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Previous studies have shown that there are many family firms among Japanese listed companies
in which the founding family has a large influence in terms of management and shareholding. The
purpose of this study is to examine the role of external governance mechanisms such as outside
directors and institutional shareholders in family firms. Prior studies, mainly in Europe and the U.S.,
have shown that outside directors and institutional investors play an important role in corporate
governance and increase firm value. However, the workings of these mechanisms may be different
in family firms that are managed by people from the founding family and who are also large
shareholders. For example, it has been reported that outside directors play an important
governance role by removing management after performance deteriorates, but it may be difficult
for outside directors to remove management in family firms where management is also a large
shareholder. Similarly, even if institutional investors voice their opinions to management, it is
difficult to change management's behavior. Even if management exits, the founding family may not
feel threatened by a decline in the stock price because they will continue to hold their shares
permanently. This study aims to empirically verify these points. To this end, we first collected data
on family firms in Japanese listed companies. Specifically, we collected data on the shareholding
ratios of the founding family members based on the 10 largest shareholder lists, and data on the
presidents and chairmen (managers) from the founding families from the board of directors lists.
The target of the collection was companies listed on the 1st and 2nd sections of the Tokyo Stock
Exchange, and the collection period was from FY2000 to FY2019. The collected data showed that,
similar to previous studies, there are many family firms in listed companies even in more recent
years. Next, we collected data on the composition of the board of directors of the target firms, as
well as data on shareholders other than the founding family members. The results showed that
family firms tended to be less likely to appoint outside directors. As a result, many of them did not
meet the standard of two or more outside directors required by the Corporate Governance Code,
and many family firms were forced to respond to the Code. In the future, we will examine how
these changes affected corporate behavior and corporate performance.
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Previous studies have shown that there are many family firms among Japanese listed companies in which the founding family has a
large influence in terms of management and shareholding. The purpose of this study is to examine the role of external governance
mechanisms such as outside directors and institutional shareholders in family firms. Prior studies, mainly in Europe and the U.S., have
shown that outside directors and institutional investors play an important role in corporate governance and increase firm value.
However, the workings of these mechanisms may be different in family firms that are managed by people from the founding family and
who are also large shareholders. For example, it has been reported that outside directors play an important governance role by
removing management after performance deteriorates, but it may be difficult for outside directors to remove management in family
firms where management is also a large shareholder. Similarly, even if institutional investors voice their opinions to management, it is
difficult to change management'’s behavior. Even if management exits, the founding family may not feel threatened by a decline in the
stock price because they will continue to hold their shares permanently. This study aims to empirically verify these points. To this
end, we first collected data on family firms in Japanese listed companies. Specifically, we collected data on the shareholding ratios of
the founding family members based on the 10 largest shareholder lists, and data on the presidents and chairmen (managers) from the
founding families from the board of directors lists. The target of the collection was companies listed on the 1st and 2nd sections of
the Tokyo Stock Exchange, and the collection period was from FY2000 to FY2019. The collected data showed that, similar to previous
studies, there are many family firms in listed companies even in more recent years. Next, we collected data on the composition of the
board of directors of the target firms, as well as data on shareholders other than the founding family members. The results showed
that family firms tended to be less likely to appoint outside directors. As a result, many of them did not meet the standard of two or
more outside directors required by the Corporate Governance Code, and many family firms were forced to respond to the Code. In
the future, we will examine how these changes affected corporate behavior and corporate performance.
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