An International Perspective on Good Corporate Governance: 

A Firm Life Cycle Perspective

Trond Randøy 

Agder University College

School of Management

Serviceboks  422, Bygg H

N-4604 Kristiansand, NORWAY

Phone (47) 3814  1525

Fax (47) 3814  1028

E-mail: trond.randoy@hia.no
Jon Down

Oregon State University

College of Business, Bexell Hall 200, Oregon State University, 

Corvallis, OREGON 97331

Phone (541) 737 6061 

Fax (541) 737 4890

E-mail: down@bus.orst.edu
An International Perspective on Good Corporate Governance: 
A Firm Life Cycle Perspective

Abstract
This study shows that a firm’s stage in its organizational life cycle moderates the effectiveness of the relationship between corporate governance mechanisms and firm performance. Using a sample of 228 traded firms from Norway and Sweden, we find that “first generation” firms benefit from founder (or founding family) CEOs or Chairs, large boards, and high board blockholder ownership. “Second generation” firms also benefit from founding family CEOs or Chairs and from independent boards with low blockholder ownership. Finally, “third generation” firms 70 years or older are best governed with small, independent boards, with a low level of blockholder ownership, and with a high level of foreign ownership.
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INTRODUCTION


Should corporate governance be modified over a firm’s life cycle? Recent research suggests good corporate governance, i.e., governance that enhances shareholder value, can be affected by ownership structure, board composition, and the market for corporate control (e.g., Ang et al., 2000; Hirshleifer and Thakor, 1994; Millstein and MacAvoy, 1998; Shleifer and Vishny, 1997; Short, 1994; Thomsen and Pedersen, 2000). However, the conflicting conclusions that result from these studies have led others to suggest that the effectiveness of various corporate governance mechanisms might be contingent on the life cycle stage or age of the company (e.g., Forbes and Milliken, 1999; Huse, 2000; Lipton and Lorsch, 1992; Zahra and Pearce, 1989). Accordingly, the objective of this study is to explore how firm life cycle stage influences the relationship between governance mechanisms and firm performance in a context international business. 
A growing number of recent public policy reports advocate guidelines for “good” corporate governance that are believed to enhance firm performance and shareholder interests (e.g., Committee on Corporate Governance, 1998; Danish Ministry of Finance, 1999; McKinsey & Company, 2000; Organization for Economic Cooperation and Development, 1999; Swedish Shareholders’ Association, 2000). These studies commonly recommend limiting board size, enhancing board independence, reducing extensive family influence (specifically the potential for nepotism), and facilitating a transparent market for corporate control. However, the empirical support for these “good” corporate governance recommendations is weak (e.g., Bhagat and Black, 1999; Johnson, et al., 1996). For example, Weir and Laing (2000) find that compliance with the corporate governance structure proposed by the Cadbury Committee’s Code of Best Practices (U.K.) appears to be unrelated to corporate performance. In this paper we advocate that failure to incorporate firm life cycle is a major shortcoming of past studies. 

While past research on organizational life cycles has differed on how to define an organizational life cycle, these studies do suggest corporate design decisions are influenced by the life cycle stage in which the firm operates (e.g., Gup and Agrrawal, 1996; Mueller, 1972; Parshley and Philippatos, 1990; Smith et al., 1985). Following Smith et al. we analyze corporate governance in the context of a three stage life cycle. In this study we define the firm life cycle as moving from a “first generation” stage (firms less than 23 years old), through the “second generation” stage (firms that are between 23 and 69 years old), and finally to the mature, or “third generation” stage (firms more than 70 years old).

As a means to frame our analysis, we consider internal and external corporate governance mechanisms in the context of three board of director and ownership roles: monitoring, providing access to resources and mentoring. The specific governance mechanisms we consider in this study are board size, board independence, founder or founding family CEO or Chair position, blockholder ownership by board members, and foreign ownership.


This paper begins with a review of literature on agency theory, resource dependence theory, and organizational learning as these areas of research apply to the topics of corporate governance and organizational life cycles. Following this review we develop five hypotheses relating specific mechanisms of corporate governance to profitability and firm value for firms of different ages. The next section describes our methodology and the Norwegian and Swedish data used in this study. Presentation of the empirical results follows. We conclude with a summary of key findings, discussion of the managerial implications of the study and suggestions for future research.

Review of literature

Agency Theory and the Monitoring Role

Agency theory has been the theoretical backbone of most corporate governance research (e.g., Berle and Means, 1932; Eisenhardt, 1989; Fama and Jensen, 1983; Jensen and Meckling, 1976). John and Senbet (1998: 372) point out that “corporate governance deals with mechanisms by which stakeholders of a corporation exercise control over corporate insiders and management such that their interests are protected.” Agency theory emphasizes the notion that without the right incentives and adequate control – i.e., corporate governance monitoring – managers (the agents) will not work purposefully to maximize profits and create shareholder returns; rather they will behave opportunistically in pursuit of their own self-interest. For example, Conyon and Peck (1998: 291) apply an agency theory perspective when they refer to corporate governance as “the way in which companies are controlled, directed and made accountable.” Corporate monitoring is the mechanism that helps to alleviate the conflict of interest between managers and owners.

Resource Dependence Theory and the Resource Role

While the monitoring role of corporate governance has in the past served as the primary focus of corporate governance research, an additional important corporate governance role is to provide access to valuable resources. It is in this context that resource dependence theory can complement an agency theory perspective on corporate governance, and address the potential for synergy between managers and owners. Resource dependence theory emphasizes the importance of a firm’s ability to form environmental links to secure access to critical resources, such as capital, customers, suppliers, or cooperative partners (Alexander et al., 1993; Mintzberg, 1983; Pfeffer, 1981; Pfeffer and Salancik, 1978). 

Two ways in which access to critical resources are examined in this study are through the composition of the board of directors and through specific ownership groups, e.g., foreign owners or equity blockholders. Given the role that individual board members may play as linkages to such resources, resource dependence theory suggests that, ceteris paribus, large board size is beneficial to firm performance (Goodstein et al., 1994). In contrast, agency theory is more concerned about board size as it relates to the board’s ability to control and monitor firm management. From an agency perspective a large board may reduce the board’s overall ability to perform its monitoring and controlling function due to increasing communication complexity and lower levels of individual board member accountability.

Because firms in different stages of their life cycle require differing levels and types of resources, as well as degrees of management monitoring, prescriptions from the two theoretical perspectives do not apply uniformly across all stages of the life cycle. By integrating agency theory and resource dependence theory to the changing context of a firm as it moves through its life cycle, it becomes clear that prescribing a universal set of governance mechanisms for firms in different stages of development is inappropriate.

Organizational Learning and the Mentoring Role

In addition to the roles of monitoring management and providing linkages to important resources, a third important board role is to serve as a valuable source of strategic advice and counsel for top management – the mentoring role (Fiegener et al. 2000; Johnson et al., 1996; NASDAQ, 2001; Zahra and Pearce, 1989). However, as with the two corporate governance roles previously discussed, it is important to consider the value and effectiveness of this mentoring role in the context of the life cycle of the firm. This may be done by drawing on past studies such as the argument of Huse (1994) and Daily and Dalton (1993) that the mentoring role is especially important in smaller firms where large expert knowledge bases may not exist.


While the importance of the mentoring role may vary across different stages in the life cycle, other factors determine how effective the mentoring relationship will be. As individuals in the two groups work together they will develop unique knowledge about how to effectively interact with one another and share ideas over time. This knowledge is not fully formed the moment a board is constituted; rather it is acquired through shared experience, where a learning process is at work. The utility or value of the group knowledge will increase as members of the board and top management group acquire experience constructing patterns or schemas needed for synchronous interchange of ideas. Thus, the stock of tacit knowledge about working effectively as a team that underlies the collective mind of the board and management is accumulated over time, with experience. This positive correlation between shared experience and group performance has been found a variety of contexts (Berman et al., 2002; Katz, 1982; Pelled et al., 1999). In all cases, the explanation for the improved performance is that members of the group become knowledgeable about the unique characteristics of others and develop efficient routines of interaction.

Past some point, however, routinization might also have negative consequences. Once the collective mind has coalesced around a prescribed way of doing things, it may be less open to new routines that upset its equilibrium. Miller (1990) and Argyris (1999) have described how process routines that represent the core skills of an organization – the very things that made the organization successful in the first place – can also lead to cognitive rigidity and an inability to adapt to a changing environment when needed. In a similar way, the board member-management interaction may become constrained by routinization. Ranft and O’Neill (2001) make this argument in relation to potential problems with successful founder-controlled firms as they age. Thus, it has been argued that firms can become trapped within their own competencies (Levinthal and March, 1993), as their core competencies become core rigidities (Argyris, 1999). 

It therefore follows that steps that can be taken to attenuate or reverse these tendencies, such increasing the percentage of outside members on the board as the firm ages, should have a positive influence on board effectiveness. The outsiders will bring a unique experience and resource set, serving as a disruptive influence on the patterns of the board member-management team interactions. Hiring executives from other organizations has been suggested as a means of facilitating the transfer of skills and technology across organizations (Aldrich and Pfeffer, 1976). In a more recent study, Boeker (1997) examined executive migration across 67 organizations over 18 years. He found that inter-firm movement of executives was associated with decisions to enter new product markets in which the new executives had experience. 

In sum, we are suggesting that it is important for younger firms to have tight-knit board-management teams in order to rapidly develop valuable, experience-based knowledge about working effectively together. This will provide a foundation for the mentoring role of the board. However, we expect the value of the group tacit knowledge that results from the high level of shared experience to diminish as the firm ages. Therefore, as the firm ages it becomes important for the demography of the board to change such that well practiced but constraining routines are disrupted, allowing for fresh thinking and new strategic approaches while reducing managerial inertia and breaking self-reinforcing patterns of organizational learning (Bettis and Prahalad, 1995; Cohen and Levinthal, 1990; Nonaka, 1994; Spender, 1996).

HYPOTHESES
We have argued that as firms move through the stages of their life cycle they need their board of directors and owners to provide different functions for effective performance. In other words, the choice of the set of corporate governance mechanisms used at a particular time in the firm’s life will influence its performance. Below we develop hypotheses relating corporate governance mechanisms to firm value for different stages in a firm’s life cycle. The specific governance mechanisms discussed are board size, board independence, founding family role, blockholder ownership, and foreign ownership.

Board Size
Resource dependence theory suggests that large boards improve performance (Goodstein et al., 1994). “The greater the need for effective external linkage, the larger the board should be” (Pfeffer and Salancik, 1978: 172). Larger boards provide improved resource access and networking capabilities. A large-scale meta-analysis by Dalton et al. (1999) shows that board size is positively correlated with performance, particularly accounting performance among smaller firms. Conversely, agency theory suggests that limiting board size can enhance firm value (Yermack, 1996). This viewpoint is subscribed to by NASDAQ (2001: 55): “Smaller boards are more likely to foster a level of interaction and productivity that might be lost on a larger, more impersonal board.”

Therefore, the optimal board size can be seen as a trade-off between the added monitoring and networking capabilities that an extra board member represents, weighed against the incremental costs of the poorer communication and slower decision-making of large groups (Jensen, 1993; Lipton and Lorsch, 1992).

Relating this trade-off to a firm’s life cycle, we argue that a large board is a valuable resource in “first generation” firms, based on a resource dependence perspective. These younger firms tend to have higher growth rates, and subsequently are in greater need of establishing outside resource linkages. Furthermore, we argue that the newness of these firms also makes them less vulnerable to organizational slack and shareholder entrenchment. However, agency costs start to become an important issue as the firm ages, and subsequently large boards become a liability among more mature, third generation firms.

From the mentoring role perspective a smaller board will likely allow for more intimate and meaningful relationships to develop. This role becomes more important as the firm ages, however, as management looks to the board less for resources and more for advice and counsel. Therefore:

Hypothesis 1a and 1b: A large board has a positive influence on firm profitability and firm value in first generational firms, and a negative influence in third and later generation firms.

Board Independence

Increasing board independence, i.e., adding outsiders to the board, is one of the recommendations from corporate governance policy reports (e.g., OECD, 1999). This view is also reflected in the corporate governance requirements of major exchanges. For example, in order to be eligible for listing on the NASDAQ exchange a firm must have a minimum of three independent directors. This argument is grounded in agency theory, as independent boards might temper managers’ tendency to pursue self-interested actions at the expense of shareholders. However, the empirical findings on board independence are mixed. For example, Cotter and Shivdasani (1997) conclude that board independence is associated with improved firm performance. On the other hand, there is also research that finds a negative association between outside board representation and firm performance (Subrahmanyam and Rangan, 1997), or no relation between firm performance and the relative share of outside directors (Dalton et al., 1998; Hermalin and Weisbach, 1991). These latter findings are also consistent with managerial hegemony theory that argues that board members (regardless of whether they are insiders or outsiders) are merely passive and loyal to the managers (or the founder in younger firms) who selected them (Kosnik, 1987). As noted above, we suggest that the monitoring function of an independent board is most important in older firms, since the potential for managerial hegemony likely increases with firm age as management learn ways and develop the means to enrich themselves.

Mentoring routines will develop more rapidly with higher levels of contact between inside directors and management which is important for younger firms. However, as the firm ages it becomes important to bring in outside members with new ideas and who will be a disruptive influence on rigid routines. These outsiders support the transition by the firm from entrepreneurial to professional management as it grows in size (Fiegener et al., 2000).

We therefore suggest that:

Hypothesis 2a and 2b: Board independence has a negative influence on firm profitability and firm value in first generational firms, and a positive influence in third or older generational firms.

Founding Family Role

Agency theory suggests that family CEOs or Chairs might reduce monitoring costs, as the interests of owners and managers are aligned (Fama and Jensen, 1983; McConaughy et al., 1998). Furthermore, De Angelo and De Angelo (1985) show that the long-term nature of family relationships improves firm performance. Chami (2001) argues that family businesses are fundamentally different from other businesses, and that family CEOs might be an advantageous governance mechanism. This is supported by the fact that family traits, such as trust, altruism, and paternalism encourage an atmosphere of long-term commitment, and as such could potentially lead to higher long-term performance (James, 1999). Over time the positive elements of founding family leadership might be outweighed by the negative aspects, as longtime family CEO or Chair terms can result in executive entrenchment (Gomez-Mejia et al., 2001; Randøy and Goel, 2003). Ranft and O’Neill (2001) specifically argue that “high-flying founders,” i.e., highly successful entrepreneurs, can easily be blinded by their own success. Furthermore, they argue that corporate success, firm age and long tenure of the founding entrepreneur increase organizational inertia, and enhance the need for strong corporate governance. 

From a resource dependence perspective we argue that founder influence in traded firms is also most advantageous in the first and second generational stages. Early in the life of the firm the founder CEO or Chair provides access to the unique entrepreneurial talent that created the business in the first place. However, over time as the original founders either die or reduce their interest in the business, the founding family provides less access to scarce and unique resources. A popular assertion about family firms is that by the third generation the firm is heading for decline (Ward, 1987). Empirical research on 120 traded Norwegian firms in 1996 appears to support this notion (Mishra et al., 2001), as they present evidence that founding family CEOs only enhance firm value in firms 45 years old or younger. A similar result is shown by Jayaraman et al. (2000), finding that CEO founders enhance firm value not only among younger firms, but also smaller firms.  Based on the above arguments we suggest:

Hypothesis 3a and 3b: A founding family CEO or Chair has a positive influence on firm profitability and firm value in first generational firms, and a negative influence in third or older generational firms.

Blockholder Ownership

As we have discussed external corporate governance aims at reducing agency costs by improving monitoring of managers and from a resource dependence perspective, different ownership groups provide access to different resources. We now distinguish between two forms of ownership that operate as external monitoring mechanisms; ownership control by the board (blockholders) and foreign ownership. 

Ownership concentration, measured as blockholder ownership, measures the power of the shareholder to affect corporate governance (e.g., Shleifer and Vishny, 1986). Furthermore, from an agency point of view we argue that a high level of ownership control among the board members increases the incentive to monitor managers. We suggest that ownership control by board members provides a superior indicator, as compared to any large blockholder, of ability to influence board behavior. This agency theory argument is based on the personal wealth effects of board members, in addition to their regular fiduciary responsibilities as board members. Newer firms, which tend to be in greater need of rapid decision-making to support a higher rate of innovation, can benefit from a high degree of blockholder ownership control. On the other hand, a high degree of blockholder ownership control will most likely lead to a reduced threat from takeovers and might lead to shareholder entrenchment in older firms. In line with the arguments of Cohen and Levinthal (1990) and Spender (1996), we suggest that these firms are in greater need of a takeover threat in order to stay innovative and to reduce organizational slack. Therefore:

Hypothesis 4a and 4b: A high degree of ownership control of the board has a positive influence on firm profitability and firm value in first generational firms, and a negative influence in third and later generation firms. 

Foreign Ownership

We argue that a high level of foreign ownership reduces the potential for shareholder entrenchment, particularly among firms from small or emerging economies.
 Recent studies indicate that globalization of ownership improves corporate governance by reducing information and agency costs, which in turn facilitates higher firm values and lower cost of capital (Bekaert and Harvey, 2000; Randøy et al., 2001; Stulz, 1999). Companies that are committed to maximizing shareholder value should be especially interested in developing a global shareholder base (Useem, 1998). A high level of foreign ownership positions the firm to globalize its corporate governance systems (Aguilera and Cuervo-Cazurra, 2000; Lannoo, 1999) and signals the firm’s willingness to be exposed to the market for corporate control. Furthermore, the monitoring function of foreign ownership is particularly important among older firms as these firms tend to have higher free cash flow, and thus are in greater need for strong corporate monitoring (Brush et al., 2000). 

In addition, as the firm ages foreign ownership represents an opportunity to broaden the scope of resource links as well as provide outside influences to disrupt rigid board member–management team interaction routines. We therefore suggest that:

Hypothesis 5: Foreign ownership has a positive influence on firm profitability and firm value in second and later generational firms. 

data and methods
The model was tested using data on firm profitability, market capitalization, book value of assets, board size, board independence, founding family CEO/Chair, blockholder ownership, foreign ownership, yearly sales growth, assets tangibility, debt, and firm sales. See Table 1 for definitions of each variable.

*****   Insert Table 1 about here   *****

The data consists of 650 pooled time series and cross-sectional observations from 1996, 1997, and 1998. The observations are taken from a random sample of 228 publicly traded companies headquartered in Norway and Sweden, a sample that includes approximately half of all traded firms in Norway and about one third of all traded firms in Sweden. Of these observations 354 are from Norway and 296 are from Sweden. The sample includes companies from all industries except finance, banking, and insurance that were excluded due to their unique financial reporting requirements.  The initial sample of 255 firms was reduced to 228 due to companies using unusual reporting periods (9 firms), companies listed for less than two years (11 firms), and missing values due to non-response or infrequent trading of stock (7 firms).
Most of the data are available through annual reports, and sources based on annual reports (such as Sundqvist, 1999; and the Oslo and Stockholm Stock Exchange). However, to further address corporate governance issues we had to find data on variables not provided in annual reports (or other secondary sources), such as firm age, founder and founding family CEO/Chair, and board ownership control (our measure of blockholder ownership). In order to get this information we used fax questionnaires and phone call follow-ups directed at each firm’s investor relations department. This allowed us to identify the original founding year for each firm, without regard to any mergers or acquisitions that may have occurred during the firm’s life. In addition, whereas secondary databases (e.g., Compustat) focus on companies traded on the primary exchanges, we are able to include smaller entrepreneurial firms on secondary exchanges commonly overlooked by most studies on corporate governance (Hermalin and Weisbach, 2001). 
Regarding the form of the firm life cycle, we defined three stages based on the age of the firm from original founding date, proposing a non-linear stepwise effect as the firm moves through distinct generations, following Smith et al. (1985). The argument is that there are specific management traits associated with the founder(s) and the employees hired by the founder(s) in the first generation, followed by a second generation of managers and employees unrelated to the founders with potentially dissimilar traits, and finally a third generation who take over the top management team positions with another set of unique traits. Table 2 shows that 53% of first generation firms in the sample (founded after 1975) have a founder, or founding family member as the CEO or Chair
, whereas this ratio is 31% for second generation firms (founded between 1931 and 1975), and only 17% for firms founded before 1931 (third and older generation firms).

*****   Insert Table 2 about here   *****

Control Variables

Past research indicates that corporate governance outcomes, such as ROA and market-to-book ratios, are affected by firm growth rates (Hermalin and Weisback, 1988), the level of asset tangibility (Mishra et al., 2001), debt pressure (Jensen, 1989), firm size (Dalton et al., 1999), and firm industry affiliation (Baysinger and Butler, 1985). 

The two applied measures of the dependent variables (market-to-book and ROA) both use the depreciated historical cost of assets as the denominator for calculating the performance variables. The common over-depreciation of assets should tend to drive both ratios up as age increases although the age affect on ROA is less certain as the numerator (company earnings) is directly affected by the level of depreciation. This accounting effect is, however, one of multiple effects on the relationship between firm’s age and financial performance. Consequently we use firm age as a control variable in the multivariate tests.  

To address the institutional and legal differences between Norway (non-E.U. member) and Sweden (E.U. member since 1995) a country dummy variable is used. By using control dummy variables for each sample-year multiplied by country, we are able to control for differences in business cycles between the two countries. We also control for general industry effects, measured by nine industry groupings used by the Oslo Stock Exchange and the Stockholm Stock Exchange. 

RESULTS

We begin our examination of the results by looking at the descriptive statistics as well as univariate tests of age group differences. Table 2 reveals that there are significant structural and performance differences between the three age groups of firms. In terms of firm value (market-to-book) the third generation firms are significantly lower, whereas the opposite is true for profitability (ROA). Furthermore, as shown in Table 3, there is a significant negative correlation (-0.13) between market-to-book value and firm age, and a significant positive correlation (0.15) between ROA and firm age. We suggest that younger firms’ profitability is limited by the build-up of company infrastructure; however, their growth prospects produce a high market-to-book ratio. These differences make it important to apply both market-based and accounting-based measures when examining the moderating role of firm life cycle on the relationship between governance mechanisms and performance.

*****   Insert Table 3 about here   *****

The average age of “first generation” firms is only 11.2 years during our sample period, and more than half (53%) of these firms are still run by a founding CEO or Chair. These entrepreneurial firms are characterized by higher growth (52% annual growth)
, smaller size (median market capitalization of 406 million SEK), and less tangible assets than the older firms. The corporate governance of the “first generational” firm is distinct in respect to smaller boards (six is the median number) and a higher share of blockholder ownership control (29%).  

The average age of “second generation” firms is 42.9 years, whereas the “third generation or older” firms has a mean age of 107.8 years. Although the second generation firms share many of the same characteristics as older firms, they are more likely to have founding family CEOs or Chairs (31% versus 17%), a somewhat higher growth rate (23% versus 17%), higher market-to-book value (log value of 0.66 versus 0.45), higher ROA (5.91% versus 3.85%), and finally are smaller in size than the oldest firms (median market capitalization of 947 million SEK versus 1,528 million SEK). 

An ordinary least-square (OLS) regression model is used to test the hypotheses, and we incorporated the recommendations of Seth and Bowden (1997) to avoid violating the assumptions of regression analysis. The tested model is developed with a variety of independent variables to minimize specification bias in the hypothesis testing, drawing on previous research on corporate governance, e.g., Brush, Bromiley and Hendrickx (2000), McConaughy et al. (1998), and Yermack (1996). Our models control for general firm characteristics (sales growth, firm size, debt), nationality (Sweden versus Norway), yearly effects, business cycle effects (country times year), and industry effects (controlled using industry dummies). The natural log of market-to-book ratio is used as the dependent variable in order to reduce heteroscedasticity.

 The standardized regression estimates of our model appear in Table 4. The results indicate that a firm’s life cycle stage, as we have defined it, has a significant moderating effect on the effectiveness of internal and external corporate governance mechanisms. As shown in Table 4, our tests produce an acceptable explanatory power from our model with both dependent variables (adjusted r-square between 0.26 and 0.57). As expected, the market-based model (market-to-book) produces significantly higher r-squares than the accounting-based model (ROA), especially in the group of first generation firms. We also investigated the use of interaction terms by multiplying firm age and the five tested corporate governance variables, but problems with multicollinearity and the non-linear effect of firm age made such tests unproductive. As discussed previously, this suggests that there is a non-linear generational (i.e., stepwise) effect between our corporate governance variables and firm age, and warrants the use of separate regressions for each age group.

*****   Insert Table 4 about here   *****

As predicted we found a significant and positive effect of board size among first generation firms, however, only significant in relation to profitability (Hypothesis 1a). This suggests that the valuable resource links that larger boards provide is more important than the increased monitoring value of smaller boards. This is consistent with the notion that younger firms in particular are in greater need of “effective external linkages” (Pfeffer and Sallancik, 1978: 172), and consistent with findings among smaller firms by Dalton et al (1999). 

Also as predicted in Hypothesis 1b, we see a significant negative impact of large boards among third and older generational firms in the market-to-book ratio model (however there is no significant effect on the profitability measure model). This is in line with the common corporate governance recommendation to limit board size (e.g., Yermack, 1996). Specifically, Jensen (1993: 865) argues “When boards get beyond seven or eight people they are less likely to function effectively and are easier for the CEO to control.” Consistent with research on CEO power versus board power (Finkelstein, 1992; Boyd, 1994), our findings support the argument that large boards are particularly disadvantageous in older firms. 

An alternative explanation for the age effect on board size might be that there exists an “optimal board size,” and that first generation firms tend to have boards that are too small (median value of six), whereas third generational firms have boards that are too large (median value of eight). We question this “optimal board size theory,” as board size is more correlated with firm size (0.63) than with firm age (0.50).

Hypotheses 2a and 2b yielded mixed results. Hypothesis 2a, predicting a negative effect of board independence on first generational firms produced no significant result. In contrast, Hypothesis 2b, predicting a positive independence effect on performance for third and later generational firms is significant on the market to book ratio performance measure – but negative and significant on the profit measure. The significant and positive effect of board independence on market-to-book values among older firms is consistent with the research by Baysinger and Butler (1985). A possible explanation for the negative accounting profit (short-term) effect of board independence among old firms could be that such board members focus on generating costly, but value creating, activities or investments. Independent directors might promote or generate activities or investments that increase costs in the short-term; however, these actions are valued by shareholders due to the long-term benefit of the investment. For example, having a highly skilled independent information technology board member might increase investments in technology, and thus generate higher costs in the short term. However, given such a board member’s resource access (ability to get a good deal), monitoring ability (capable of accessing effectiveness) and mentoring (able to coach the CEO on implementation), this ends up enhancing the value of the firm.   
We found a positive impact on profitability of founding family CEO or Chair among second-generation firms, but not among first generation firms (Hypothesis 3a). Furthermore, we did not find the predicted negative relationship with performance in third and older generation firms (Hypothesis 3b). In line with the arguments of Fama and Jensen (1983), these findings indicate that founding family CEOs and Chairs can facilitate efficient corporate control and enhance corporate governance. The lack of significant effect of family influence through founding family CEOs or Chairs among older firms is inconsistent with Thomsen and Pedersen’s (2000) argument that European firms could in principle gain from letting go of family control. However, Thomsen and Pedersen looked at indirect control through ownership, not at direct control by family CEOs or Chair.

As predicted, we found a significant and negative impact of blockholder ownership among third generation firms on both profitability and market-to-book value (Hypothesis 4b), and partial support for a significant and positive effect among first generation firms (profitability only, Hypothesis 4a).  The descriptive statistics show that the level of blockholder ownership is very similar among second and third generation firms (20% and 19%, respectively). Even though the first generation firms do tend to have a higher level of blockholder ownership control (29%), the difference within each group is still considerable when contrasted with between-group differences. An interesting implication of this is to consider how the impact of blockholder ownership control is different between different generations of firms. We have argued that older firms are likely to be more susceptible to inertia and shareholder entrenchment, and therefore higher levels of blockholder ownership will be detrimental to firm performance to the degree that it reduces the active market for corporate control.

As predicted, there is a significant positive effect of foreign ownership on market-to-book value among second and later generation firms (Hypothesis 5). However, we failed to identify a significant effect on profitability. This may be explained by the fact that foreign ownership helps to reduce the cost of capital (Stulz, 1999), and thus helps to boost the discounted future value of the firm, but to a lesser extent affects annual accounting profits. As with the level of blockholder ownership, the significant difference of the impact of foreign ownership on profitability and market-to-book ratio is particularly interesting since the level of foreign ownership is rather similar across the three firm age groups.


The number of significant control variables shows their important contribution to the tested models (Table 4). The difference in effect direction between various firm age groups further emphasizes the importance of considering corporate governance in relation to distinct age group. As expected, the yearly growth measure is particularly important in relation to the accounting-based measure. Asset tangibility shows a significant negative effect on market-to-book value among second and third generation firms. Consistent with other European studies (Thomsen and Pedersen, 2000) we identify a positive and significant effect from debt pressure (high debt ratio) on old and young firms. The significant negative effect of high debt among second-generation firms is unexpected and difficult to justify. Finally, we find that firm size - measured in terms of market capitalization - produces significant effects on the dependent variables in 5 of 6 regressions. This can be interpreted as a scale economy effect, as indicated by the significant and positive market-to-book ratios, for older firms. 

*****   Insert Table 5 about here   *****

Past studies have indicated that the direction of causality could be reversed for board independence, whereby poorly performing companies add independent directors to appease unsatisfied shareholders (Hermalin and Weisbach, 2001). In other words, board independence – as well as the other corporate governance variables – might be endogenous. For example, one could argue that poorly performing companies might want to add outside directors in order to look better by acting in accordance with the common recommendations from good corporate governance. On the other hand, another selection effect could also be at work, as successful businesses would not change the number of outside directors. The same kind of selection effect could potentially be present for board size, and founding family directorship. In Table 5 we make a simple test to address these potential problems by correlating 1996 performance (market-to-book ratio and ROA) with subsequent changes in the corporate governance variables. The fact that none of these correlations is significant indicates that we don’t have problems related to the direction of causality.

CONCLUSION 

Grounded in agency theory, resource dependence theory and organizational learning theory, our model found support for the recommendation that good corporate governance needs to be reconsidered in the context of a firm’s life cycle. Specifically, this research examines the moderating impact of firm life cycle stage on good corporate governance, measured in terms of firm value (market-to-book ratio) and profitability (ROA). Three internal corporate governance mechanisms were examined; board size, board independence, and founder/founding family CEO or Chair, along with two external corporate governance mechanisms; blockholder ownership and foreign ownership. To test our hypotheses we applies OLS regression and controlled for firm age and growth, asset tangibility, debt ratio, firm size, country effects, country-level business cycle effects, as well as for industry effects. 

This research indicates that firms that are more than 70 years old (third generation) are best governed with small, independent boards (significant only on firm value), a low level of ownership control by the board, and a high level of foreign ownership (significant only on firm value). This arrangement of a highly independent board helps older firms to avoid managerial entrenchment, since board independence forces the CEO to be more externally accountable. In line with findings from past research, smaller boards reduce the CEO’s potential to “divide and conquer.” Older firms are more exposed to inertia and shareholder entrenchment, such that a high level of foreign ownership and a low level of blockholder ownership provide valuable counterbalance to possible shareholder value destroying self-serving behavior.

 Second generation firms, with an average age of 43 years, were found to be best managed by a founding family CEO or Chair and governed by independent boards (significant only on firm value) that control a moderate proportion of the firm’s shares. We found this age group to have elements of both younger firms (in relation to positive founding family influence) and older firms (the need for a competitive market for corporate control). 

Finally, first generation companies, those founded after 1975, benefit specifically from a founder CEO or Chair, large boards, and a high share of ownership representation among the board members. The underlying dominant theory supporting these findings is resource dependence theory. The fact that young firms benefit from the positive impact of founder influence on firm value relates to the unique entrepreneurial zest that the founder(s) represent. Furthermore, the positive impact of large boards and a high share of ownership control reflect the important resource linkages and mentoring benefits that these board members provide.

While a number of policy reports provide recommendations on good corporate governance, such as recommendations to reduce board size and to increase board independence, this study suggests that these recommendations provide poor guidance for younger firms. While many of these “good corporate governance” policies may enhance firm value among older firms, our findings indicate many of these same corporate governance recommendations reduce firm value among younger firms. By broadening the scope of what governance mechanisms can do for firms from only monitoring to include mentoring and resource access, a more complex understanding of good corporate governance emerges. A possible explanation of why past recommendations seem to fit best with older firms is the bias of past research to focus on very large firms (and therefore mostly older firms) where the monitoring function is most important.

Limitations and Direction for Future Research

We have used maximizing shareholder value and profitability as the primary indicators of good corporate governance. Thomsen and Pedersen (2000) suggest that some European owner-groups (such as families, banks, and government owners), might subscribe to other corporate goals, although this is likely less of an issue in firms in Norway and Sweden which rarely have (or even allow) a high degree of active state ownership, nor substantial bank ownership of traded firms. The relatively high degree of minority shareholder protection in Norway and Sweden (La Porta et al., 1998) also suggests that family or other major owners are not able to extract substantial private benefits at the expense of other shareholders (Angblad et al., 2001). 

Management research on board of directors has highlighted the need to move from what boards “look like” to what they “do” (e.g., Forbes and Milliken, 1999; Jonnergård and Svensson, 1995; Pettigrew, 1992; Zahra and Pearce, 1989). This study does not provide a complete response to this call; however, we do attempt to analyze a broader scope of corporate governance functions within a context of organizational processes through the lens of organizational leaning and the mentoring role. Adding the context of a firm’s life cycle is one attempt to “explore more precise ways of studying board demography that account for the role of intervening processes” (Forbes and Milliken, 1999: 490). Thus, our research design is made with an implicit argument that what boards “do” is highly dependent on a unique combination of board characteristics and the context in which they operate.

This study has only considered a limited number of corporate governance mechanisms. We have not addressed the corporate governance effect of a broader set of ownership structures, product market competition, reputation effects in the managerial labor market, management incentive schemes, or accounting and auditing systems. Future research needs to address possible interaction effects between corporate governance mechanisms. 

This study is based on a three-year dataset of Norwegian and Swedish traded companies. Since corporate governance mechanisms are rooted in national factors, we expect that to some degree the firm age effect is contingent on the specific cultural or institutional settings of a particular country (e.g., Gedajlovic and Shapiro, 1998; Porter, 1990). However, over time findings from region specific studies such as this one are becoming more applicable to other markets, as globalization of capital and product markets makes corporate governance mechanisms more similar across countries (Bekaert and Harvey, 2000; Stulz, 1999; Useem, 1998). Future research should explore the presented hypotheses in new institutional and cultural environments, such as in Anglo-American markets, and on larger datasets with greater longitudinal range.

REFERENCES

Aguilera R, Cuervo-Cazurra A. 2000. Codes of Good Governance Worldwide. University of Illinois at Urbana-Champaign, CIBER working paper 00-105. 

Aldrich H, Pfeffer J.  1976.  Environments of organizations.  Annual Review of Sociology 2: 79-105.

Alexander  JA, Fennell ML, Halpern MT. 1993. Leadership instability in hospitals: The influence of board-CEO relations and organizational growth and decline. Administrative Science Quarterly 38: 74-99.

Ang SA, Cole RA, Lin JW. 2000. Agency costs and ownership structure. Journal of Finance 55: 81-106. 

Angblad J., Berglöf E., Högfeldt P., Svancar H, 2001. Ownership and Control in Sweden - Strong Owners, Weak Minorities, and Social Control. In Barca, F., Becht, M. (eds.). The Control of Corporate Europe. Oxford University Press, Oxford. 

Argyris C. 1999.  Tacit knowledge and management.  In R. S. Sternberg & J. A. Horvath (Eds.), Tacit Knowledge in Professional Practice: 123-140.  Lawrence Erlbaum Associates: Mahwah NJ.  

Baysinger BD, Butler HD. 1985. Corporate governance and the board of directors: Performance effects of changes in board competition. Journal of Law, Economics and Organizations 1: 101-124. 

Bekaert G, Harvey C. 2000. Foreign speculators and emerging equity markets. Journal of Finance 5: 565-613.

Berle A, Means C. 1932. The Modern Corporation and Private Property. MacMillian: New York. 

Berman SL, Down JT, Hill CWL. 2002. Tacit knowledge as a source of competitive advantage in the National Basketball Association. Academy of Management Journal 45: 13-31.

Bettis R, Prahalad C. 1995. The dominant logic: A retrospective and extension. Strategic Management Journal 16: 5-14.

Bhagat S, Black B. 1999. The uncertain relationship between board composition and firm performance. Business Lawyer 54: 921-963.

Boeker W.  1997.  Executive migration and strategic change:  The effect of top manager movement on product-market entry.  Administrative Science Quarterly 42: 312-236.

Boyd BK. 1994.  Board control and CEO compensation. Strategic Management Journal 15: 335-344.

Brush TH, Bromiley P, Hendrickx M. 2000. The free cash flow hypothesis for sales growth and firm performance. Strategic Management Journal 21: 455-472. 

Chami R. 2001. What’s Different About Family Business? Working Paper 01/70, International Monetary Fund, Washington D.C. 

Cohen W, Levinthal D. 1990. Absorptive capacity: A new perspective on learning and innovation. Administrative Science Quarterly 35: 209-225. 

Committee on Corporate Governance: Final Report. 1998. The Committee on Corporate Governance. Gee Publishing: London, U.K.

Conyon MJ, Peck SI. 1998. Board size and corporate governance: Evidence from European countries. European Journal of Finance 4: 291-304.   

Cotter JF, Shivdasani A.  1997, Independent boards enhance target shareholder wealth. Directorship 23(10): 3-6.

Daily CM, Dalton DR. 1993. Board of directors leadership and structure: control and performance implications. Entrepreneurship Theory and Practice 17(3): 65-81. 

Dalton DR, Daily CM, Ellstrand AE, Johnson JL. 1998. Meta-analytic review of board composition, leadership structure, and financial performance. Strategic Management Journal 19: 269-290.  

Dalton DR, Daily CM, Johnson JL, Ellstrand AE. 1999. Number of directors and financial performance: A meta-analysis. Academy of Management Journal 42: 674-687. 

Danish Ministry of Finance, 1999. Debatopplæg Om Aktivt Eierskap. Schultz Erhvervsboghandel: Copenhagen.

De Angelo H, De Angelo L. 1985. Managerial ownership of voting rights: A study of public corporations with dual classes of common stock. Journal of Financial Economics 14: 33-69.

Eisenhardt KM. 1989. Agency theory: An assessment and review. Academy of Management Review 14: 57-74. 

Fama E, Jensen M. 1983. Separation of ownership and control. Journal of Law and Economics 26: 301-25.

Fiegener MK,  Brown BM, Dreux DR, Dennis WJ. 2000. The adoption of outside boards by small private US firms. Entrepreneurship & Regional Development 12: 291-309.

Finkelstein S. 1992, Power in top management teams: dimensions, measures, and validation. Academy of Management Journal 35: 505-538. 

Forbes DP, Milliken FJ. 1999. Cognition and corporate governance: Understanding boards of directors as strategic decision-making groups. Academy of Management Review 24: 489-505. 

Gedajlovic ER, Shapiro DM. 1998. Management and ownership effects: Evidence from five countries. Strategic Management Journal 19: 533-553. 

Gomez-Mejia LR, Nunez-Nickel M, Gutierrez I. 2001. The role of family ties in agency contracts. Academy of Management Journal 44: 81-95. 

Goodstein J, Gautam K, Boeker W. 1994. The effect of board size and diversity on strategic change. Strategic Management Journal 15: 241-250. 

Gup BE, Agrrawal P. 1996. The product life cycle: A paradigm for understanding financial management. Financial Practice & Education 6 (2): 41-49. 

Hermalin BE, Weisbach MS. 1988. The determinants of board composition. Rand Journal of Economics 19: 589- 606.

Hermalin BE, Weisbach MS. 1991. The effects of board composition and direct incentives on firm performance. Financial Management 20(4): 101-112.

Hermalin BE, Weisbach MS. 2001. Boards of directors as an endogenously determined institution: a survey of the economic literature. NBER Working Paper 8161. 

Hirshleifer D, Thakor A. 1994. Managerial performance, board of directors and takeover bidding. Journal of Corporate Finance 1: 63-90. 

Huse M. 1994. Board-Management relations in small firms: The paradox of simultaneous independence and interdependence. Small Business Economics 6: 55-72.  

Huse M. 2000. Board of directors in SMEs: A review and research agenda. Entrepreneurship and Regional Development 12: 271-290. 

James Jr. HS. 1999. Owner as manager, extended horizons and the family firm. International Journal of the Economics of Business 6: 41-55.

Jayaraman J, Khorana A, Nelling E, Covin J. 2000. CEO founder and firm financial performance. Strategic Management Journal 21: 1215-1224.

Jensen MC. 1989. Eclipse of the public corporation. Harvard Business Review 67(5): 61-75.

Jensen MC. 1993. The modern industrial revolution, exit, and the failure of internal control systems. Journal of Finance 48: 831-881.

Jensen MC, Meckling W. 1976. Theory of the firm: Managerial behavior, agency costs and ownership structure. Journal of Financial Economics 3: 5-60.

John K, Senbet LW. 1998. Corporate governance and board effectiveness. Journal of Banking & Finance 22: 371-403.

Johnson JL, Daily CM, Ellstrand AE. 1996. Boards of directors: a review and research agenda. Journal of Management 22: 409-438. 

Jonnergård, Svensson. 1995. Corporate Board Behavior: Emphasis in role fulfillment – a typology. Corporate Governance – An International Review 3(2): 65-71. 

Katz R. 1982.  The effects of group longevity on project communication and performance.  Adminstrative Science Quarterly 27: 81-104.

Kosnik RD. 1987. Greenmail: a study of board performance in corporate governance. Administrative Science Quarterly 32: 163-185. 

Lannoo K. 1999. A European perspective on corporate governance. Journal of Common Market Studies 37: 269-294. 

La Porta R, Lopez-de-Silanes F, Shleifer A, Vishny, R. 1998. Law and finance. Journal of Political Economy 106: 1113-1155.

Levinthal D, March J. 1993.  The myopia of learning.  Strategic Management Journal 14(special issue): 95-103.

Lipton M, Lorsch J. 1992. A modest proposal for improved corporate governance. Business Lawyer 59: 59-77.

McConaughy D, Walker M, Henderson G, Mishra C. 1998. Founding family controlled firms: Efficiency and value. Review of Financial Economics 7(1): 1-19.

McKinsey & Company. 2000. Investor opinion survey. London. 

http://www.mckinsey.com/features/investor_opinion/index.html

Miller D. 1990. The Icarus Paradox. Harper Business: New York. 

Millstein RM, MacAvoy PW. 1998. The active board of directors and performance of the large publicly traded corporation. Colombia Law Review 98: 1283-1321. 

Mintzberg H. 1983. Power in and around organizations. Prentice-Hall: Englewood Cliffs, NJ.  

Mishra C, Randøy T, Jenssen JI. 2001. The effect of founding family influence on firm value and corporate governance: A study of Norwegian firms. Journal of International Financial Management & Accounting,. 12: 235-259.

Mueller DC. 1972. A Life Cycle Theory of the Firm. Journal of Industrial Economics 20(3): 199-219.

Nonaka I, 1994. A dynamic theory of knowledge creation. Organization Science 5: 14-37.

NASDAQ. 2001. Going Public and Listing on the U.S. Securities Markets. http://www.nasdaq.com/about/going_public.stm. Accessed on November 14, 2001.

OECD. 1999. OECD Principles of Corporate Governance. Organization for Economic Cooperation and Development. http://www.oecd.org/daf/governance/principles.htm. Accessed on November 14, 2001.

Parshley M, Philippatos G. 1990.Voluntary divestitures and corporate life-cycle: Some empirical evidence. Applied Economics 22(9): 1181-1196. 

Pelled LH, Eisenhardt KM, Xin KR. 1999.  Exploring the black box:  An analysis of work group diversity, conflict, and performance.  Administrative Science Quarterly 44:1-28.

Pettigrew A. 1992. On studying management elites. Strategic Management Journal 13: 163-182. 

Pfeffer J. 1981. Power in Organizations. Pitman Publishing: Marchfield, MA. 

Pfeffer J, Salancik GR. 1978. The External Control of Organizations: A Resource-Dependence Perspective. Harper & Row: New York. 

Porter M. 1990. The Competitive Advantage of Nations. Free Press: New York.

Randøy, T., Goel, S., 2003. Ownership Structure, Founding Family Leadership, and Performance in Norwegian SMEs. Journal of Business Venturing, Special issue on The Evolving Family/Entrepreneurial Business Relationship, Forthcoming. 

Randøy T, Oxelheim L, Stonehill A. 2001. Global financial strategies and corporate competitiveness. European Management Journal 19: 659-669. 

Ranft AL, O’Neill HM. 2001. Board composition and high-flying founders: Hints of trouble to come? Academy of Management Executive 15(1): 126-138. 

Seth A, Bowden S. 1997. Regression analysis, in Ghertman, Obadia, J. & J-L. Arregle. Statistical Models for Strategic Management, Kluwer Academic Publishers: Dordrecht, The Netherlands. Pages 297-308. 

Smith KG, Mitchell TR, Summer CE. 1985. Top level management priorities in different stages of the organizational life cycle. Academy of Management Journal 28(4): 799-820.

Spender J. 1996. Making knowledge the basis of a dynamic theory of the firm. Strategic Management Journal 17: 45-62.

Shleifer A, Vishny RW. 1986. Large shareholders and corporate control. Journal of Political Economy 94: 461-488.

Shleifer A, Vishny RW. 1997. A survey of corporate governance. Journal of Finance 52: 737-783.

Short H. 1994. Ownership, control, financial structure and the performance of firms. Journal of Economic Survey  8(3): 203-249.

Stulz R. 1999. Globalization, corporate finance and the cost of capital. Journal of Applied Corporate Finance 12(3): 8-25.

Subrahmanyam V, Rangan N. 1997. The role of outside directors in bank acquisitions. Financial Management  26(3): 23-36.

Sundqvist S. 1999. Ägarna och makten i Sveriges börsföretag. Stockholm, Sweden: Dagens Nyheters Förlag.

Swedish Shareholders’ Association. 2000. Corporate Governance Policy. http://www.ecgn.ulb.ac.be/ecgn/docs/codes/aktiespararna.pdf. Accessed on November 14, 2001.

Thomsen S, Pedersen T. 2000. Ownership structure and economic performance in the largest European companies. Strategic Management Journal 21: 689-705.

Useem M. 1998. Corporate leadership in a globalizing equity market. Academy of Management Executive 12(4): 43-59.

Ward JL. 1987. Keeping the family business healthy: How to plan for continuous growth, profitability, and family leadership. Jossey-Bass: San Francisco CA.

Weir C, Laing D. 2000. The performance-governance relationships: The effect of Cadbury compliance on UK quoted companies. Journal of Management and Governance 4: 265-281. 

Yermack D. 1996. Higher market values of companies with a small board of directors. Journal of Financial Economics 40: 185-211.

Zahra S, Pearce J. 1989. Board of directors and corporate governance financial performance: A review and integrative model. Journal of Management 15: 291-334. 


Table 1: Measures*

	Variables
	Definitions

	1. Market-to-book value (log) 
	Natural logarithm of total market capitalization (all share classes) at year-end divided by the book value of equity at the same time. 

	2.  Return on assets (lagged one year)
	Last year’s net profits (before interest, taxes, and exceptional items) divided by the average book value of assets.

	3. Firm age (log)


	The natural logarithm of the number of years between the observation year and the firm’s founding year. 

	4. Boards size
	Number of directors on the board.

	5. Board Independence
	The percentage of directors on the board that is not or has not been employed by the firm.

	6. Founding family CEO or Chair
	A binary variable that equals 1 if the founders or their descendents hold the office of Chief Executive Officer or Chairman of the Board, 0 otherwise.

	7. Blockholder ownership
	Percentage of ownership of all shares that is controlled directly or indirectly by members of the board. 

	8. Foreign ownership
	Percentage of ownership of all shares that is owned by institutions or persons with foreign affiliation. 

	9. Yearly growth


	One year’s sale over the last year’s sale. We adjusted for outliers by limiting values to +/- three standard deviations.

	10. Asset Tangibility


	The ratio of property, plant and equipment (net of depreciation) over total assets at the end of the year.

	11. Debt ratio
	Debt over total assets for each year.

	12. Firm Size (log)
	The natural logarithm of total revenues of each year


* Data from firm annual reports and collected through written questionnaire and fax follow up. All monetary values in this study are converted into Swedish currency (SEK). At the end of 1998 one US$=8.04 SEK

Table 2: Descriptive Statistics and ANOVA Test Differences Between Firm Age Groups 

	
	
	
	Firm Age Groups: Mean Values

	
	Mean
	Standard Deviation
	First generation firms:

Founded after 1975
	Second generation firms:

Founded

1931 - 1975
	Third or older generation firms: Founded before 1931
	ANOVA: Between group F-test

	Dependent variables
	
	
	
	
	
	

	Market-to-book value (log)
	0.61
	0.78
	0.75
	0.66
	0.45
	8.22***

	ROA (%)
	4.66%
	12.37
	-1.51%
	5.91%
	3.85%
	10.43***

	
	
	
	
	
	
	

	Internal corporate governance
	
	
	
	
	
	

	Boards size
	7.29
	2.08
	5.74
	7.52
	7.52
	105.46***



	Board Independence
	63%
	0.20
	59%
	61%
	64%
	2.79†

	Founding family CEO or Chair
	31%
	0.46
	0.53
	0.31
	0.17
	37.24***

	External corporate governance
	
	
	
	
	
	

	Blockholder ownership
	22%
	23.52
	29%
	20%
	19%
	11.16***

	Foreign ownership
	19%
	20.37
	16%
	20%
	19%
	2.75†

	
	
	
	
	
	
	

	Control variables
	
	
	
	
	
	

	Firm age (log)
	3.60
	1.01
	2.42
	3.76
	4.68
	1763.72***

	Yearly growth
	26%
	0.53
	52%
	23%
	17%
	21.19***

	Asset tangibility
	0.53
	0.26
	0.47
	0.55
	0.56
	9.79***

	Debt ratio
	0.58
	0.19
	0.58
	0.54
	0.60
	6.43**

	Firm size (log)
	7.03
	1.86
	5.68
	7.12
	7.90
	99.68***

	Other variables

(median values)
	
	
	
	
	
	

	Market capitalization 1998 in million SEK
	5,510

(709)
	25,414
	996

(406)
	3,513

(947)
	12,451

(1,528)
	561.50***

	Year founded
	1942

(1955)
	54
	1986

(1986)
	1954

(1954)
	1882

(1896)
	12.45***


†p<.10 (two-tailed) 

* p<.05 (two-tailed)

** p<.01 (two-tailed)

*** p<.001 (two-tailed)
Table 3: Pearson Correlation Matrix 

	Variables


	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)
	(9)
	(10)
	(11)

	1. Market-to-book value (log) 
	
	
	
	
	
	
	
	
	
	
	

	2.  Return on assets (one year lagged)
	.15**
	
	
	
	
	
	
	
	
	
	

	3. Firm age (log)


	-.13**
	.14***
	
	
	
	
	
	
	
	
	

	4. Board size
	-.06


	.23***
	.50***
	
	
	
	
	
	
	
	

	5. Board Independence
	-.07
	-.01
	.11**
	.21***
	
	
	
	
	
	
	

	6. Founding family CEO or Chair
	.09*
	-.02
	-.32***
	-.33***
	-.19***
	
	
	
	
	
	

	7. Blockholder ownership
	-.17***
	-.08*
	-.18***
	-.38***
	-.22***
	.27***
	
	
	
	
	

	8. Foreign ownership
	.18***
	-.03
	.01
	.15***
	-.04
	-.20***
	-.22***
	
	
	
	

	9. Yearly growth


	.14**
	-.01
	-.27***
	-.25***
	-.17***
	.16***
	.03
	-.04
	
	
	

	10. Asset Tangibility


	-.41***
	-.02
	.13**
	.06
	.01
	-.12**
	.08*
	-.10*
	-.15***
	
	

	11. Debt ratio


	-.11**
	-.04
	.12**
	.09*
	.12**
	-.13**
	.04
	-.02
	.03
	.21***
	

	12. Firm Size (log)
	-.09*
	.29***
	.48***
	.63***
	.11
	-.28***
	-.26***
	.25***
	-.18***
	.05
	.33***


* p<.05 (two-tailed)

** p<.01 (two-tailed)

*** p<.001 (two-tailed)

Table 4: The Effect of Firm Age and Corporate Governance on Firm Performance 

	
	First generation firms:

Founded after 1975


	Second generation firms:

Founded between 1931 and 1975
	Third or older generation firms: Founded before 1931

	Dependent variables: 
	Market-to-book ratio (log)
	ROA

Lagged
	Market-to-book ratio (log)
	ROA

Lagged
	Market-to-book ratio (log)
	ROA

Lagged

	Internal corporate governance 
	
	
	
	
	
	

	Board size
	.07

(.98)
	.18

(1.99)*
	-.04

(-.66)
	-.08

(-1.15)


	-.36

(-3.55)***
	.02

(.19)

	Board independence
	-.02

(-.41)
	.01

(.10)
	-.07

(-1.19)
	.03

(.49)


	.19

(2.48)*
	-.22

(-2.55)*

	Founding family CEO or Chair
	.14

(2.54)*
	-.02

(-.23)
	.19

(3.52)**
	.26

(4.38)***
	-.03

(-.37)
	-.06

(-.72)

	External corporate governance
	
	
	
	
	
	

	Blockholder ownership
	.05

(.79)
	.21

(2.66)**
	-.11

(-2.05)*
	-.04

(-.69)
	-.23

(-2.94)**


	-.26

(-2.98)**

	Foreign ownership
	.09

(1.56)
	-.18

(-2.57)*
	.16

(2.86)**
	-.03

(-.51)
	.22

(3.43)**
	-.09

(-1.32)

	
	
	
	
	
	
	

	Control variables
	
	
	
	
	
	

	Firm age
	-.02

(-.37)
	-.03

(-.42)
	-.00

(-.08)
	-.03

(-.48)
	.18

(3.06)**
	.05

(.83)

	Yearly growth
	.03

(.53)
	.08

(1.19)
	.16

(2.97)**
	.10

(1.64)
	.05

(.93)
	.17

(2.69)**

	Asset tangibility
	-.03

(-.29)
	.07

(.64)
	-.10

(-1.55)
	.07

(.92)
	-.11

(-1.75)†
	-.04

(-.64)

	Debt ratio
	.20

(3.10)**
	-.19

(-2.58)*
	-.17

(-2.95)**
	-.42

(-6.72)***
	.27

(4.51)***
	-.19

(-2.78)**

	Firm size
	-.30

(-4.09)***
	.40

(4.56)***
	-.03

(-.53)
	.26

(3.85)***
	.21

(2.27)*
	.27

(2.63)**

	Country (Sweden)
	.02

(.25)
	-.06

(-.49)
	.14

(1.55)
	.20

(2.00)*
	.09

(.87)
	-.05

(-.43)



	Number of observations (firm-years)
	185
	223
	222
	228
	213
	216

	Adjusted R-square
	0.58
	0.21
	0.49
	0.37
	0.42
	0.28

	F-Statistics (Significance)
	12.48***
	3.66***
	10.61***
	7.04***
	8.00***
	4.83***


Industry controls (one-digit) and sample year, country (Sweden), and interaction between sample year and country dummies are not reported. Standardized beta values reported and t-values in parentheses. 

†p<.10 (two-tailed) 

* p<.05 (two-tailed)

** p<.01 (two-tailed)

*** p<.001 (two-tailed)

Table 5: Sensitivity of changes (1998-1996) in Corporate Governance from Firm Performance (1996)
	
	Pearson correlations

	
	ROA 1996
	Market-to-book ratio 1996

	Changes in Internal Corporate Governance Mechanisms 1996 to 1998
	
	

	Change in board size
	.08
	-.02

	Change in Board Independence
	.07
	-.10

	Change in founding family CEO or Chair
	.02
	-.03

	Changes in External Corporate Governance Mechanisms 1996 to 1998
	
	

	Change in block holder ownership 
	-.04
	-.10

	Change in foreign ownership
	-.04
	-.05


No correlation significant at p=0.1 or less

� Foreign investors control 31% of the total market capitalization of the Oslo Stock Exchange, and 33% of the Stockholm Stock Exchange as of December 31, 1998. The high proportion of foreign ownership developed gradually from the early 1980s when the restrictions on foreign ownership of Norwegian and Swedish firms began to be eased and lifted (Oxelheim, et al., 1998).


� CEO-Chair duality is not allowed in Norway and Sweden.


� Mergers and acquisitions explain a considerable portion of this very high growth. 


� We also made unreported t-tests measuring the mean corporate governance change (1996 to 1998) between high performers (upper quartiles of 1996 ROA and 1996 market-to-book) and low performers (lower quartiles of 1996 ROA and 1996 market-to-book). None of these tests proved significant at the 5%-level.  
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