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We analyzed the relationship between family firms and outside directors in Japan. In family firms,
the founding family is the top management and owns a large number of shares. As a result,
corporate governance might be weak. Unlike inside directors, outside directors have a high degree
of independence from top management and are expected to play a monitoring role. Many previous
studies have shown that outside directors contribute to corporate governance. For example,
Weisbach (1988) found that the probability that top executive is replaced when performance
deteriorates is significantly higher in companies where outside directors make up majority of the
board than in companies where they do not. Fauver, Hung, Li and Taboada (2017) analyze the
effects of corporate governance reforms around the world and find that corporate performance
improved in countries that set standards for the number of outside directors and their ratio to the
total board. Anderson and Reeb (2004) examined the role of outside directors in family firms and
found that firms with a large shareholding by the founding family and few outside directors
performed worse than non-family firms.

The average number of outside directors and the probability of having an outside director on the
board were lower for family firms in Japan than for non-family firms. As a result, many companies
needed to appoint outside directors to comply with the Corporate Governance Code enacted in
June 2015. The difference between the performance of companies that increased the number of
outside directors to comply with the Corporate Governance Code and those that did not was not
significant. On the contrary, the increase in the number of outside directors tended to improve the
performance of companies where the founding family was considered to have a strong influence.
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2. BIERREREOME GER)

We analyzed the relationship between family firms and outside directors in Japan. In family firms, the founding family is the top
management and owns a large number of shares. As a result, corporate governance might be weak. Unlike inside directors, outside
directors have a high degree of independence from top management and are expected to play a monitoring role. Many previous
studies have shown that outside directors contribute to corporate governance. For example, Weisbach (1988) found that the
probability that top executive is replaced when performance deteriorates is significantly higher in companies where outside directors
make up majority of the board than in companies where they do not. Fauver, Hung, Li and Taboada (2017) analyze the effects of
corporate governance reforms around the world and find that corporate performance improved in countries that set standards for the
number of outside directors and their ratio to the total board. Anderson and Reeb (2004) examined the role of outside directors in
family firms and found that firms with a large shareholding by the founding family and few outside directors performed worse than
non—family firms.

The average number of outside directors and the probability of having an outside director on the board were lower for family firms in
Japan than for non—family firms. As a result, many companies needed to appoint outside directors to comply with the Corporate
Governance Code enacted in June 2015. The difference between the performance of companies that increased the number of outside
directors to comply with the Corporate Governance Code and those that did not was not significant. On the contrary, the increase in
the number of outside directors tended to improve the performance of companies where the founding family was considered to have a
strong influence.
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