, 2004; Vilaseca, 2004).

Our interviews provided a different perspective
on the role of the board from the view of NFCs.
The participants primarily identified the board as
a form of support group for making difficult deci-
sions. That is, when a NFC needed to make a hard
decision, such as closing a business line, entering a
new market, hiring or firing a family member, or
shifting the firm’s direction (perhaps away from
the direction established by the founder), the
board could act as a source of strength to support
the NFC’s actions in the face of criticism from one
or more family members. These sentiments were
mentioned along with the need for the board to
include credible and respected outsider members
in addition to contributing members of the family.

The data also suggest that NFCs rely on boards
from a stewardship perspective. A strong board
provides the support necessary to implement
needed (from the viewpoint of the NFC) decisions
or actions. Assuming that the NFC, as guided by
the board, is acting in the best interests of the firm,
then tough but necessary decisions can be inter-
preted as being made for the benefit of the firm.
From this perspective, the board and the NFC
jointly are taking care of both the firm and the
family that owns it, even if doing so involves some
discomfort.

Interestingly, one interview participant sug-
gested that NFCs will be more successful if the
founder gives up a significant portion of his or her
power to the board upon hiring a NFC. The impli-
cation was that NFCs will not be successful as
executives if their decisions are not thought of
as credible without a stamp of approval from an
exited founder. This statement is consistent with
the negative impact a generational shadow (P. S.
Davis & Harveston, 1999) may have if a founder
continues to have a burdensome influence on the
activities of a family firm even after having
resigned the CEO post. In this study, the implica-
tion is that a NFC will be less successful if only
hired into a firm to be the puppet of a former CEO.

Family Interactions

A key conclusion of this research is that the basis
of healthy interactions between a NFC and a
family depend on the orientation of family
members toward the business and each other.
Given the potential differences in how families
approach their businesses and family lives (Birley,
2001, 2002; Harvey, 1999), we might expect a large
variation in the way they interact with NFCs.
Families, like individuals, have their own charac-
teristics or “personalities,” shaped by factors such
as their beliefs on how the business should be run,
the integration of business and family, the rela-
tionships among individuals and subgroups
within the family, and the role of the CEO. Further,
there may be great variation in the degree to
which family members agree with one another on
these dimensions.

Our interview data suggest that positive inter-
actions between a family and a NFC require efforts
from both parties. First, successful NFCs are likely
to be aware of the issues important to family
members, and the subtleties behind them. This
awareness should allow NFCs to know what is
important to family members, and how best to
deliver on those objectives. Again, families, and
family members, vary greatly in what they expect
from their involvement with a family business. An
appreciation of these feelings, and good progress
toward fulfilling them, will certainly improve the
chances of success for a NFC.

Second, families will likely improve the chances
of NFC success if there is an outlet for voicing
their opinions, wants, and needs that does not
directly involve the NFC. Family councils provide
a meaningful forum for conversations among
family members, for example, to resolve disputes,
raise concerns, debate alternatives, and set family
policy. Removing the NFC from direct participa-
tion in these conversations allows the NFC to stay
out of family matters and interpersonal issues
among family members.

Both agency and stewardship theories are
reflected in the need for positive interactions
between NFCs and families.First,a basic premise in
agency theory notes that managers are in place to
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carry out the wishes of and the goals set by princi-
pals, in this case family owners. This perspective
still holds true, but with the stipulation that there
may be other valued outcomes than strictly profits.
Alternativeexpectationsmightincludefactorssuch
as contributing to the firm’s legacy and its standing
in the community, or to keep a struggling business
line afloat only because it was the activity on which
the firm was founded. As such, an intimate level
of family awareness, of both preferences and the
deep-rooted feelings behind them, will improve a
NFC’s likelihood of success. Successful NFCs will
understand clearly not only what is expected of
them but also the underlying influences on what is
important to the owners.

Agency theory assumes clarity of direction from
the principal; without a defined set of expectations,
it is difficult to direct or evaluate managers. In this
sense, an agency theory approach would suggest
that NFC performance will improve if the family
speaks with a unified voice.A family council could
fill such a role. The family council, rather than the
NFC’s office, becomes the forum to work through
family issues and differences of opinion. Although
the family,as owner,has every right to set any goals
it likes for a NFC, the likelihood of NFC success
should increase as the goals become clearer.

Stewardship theory also generates important
observations. Its focus on the emotional connec-
tions between managers and the firms for which
they work highlights the important two-way
bonds that might develop between a family and a
NFC through family interactions. An emotional
bond between a NFC and the family is vital to the
trust and commitment that the two parties must
give to one another to create a successful engage-
ment. Such an emotional bond is more likely to
develop if the NFC is attentive to what is impor-
tant to the family and to the reasons underlying
those perceived wants and needs.

First, our interview data note that successful
NFCs often develop a heartfelt affinity for the
family for which they work. We found the com-
ment that NFCs should honor “the faimily’s own-
ership, the legacy, the history,” and the others that
expressed similar sentiments, to be insightful.
They imply that NCFs who take these positions

with only business performance and compensa-
tion in mind are likely to achieve limited success.
From the perspective of family owners, NCFs who
also value contributions to the legacy and history
of family firms will be more highly regarded.

Reciprocally, a family council might facili-
tate the NFC’s ability to deliver solid performance
to the family if it acts as an insulator between the
potentially messy processes that families engage
in to distill individual preferences into a coherent
set of common and communicable objectives
assigned to the NFC. A family must be clear on
what is most important for the NFC to have the
best chance of success.

More obviously, both family awareness and
family councils also build on the stewardship per-
spective. An emotional bond between a NFC and
the family is vital to the trust and commitment
that the two parties must give to one another in
order to create a successful engagement. Such an
emotional bond is more likely to develop if the
NFC is attentive to what is important to the family,
and to the reasons underlying those perceived
wants and needs. Reciprocally, a family council
might facilitate the NFC’s ability to deliver solid
performance to the family if it acts as an insulator
between the potentially messy processes that
families engage in to distill individual preferences
into a coherent set of common and communicable
objectives assigned to the NFC.

Conclusions

This study explores mechanisms that might
improve the likelihood that nonfamily managers
will be able to make positive contributions to family
firms. We argued that successful nonfamily CEOs
will be both good at their professions and at man-
aging relationships with the families for which they
work. We framed our arguments and the data we
gathered from interviewing practitioners in both
agency and stewardship theory, suggesting that
both are important in understanding the environ-
ments in which NFCs operate.

First, we noted that CEO competence involves
more than just management ability. Successful
nonfamily CEOs should also have the capability to
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work with and navigate the interpersonal aspects
of the family environments that help define family
businesses. NFCs may, in some respects, be con-
sidered as trusted guests invited to Thanksgiving
dinner, but who are also given responsibility for
preparing the turkey. That is, they are invited into
something dear to the family and are trusted with
a key part of its activities, but remain a guest. The
best NFCs are likely to have the personalities and
social skills to be successful in such settings.

Second, our more novel findings focus on the
responsibilities of families and their business
leaders in making NFCs successful. Our interview
participants noted the important roles played by
both boards of directors and family councils.
Boards that include contributing family members
along with strong external experts provide NFCs
with credible forums for examining alternatives in
a way that focuses on the business side of family
business. Family councils, on the other hand, allow
family members to voice their opinions and feel-
ings about the business, but in a way that does not
directly involve a NFC in the family side of family
business. As such, both groups are mechanisms
that generate clear direction for NFCs, allowing
them to concentrate on their jobs.

By providing insights through interviews with
knowledgeable practitioners and theoretical devel-
opment through the dual perspectives of agency
and stewardship theory, we believe our findings
provide a solid foundation on which to build more
structured work. Future research opportunities
abound. Many of these questions are based on the
tricky objective of understanding the necessary
interactionsbetweenanindividualasaNFCandthe
family for which that person might work.That is,we
believe that there is not a single right type of person
for all family businesses, thus necessitating better
knowledge of family businesses, potential NFCs,
and the interactions among them to further this
body of knowledge.

Scholars might explore what it means to be a
good NFC. For instance: What kinds of personality
traits do these people share? What types of train-
ing and experience should they develop, both
within and outside of family businesses, in order
to be successful in this role? What are the contin-

gencies involved in matching a potential NFC to a
particular firm?

The literature on boards and family councils
has developed in recent years, but there is still
room for understanding their roles and contribu-
tions vis-à-vis NFCs. How should each be struc-
tured, given the family’s and the business’s
conditions, in order to best support the efforts of
their managers? What should be the composition
of these bodies? What activities and policies
should they adopt? What are the best ways to com-
municate and interact with NFCs?

We believe that there is much more to be learned
about the contributions NFCs can make to family
businesses. We hope this study facilitates greater
exploration of the questions noted above and, ulti-
mately, leads to more successful relationships
between family businesses and nonfamily leaders.

Appendix: Representative Quotes

Competence

Owners. On the decision to hire a nonfamily
CEO:

It’s a very interesting and difficult challenge and we
don’t want to lose the fact that we’re a family company,
but I look at it from the outside and say that our
competition doesn’t care if we’re a family company.

I’ve stressed very, very strongly with my children that
their number one responsibility is to be owners and
not to be managers. Their number one responsibility
is to find the best person to run the businesses and
give them the room to run those businesses.

If you are a competent owner, you spend most of your
time worrying about whether your people like
working for you and if they are going to stay.

You assume they have the competency based on their
resume or they wouldn’t be there but then they have
to have a cultural fit as well.

On two failed nonfamily CEOs:

As I think back on this, . . . our biggest mistake
. . . was the character component. And that was very
important how we dealt with our employees, how we
dealt with our suppliers, our customers. It didn’t
seem to apply to these CEOs, those presidents; it was
kind of left out and I’ve never quite understood that.
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And as we grew to trust him he assumed more and
more responsibility and he was very comfortable
with my family and with employees. We watched him
really grow people, people that had been stagnant
just kind of came alive and took on tremendous
responsibility.

If two people are pretty close, you always choose
character over competency because character is what
is going to see you through.

Nonfamily CEOs. Speaking on important traits
of nonfamily CEOs:

I think compassion is a key element in terms of
dealing with people. The other thing you have to
have, particularly when you get into a bigger family
and a bigger business, is the ability to build consen-
sus among family members so that you can get your
programs off in the direction they need to go.

After spending many years as a manager, a non-
family CEO commented that he had built a “tre-
mendous amount” of credibility with the family:

When you change roles and become CEO, you’re
running the business and the situation is different.
You can lose that credibility very rapidly because
now you have to make choices, you have to make
decisions,you have to run the business and make sure
it’s going in a direction which some of the family
members may not be on board with.

Board of Directors

Owners

The directors personally took a very active role in the
selection of this replacement and they said up front
that we want to make sure that we get somebody who
is a cultural fit. It’s fire in the belly, it’s culture, it’s
sensitivity to the environment.

Speaking of creating management bench strength: “I
think it’s the board’s responsibility to find these line
managers [that are family members] and nurture
them and develop them so they’ll be ready.

Another key element in a non-family CEO’s success
is to have a Board of Directors that is a mixture
of both family members and independent outside
directors. That Board can oftentimes serve as a
buffer, I don’t want to say mediator, but a body that

can take differences and resolve them in a business-
like way as opposed to a win-lose scenario.

Nonfamily CEOs

I don’t think I would ever accept a non-family CEO
position without an agreement by the family to have
a formal Board of Directors. And I think it’s not only
in the context of the CEO’s success. I think it’s also in
the context that if you haven’t got the right CEO,
families will accommodate that way beyond when
they should and it can end up damaging the business.
A Board of Directors will be much more forthright
and objective in evaluating the CEO’s performance.

Basically, before the board would vote on anything
they would look over to the owner, who was on the
board, and see what he wanted and they would vote
with the owner.

Family Awareness

Owners

One of the things that the board needs to know, as
well as the CEO, is: What does the family want for this
company? We have family guidelines that give the
board and the CEO some clarification as to what the
family is looking for from its investment.

A simple answer to keeping our family shareholders
happy is to increase their dividends,increase the value
of their equity stake, and make sure they are commu-
nicated with so they know where things are at.

The stronger the family unit in terms of support for
the business, it’s overall direction, goals, mission, the
easier it is for any CEO, family or non-family. I think
the more dissention you have, especially with a
family-owned business, the more the shareholders
are at each other’s throats.

Family member, speaking of his relatives:

It comes down to personalities, and there may be
different value sets and how people want to see things
done. And if those don’t mesh, you’re going to have
conflict.

Nonfamily CEOs

I think a clear understanding of the CEO’s family
responsibilities as well as their business responsibili-
ties is the key to success.
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[To be successful, the nonfamily CEO] has to genu-
inely like the family. If you don’t have a genuine
regard for the family and the belief that the family’s
continued ownership of that business is better for all
the stakeholders than for it to be sole, taken public or
other types of destruction of the family’s ownership,
then it won’t work. Sooner or later, the family will
sense that the CEO is strictly in it as a job. He’ll never
be believed to have the same depth of commitment as
family owners to the longevity and success of the
business.

The hard thing is that the family often has an oppor-
tunity to meet in non-business hours and you’re not
there so you’re not in control over whatever happens.
As soon at it’s outside, who knows what they talk
about. So I think that’s additional complexity. Not
that I would recommend visiting them on birthdays,
but it’s just a fact. So you have to be alert, measuring
where they stand on smaller and bigger issues.

I think you have to be very much aware of what the
family values are and you have to buy into them and
have a vision of those that you can assist in the
process of carrying out. You can’t forget them. Those
family values won’t go away.

I would argue that missing quarterly earnings in a
family-owned business is often times much more tol-
erated than in a publicly held business. On the other
hand, if the mechanism that you’re pursuing to run
the business violates unwritten family values, I think
the family can act much more swiftly, precipitously
than a board ever would in a publicly held business.”

It’s the business that’s important and the family, as
the equity owners, has a right to expect that you will
put those interests ahead of your personal interests.
Putting the business and your responsibility to the
equity owners first is a key to a good relationship.

Family Council

Owners

Part of my main responsibility is shareholder rela-
tions but part of that is making sure the family is
communicated with but not overly so where they get
intrusive and try to play mini-board.

The interaction he [NFC] has is by invitation to
our family meetings, and on certain occasions at our
executive council which is a representative group

of the larger family council. But he’ll come in an
address the state of the company, where we are, how
we are doing, where we are going, that kind of stuff
. . . Other than that, all of the family interaction is at
the door; we manage that very carefully. (The family
has explicit rules against direct contact between the
family and the CEO.)

[When the company was smaller], the family was just
happy getting their dividends and the bigger we get
the more people (family members) want to stick their
fingers in and try to get operational on us (family
members in leadership positions). So we’ve got to
kind of push them away a little bit.

Ownership will communicate expectations in a way
that say to the CEO that you are managing my grand-
children’s assets, not mine.

Speaking of keeping the non-family CEO out of
family bickering: “Brothers and sisters don’t agree all
of the time, so we’re conscious about it.”

Nonfamily CEOs

A procedural aid to the success of a non-family CEO
is having some mechanism to separate the family
disputes from the business issues. That’s not to say
that you don’t deal with the family issues, but some
way to make sure the family understands that they
are separate.

If we ever have troubles in our relationship, it’s when
they have meetings over Sunday afternoon dinner,
and they do a lot. When they make decisions and I
hear about them through the sidelines, I say “you
guys need to stop it or invite me to Sunday dinner.”
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