
i 

 
 
 
 
 
 
 
 

 
 

Monitoring and Collusion in the Family Firm 
 
 
 
 

 
 
 

Anne Augustine 
 
 
 
 
 
 
 
 
 
 
 
 

Submitted to the Department of Economics of Amherst College  
in partial fulfillment of the requirements for the degree of  

Bachelor of Arts with Honors 
 

 
 
 

Professor Christopher Kingston, Faculty Advisor 
 

April 23, 2008



ii 

Acknowledgements 
 

First off, I would like to thank Professor Kingston, who each week prevented me from 
throwing away what I had and despairing. Next, my family, for reminding me that there 
are more important things in life than my thesis, and that most of them are considerably 
more interesting to hear about. And lastly, my friends: I could not have done without 
their sympathy, late-night company, and willingness to sing and dance in the hallways 
with me.



1 

Contents 
 
1. Introduction..................................................................................................................... 2 

2. Literature Review............................................................................................................ 4 

3. Theory and Background.................................................................................................. 8 

3.1 The Principal-Agent Problem ................................................................................... 8 

3.2 Controlling Minority Shareholder Structures ........................................................... 9 

3.3 The Board of Directors ........................................................................................... 11 

3.4 Disciplining the large shareholder: Proxy fights and Takeovers............................ 13 

3.5 Collective action ..................................................................................................... 15 

4. Model ............................................................................................................................ 16 

4.1 Manager-CEO Collusion and Proxy Fights ............................................................ 16 

4.2 Takeovers and Family Management....................................................................... 26 

5. Applied Analysis........................................................................................................... 27 

5.1 The New York Times Company............................................................................. 27 

6.2 Dillard’s .................................................................................................................. 32 

5.3 Dow Jones & Co..................................................................................................... 34 

5.4 Ford Motor Company ............................................................................................. 36 

6. Conclusion .................................................................................................................... 38 

 



2 

1. Introduction 

 More than 80% of the US workforce is employed by a family business (Miller, 

Steier, & Le Breton-Miller, 2003). These include not only small businesses, but some of 

the largest, most well-known publicly traded companies in the country such as Wal-Mart, 

Comcast, Ford, and Motorola. Family ownership in these companies varies from 10% to 

40%, but the family’s power may be disproportionately greater due to voting systems 

designed so that family members have a greater say in the decision-making process of the 

firm.  

The reasons for having a family business in a developing country seem fairly 

clear—in places with weak contract enforcement and a poor legal system, hiring family 

members is far less risky than hiring strangers. Furthermore, if it is difficult to borrow 

money, going into business with the extended family may provide a way to share risk and 

borrow necessary start-up capital. Besides, in many countries, being part of a prominent 

business family may get you influential connections in politics, which can further 

entrench your family in the elite. 

 The benefits of family firms are far less clear in large American firms. Flipping 

through The Family Business Review will immediately show you several drawbacks. 

Nepotism or the expectation of nepotism can keep the most talented workers and 

managers away from family firms. Personal animosities between family members can 

tear the business apart. Families can insist on keeping and controlling the business even 

when it would be in everyone’s interest to sell it. Is family ownership simply an outdated 

relic of pre-industrial times? 
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 Three benefits remain in family-owned businesses. First, the close relationship 

between family members may make it easier to enforce the behavior of other family 

members who are hired by the company. Second, the family retains any perks that may 

come from owning and controlling the company. And lastly, family members may 

acquire firm-specific and industry-related human capital by growing up in the firm, so 

hiring family members may benefit the firm. 

 My paper seeks to use the first two of these benefits, easier enforcement and 

private benefits, to explain a finding from Anderson and Reeb’s 2004 article “Board 

Composition: Balancing Family Influence in S&P 500 Firms.” In this study, they find 

that family firms are the most productive of S&P 500 firms. However, within family 

firms, performance varies depending on board composition. At low levels of family board 

representation relative to independent director representation, adding more family 

directors improves performance, but when the ratio of family to independents is more 

than 1:2, performance deteriorates with more family members on the board, perhaps due 

to conflicts of interests with outside shareholders. The board appears to mitigate conflicts 

of interest between shareholders as well as monitoring the managers; the authors suggest 

that “founding families monitor the firm, while independent directors monitor the 

family.” I hope to formalize this intuition by showing how the family’s superior ability to 

monitor the CEO and their ability to collude with him at the expense of outside 

shareholders makes their presence on the board both potentially helpful and potentially 

detrimental to outsiders. I also go beyond Anderson and Reeb’s finding to look at how 

outside shareholders may try to curb family-CEO collusion by putting more independents 

on the board or by taking over the company. 
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 The rest of the paper is structured as follows: Section 2 reviews the literature on 

family firms and on corporate governance. Section 3 provides some background on the 

relationships between the family, the outside shareholders, the CEO, and the board of a 

family-owned corporation. Section 4 introduces my model. Section 5 attempts to apply 

this model to a few recent cases: Dillard’s and The New York Times Company, which 

have recently been threatened with proxy fights, and Dow Jones and Co. and Ford Motor 

Company, where the controlling family has been in danger of losing ownership. Section 6 

concludes. 

 

 

2. Literature Review  

There has been a recent surge of research on family firms, based on the 

understanding that the relationship between the owning family and business partners 

produces unique governance problems. My thesis ties together this research with a strand 

of research dedicated to explaining monitoring and collusion in firms with large 

shareholders. The family here is not only the largest shareholder but has a unique 

incentive to choose a CEO from within the family, both to ease monitoring and to extract 

private benefits more easily. 

Family businesses are ubiquitous but hard to define. In the United States, they are 

often defined as firms that are owned and controlled by several members of the same 

family, usually the descendents of the company’s founder. However, researchers differ 

over whether the definition should include businesses where the founder and no other 

individual has most of the influence over the firm or firms that are owned but not 
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managed by a family. In this paper I view the family firm as a firm where one family 

holds the largest single ownership block, though they may choose to hold management 

positions as well. 

Business research on family firms tends to emphasize the necessity of organizing 

the family and putting in mechanisms to limit infighting and discord. It often considers 

the interrelationships between members of the family firm and how these can be arranged 

to minimize conflict and inefficiency. The family business often does not last because the 

founder’s personality leaves its imprint on the firm long after he has retired. The 

founder’s strategies influence the successors’, especially if the successor happens to be a 

close relative. In that case, the successor may either be too reluctant to change what his 

predecessor has put into place or too eager to completely redefine the company’s mission 

(Miller et al., 2003, p. 514). 

Economics papers have focused on different facets of family ownership and how 

they affect firm performance. Some papers model the difference in family firms as one of 

different human capital. Special business skills are passed down in the family as the 

younger generation gains work experience in the family firm. Bhattacharya and 

Ravikumar (2001) model the family as having no other private benefits of control, so that 

they choose to bequeath wealth either through the business or by selling the business and 

passing on the proceeds, whichever yields more utility. 

Another set of papers looks at the family’s possible expropriation of firm profits, 

which depends on how well laws can protect the smaller shareholders’ rights. More legal 

protection for minority shareholders increases the likelihood of firm management being 

separated from ownership. If there is very good legal protection, then the founder does 
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not have to monitor the manager in order to prevent him from stealing the firm’s profits. 

On the other hand, if legal protection is very bad, then management is kept in the family. 

At intermediate levels of legal protection, the firm is best off hiring a professional 

manager, if they are more qualified than a family member, but the family should monitor 

(Burkart, Panunzi, & Shleifer, 2003, p. 2170). 

Schulze et al. propose that altruism among family members leads to unique 

problems when families both own and work in the firm. Family members employed by 

the company, knowing that an altruistic relative is unlikely to fire them, do not work as 

hard. Nepotism is inefficient, both because more competent outsiders cannot easily join 

the family business and because family members may be stuck in the family business 

instead of careers that better suit them (Stewart, 2003, p. 386). However, hiring family 

members has its benefits as well. Managers chosen from within the controlling family 

have similar interests regarding risk and growth opportunities, where an outside manager 

may have other interests that lead him to make decisions that do not fit in the family’s 

vision. Families can also monitor their relatives more easily and discipline them outside 

of the business relationship (Schulze, Lubatkin, Dino, & Buchholtz, 2001). 

Another approach sees the family firm not as the victim of special moral hazard 

problems but as the beneficiary of a long-term approach to the business. This so-called 

stewardship theory predicts that family members, unlike hired workers and managers at 

other firms, have a long-term interest in seeing the company succeed so that it can be 

passed down to their children. Unique among other shareholders, they cannot easily shift 

their money to another company because they are loyal to their own. Instead, loyal family 

members will keep their money in the firm but demand changes that will help the firm 
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become profitable again. This loyalty keeps the firm keep going when other owners 

would have sold it (Hirschman, 1970, p. 77). A spokesman for Ford Motor Company, for 

instance, credits the family’s backing for keeping the company in business during World 

War II and the recession in the 1980s (Lippert & Koenig, 2007).  

My thesis is also related to a strand of corporate governance literature that deals 

with the monitoring of managers and possibilities for collusion between large 

shareholders and the manager. This is also a growing area of research, especially 

following the scandals at Enron and other large companies in 2002. In “A Survey of 

Corporate Governance,” Shleifer and Vishny define corporate governance as “the ways in 

which suppliers of finance to corporations assure themselves of getting a return on their 

investment.” (1997, p. 737). The problem is, at its heart, that the legal owners of firms, 

the shareholders, delegate responsibility to professional managers, who may not be as 

interested in merely receiving a high return on the investment. In the Jensen-Meckling 

theory of the firm, reducing the manager’s ownership in the firm increases the likelihood 

that he will consume private benefits that accrue only to the manager, since he receives 

all of these but only a fraction of the firm’s income (Block & Jaskiewicz, 2007; Jensen & 

Meckling, 1976). However, the separation of ownership and control has its benefits as 

well. When ownership is widely dispersed, managers have more discretion, so they can 

make profitable investments that a controlling owner would perhaps not have made 

because they were too risky (Burkart, Gromb, & Panunzi, 1997). Harvey James suggests 

that family firms do not face the usual problems that result from the separation of 

ownership and control. The long horizon of family firms may make it in the family’s 
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interest to invest, while still limiting the agency costs that plague companies with 

dispersed ownership (1999). 

 

 

 

3. Theory and Background 

3.1 The Principal-Agent Problem 

A classic problem in economics concerns the relationship between a principal, 

often the owner of a firm, and an agent. The principal hires the agent to perform a task, 

but the principal and the agent have different objectives. The agent also has relevant 

information available only to him, so that the principal cannot make a contract that 

provides incentives for the agent to perform exactly as he wishes. The agent may be able 

to take an action that the principal cannot directly observe, such as exerting little effort 

(moral hazard), or may be hired without revealing some information about himself, such 

as his competence level (asymmetric information). A firm contains several principal-

agent relationships, between owners and managers, managers and workers, and so forth. 

This paper focuses on the incentive problem that arises between the owners of a large 

public firm and the CEO whom they hire to make most of the day-to-day decisions. 

Professional managers are more skilled at running the firm than the owners are, but they 

may exert less effort than the owner would like or put their effort into actions that do not 

increase shareholder value. 

There are several mechanisms to reduce these agency conflicts. Increasing the 

manager’s ownership share of the firm helps align his interest with that of the firm’s 
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owners. Incurring debt could also put more pressure on the manager. If the company goes 

bankrupt, he loses his control and his reputation suffers (Bathala & Rao, 1995, p. 62). 

One of the most important controls on the CEO is the board of directors, which has the 

authority to fire the top management and authorize major decisions. 

Even with these enforcement devices, the principal-agent model may be too 

simple to adequately explain behavior within a firm because it does not take into account 

the other possibilities that come into play as more people are put into contact. Tirole’s 

“Hierarchies and Bureaucracies” enriches the principal-agent model by adding another 

agent between the principal and the agent: the supervisor. The supervisor’s role is to 

monitor the agent and report back to the principal. However, the agent and the supervisor 

can form a coalition: the supervisor can choose to not pass on certain information to the 

principal if the agent gives him a side payment. (Tirole, 1986, 2005, pp. 362-364). This is 

the framework on which I base my model. Like the supervisor in Tirole’s model, the 

board of directors can monitor the actions a manager (the company’s CEO) takes. 

However, in family-controlled corporations, the family sits on the board and supervises 

the manager. This gives them the power to collude with the manager at the expense of the 

other shareholders. 

 

3.2 Controlling Minority Shareholder Structures 

Family firms face problems due to there being a close group of large shareholders: 

the family. Large shareholders present a particular challenge in corporate governance 

because individual minority shareholders rarely have stakes large enough to make it 

worth the cost of carefully following the company and airing their grievances. The large 
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shareholder is then the one mostly in charge of monitoring the manager. In such cases, 

the large shareholder may collude with the management in a way that enhances some 

private benefits that they receive at the expense of shareholder value. The shareholders do 

have some power, in that they can sell their shares in the company. However, they have 

no other methods of controlling management that do not cost more than their small stakes 

would make worthwhile. 

The private benefits that the large shareholder can receive include special perks 

taken out of firm value, such as company jets or fancy dinners, as well as the ability to 

make deals with other firms that the large shareholder may have investments in, even 

though these deals may not be optimal for the original firm.  

In some firms, the large shareholder dilemma is magnified by arrangements that 

ensure that a certain group retains rights to control the company that are out of proportion 

with their voting rights. One common mechanism is dual-class shares, where the founder 

or his family commonly holds Class B stocks with more voting power than the common 

Class A stocks that are sold on the markets. Such structures are common in the United 

States as well as abroad. Many times the founders of companies create such structures to 

ensure that their family has control over the company even as it grows to the point where 

most of the investment capital comes from outside. This is sometimes done to maintain 

the integrity of the firm’s mission: the New York Times Company, for example, insists 

that the Ochs-Sulzberger family’s control of the company lets them keep up a standard of 

journalistic integrity. Google is also run with a dual-class structure that lets the founders 

exert control over what it does. Financial institutions or other corporations sometimes 
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control firms; however, families use these controlling shareholder structures about 1.5-2 

times as often as other types of owners (Cronqvist & Nilsson, 2003, p. 695). 

Pyramids or cascades are another form of control, though they are not as common 

in the United States as they are in Canada, Japan, and much of Europe. In this 

arrangement, one company, usually a private family-held company, has controlling (but 

not majority) shareholdings in a series of other companies, which may themselves have 

holdings in even more companies. Through this chain of companies, one family can exert 

influence over several companies without only a very small stake in those in its bottom 

tier ("Our company right or wrong," 2007). 

In theory, controlling minority shareholder structures could increase firm value. 

Without them, the family that controls the company would take measures to reduce the 

firm’s risk because their money is tied up in the firm. However, when their voting power 

exceeds their ownership stake, they can put more of their wealth in other places while 

retaining control of their company (Hagelin, Holmen, & Pramborg, 2006). Despite these 

potential benefits, the dual-class structure is more often blamed for bad firm performance, 

since it gives the family a great deal of control over the company while reducing their 

potential loss from making poor decisions. 

 

3.3 The Board of Directors 

The board of directors serves as an important device through which the owners 

can regulate the managers’ actions.  The board of directors has three main roles. First, it 

monitors management, which is why smaller shareholders are often wary of having too 

many representatives of the large shareholders (in this case the family) on the board. 
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However, it also has an advisory role. In this capacity, the directors on the board need to 

be friendlier with management so that their advice will be taken and information will not 

be hidden from them. In addition, the board may be seen as mediating between the 

different stakeholders in the firm, to make sure that neither shareholders nor the managers 

are excessively rent-seeking (Stout, 2003, p. 687). 

There are three groups represented on the board of directors: family members, 

affiliates of the company, and independent outsiders. Independent directors lack specific 

information about the company; they are often on the boards of several corporations and 

do not know the ins and outs of the business as well as other board members. As a result, 

they reward or discipline management based on objective measures while insiders may 

use more subjective measures (Baysinger & Hoskisson, 1990). Therefore, it is usually 

best to have more insiders on the board when the firm’s income is volatile or in highly 

technical industries (Bathala & Rao, 1995, p. 62). Members of the controlling family and 

affiliates of the company have more firm-specific knowledge, which makes their advice 

particularly valuable. A completely independent board is not ideal. 

In practice, the board’s monitoring role is often limited. To begin with, the CEO 

himself is often also the chairman of the board, and he can hardly be expected to 

adequately monitor himself. There are also often social ties between the CEO and the 

board. The CEO usually influences the selection of board members, and they may feel it 

necessary to reciprocate (Westphal, 1999, p. 8). Even if they were not friendly with the 

CEO before, once on the board, the directors may not want to antagonize the CEO 

because they have to deal with him again and again, so they may not restrain him as 

much as they should to best serve the firm’s owners. 
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3.4 Disciplining the large shareholder: Proxy fights and Takeovers 

 Small shareholders are not completely powerless. Mechanisms for restraining the 

large shareholders include takeovers, where another company buys up the company, and 

proxy contests, where one shareholder attempts to change the management of the 

company by persuading small shareholders to use their proxy votes to change the board 

of directors. Successful proxy fights are relatively uncommon and expensive—dissident 

shareholders bear the costs of identifying the other shareholders, persuading them, and 

mailing ballots. If they are successful, these costs are often reimbursed by the company, 

but otherwise the dissident shareholder loses both the costs of the proxy fight and the 

possibility of changing the board (Hart, 1995; Ikenberry & Lakonishok, 1993). The 

number of successful proxy contests has been growing in recent years. Due to new 

corporate governance rules that offer investors greater power in selecting directors for the 

board and more moderate demands by activist investors themselves, shareholders have 

been gaining more board seats. In fact, since dissidents are more likely to win, many 

companies have simply conceded to their request for board seats without resorting to a 

proxy fight. In 2001, 61% of companies under pressure from dissident shareholders 

decided the matter through shareholder votes. That number fell to 32% last year (Dvorak 

& Lublin, 2008). 

Proxy fights are somewhat puzzling: if a shareholder is so displeased with the 

management, why would she not just sell her share? With a liquid stock market, this 

seems to make far more sense than bearing the costs of a proxy battle. However, the 

liquid stock market also makes it easier to buy a larger stake of the company, which in 
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turn increases the shareholder’s payoff when its profits rise through better management 

(Maug, 1998). The investors that start proxy fights are usually hedge funds, which have 

the money to do so and could benefit considerably from the rise in stock prices that often 

occurs when a company is targeted, as investors expect that the company will become 

better run (Whitehouse, 2007). 

 The other method of controlling the family or other large shareholder is through 

takeovers. However, takeover bids are first presented to the board, and control over the 

board allows the family to reject bids that would perhaps increase the value of the 

company but reduce their control. The family may also keep information about the 

company’s internal workings away from the public so that possible buyers are uncertain 

about how much they can gain from purchasing the company. 

 Large shareholders may also arrange governance to make it more difficult for 

small shareholders to remove the incumbent management without taking over. For 

instance, a majority of public US firms have staggered boards, where the directors that 

shareholders vote on cannot all be voted on at once. Shareholders who want to gain a 

majority on the board must then pay for a longer fight with the management (Bebchuk & 

Cohen, 2005, p. 410). Controlling minority shareholder arrangements also make 

takeovers more difficult. Since the controlling owner’s power outweighs his stake in the 

firm’s profits, he is less likely to accept a takeover offer. He gains only a little from the 

efficiency gains, since his share is only a fraction of the whole, but he loses all of the 

private benefits when the firm is taken over (Cronqvist & Nilsson, 2003, p. 699). 
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3.5 Collective action 

 The family has another advantage over other shareholder groups in that their cost 

of collective action is lower than for other groups. The costs of organizing a group are 

foregone with the family, whereas other shareholders have to expend considerable effort 

to find the names of other shareholders and persuade them to join them in replacing board 

members (Olson, 1971, p. 47). In any group, problems arise when the actions of many 

members must be coordinated. In particular, when the benefits of an action will be 

distributed among many people, each may free-ride on the others’ effort. This causes a 

problem among the shareholders, where each shareholder is entitled to only a very small 

fraction of the firm’s income and cannot easily see what the others are doing (p. 45). As 

the family gets larger over time, it, too, can experience collective action problems, as 

different nuclear families can break into factions or some family members have more 

influence in the business than others. 

 The family can, by acting together, exclude outside shareholders, if it is in their 

interest. If they can coordinate, they can more easily prevent takeovers or hire a CEO 

from within the family, which lets them keep control. As we shall see, family solidarity 

has kept Ford Motor Company in family control despite hard times, and infighting has 

prevented the Bancrofts of Dow Jones & Co. from preventing a takeover and later from 

choosing a strong representative to safeguard their interests on the board of the acquiring 

company, News Corp. 
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4. Model 

4.1 Manager-CEO Collusion and Proxy Fights 

  My model consists of a three-period game that explores the largest non-family 

shareholder’s ability to start a proxy fight and put independent directors of his choosing 

on the board in order to diminish the family’s ability to reduce firm profits for its own 

purposes. The game has three players: the manager, the family, and the largest non-

family shareholder. The other shareholders are assumed to be passive. Since their 

individual ownership shares are very small, each has only a small incentive to monitor. 

Their action in the case of a proxy fight is important: their votes determine who wins or 

loses. However, I assume that their votes are determined by the costs the family and the 

largest shareholder take on in case of a proxy contest, which include the costs of 

persuading these small shareholders. 

In the first period, the family begins with complete control over the board and 

monitors the CEO. As large shareholders, they may choose to collude with the CEO at 

the expense of shareholder value. In the second period, however, the non-family 

shareholders can observe the firm’s profits as a result of the CEO’s actions in the first 

period and may choose to start a proxy fight in order to gain control of the board and thus 

prevent the family from extracting private benefits in the future. The actions of the first 

period are repeated in the third, except that if the shareholder has won the proxy fight, 

then the family has monitoring power but has lost its ability to collude. The timeline is as 

follows: 
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Period One: 

1. Manager decides to work, shirk, or take a less profitable action that 

yields private benefits he can share with the family. 

2. Profits are realized and observed by the manager, the family, and 

all shareholders. With some probability h, the largest shareholder 

observes a private benefit, if any is taken. 

Period Two: 

1. The largest shareholder decides to whether to wage a proxy fight, 

based on first period profits and observation of private benefits. 

2. Family decides to concede or fight. 

3. Outcome of proxy fight determined. 

Period Three: 

1. Manager decides to work, shirk, or collude with the family. If the 

outsiders have gained dominance on the board, they can prevent 

collusion. 

2. Profits are realized and observed by all players. 

 

We assume for now that shareholders can buy and sell their shares easily at the 

current value, and that there is no possibility of a takeover, regardless of firm profits. The 

first assumption does not directly affect my simple model, but it does affect a real-life 

shareholder’s incentive to start a proxy fight1. It also simplifies the results: if a proxy 

fight is unsuccessful, the dissident shareholder usually sells his shares in the company. 

                                                 
1 Maug (1998) examines how stock market liquidity affects a shareholder’s incentive to monitor. As shares 
become easier to sell, a shareholder’s incentive to monitor falls. However, a liquid stock market also makes 
it easier for the shareholder to buy a bigger share in the company, which lessens free-riding. 
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This does not affect total firm value in this model, however, since we assume that these 

shares will be bought for their real value. Takeovers would add another discipline device 

to the family, making it even less likely that they would collude with management. I look 

briefly at this possibility in Section 4.2. 

There are three players in the game: the manager, the family, and the largest 

shareholder. They are each entitled to a certain fraction of the firm’s profits: s1 for the 

manager, s2 for the family, and s3 for the largest non-family shareholder. The remaining 

profits, s4 = 1 - (s1 + s2+ s3) are claimed by the small shareholders. 

The model hinges on the manager’s choices. The manager is choosing a project 

that will result in firm profits R if successful and 0 if unsuccessful. If he works hard, the 

project will succeed with probability p. However, if left to his own devices, he would 

prefer to shirk by running the project in another way that reduces the probability of 

success to p-µ1 but produces private benefits B > 0 that only he can partake in. He may 

also choose an action which produces lower private benefits b for him, but where these 

benefits also go to the controlling family. This action reduces the probability of success 

to p-µ2, where µ2 <µ1. 

The private benefits b that are shared with the family can take on value bH or bL, 

depending on the family’s ability to extract private benefits. Perhaps it is difficult for 

them to do so because they cannot act as a group or because they do not have a close 

relationship with the manager. In that case, b=bL and they will not collude. If b=bH then 

they will. The non-family shareholders do not, however, know the value of b except if 

they observe the private benefit being taken, in which case they know that b=bH. The 
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outside shareholders discover the private benefits, if they are taken, with probability h. 

They also know that the probability that b=bH  in the population of family firms is λ. 

By monitoring the manager, the board can control his choice of action. However, 

monitoring is costly. For the family on the board, it costs c > 0 to monitor the manager if 

the manager is not a family member. If the manager is a family member, the family’s 

monitoring cost is 0 because the manager cannot easily conceal information from his 

family. For the outsiders on the board, monitoring costs k > c > 0. Monitoring is costlier 

for outsiders because they have less knowledge about the firm and the manager’s choice 

of projects. Since the outsiders are typically executives of other firms, while family 

members are not, their opportunity cost of serving on the board and monitoring the 

manager is also higher. 

  

In other words, the manager would most like to shirk. If he is prevented from doing so, he 

would rather collude with the family than to work hard. 

 Assumption 2: B ≤ µ1R   and b ≤ µ2R   

Shirking destroys firm value. 

Assumption 3: If the family and the manager colluded in Period 1 then they will 

collude in Period 3 as well. They can collude in Period 3 only if they have colluded in 

Period 1. Therefore the non-family shareholder will want to act if he observes private 

benefits taken in the first period. 

Assumption 4: It is always in the family’s interest to monitor and prevent the 

manager from shirking. If b=bH, the family takes private benefits, so this means that:  

 

RpsbRspBRsp 11211 )()( :1 Assumption ≥+−≥+− µµ

cbRspRsp H −+−≤− 2221 )()( µµ
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which simplifies to: 

If b=bL, the family will make sure that the manager works hard when they monitor: 

 and 

which simplifies to: 

Assumption 4 shows that the family will monitor because the cost of monitoring is less 

than their share of the lost profit from the monitors’ shirking. Note that if the manager is 

chosen from within the family, it is always in the family’s interest to monitor, since c = 0. 

Note also that holding a smaller share in the company reduces the family’s incentive to 

monitor, since µ1s2R becomes smaller. 

Now we can solve the game by backwards induction. First, consider the payoffs 

of each possible outcome at Period 3. 

Outcome 1:  If the largest outside shareholder does not start a proxy fight or if the 

proxy fight is unsuccessful, then the family retains control. By assumption, the family 

and the manager choose to collude if b=bH. Total surplus = (p-µ2)R +b - c. If b=bL then 

they do not collude, and total surplus = pR-c. 

Outcome 2: If the family remains on the board but the board is dominated by 

outsiders, then the family can monitor the manager but is prevented from colluding. Total 

surplus = pR-c. 

Outcome 3: If the family is completely taken off the board, then it will cost more 

for the board to monitor the manager. Total surplus = pR- k. 

These outcomes correspond to Anderson and Reeb’s finding that a board with a 

mix of family and outsiders maximizes firm profits. The family can collude with the 

manager, at the expense of shareholders, if they are not prevented from doing so by 
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outsiders on the board. However, if there are not enough family members on the board to 

effectively monitor, total surplus falls because it costs more for outsiders to monitor. 

Now, going back to the beginning of period 2, the largest shareholder considers 

the results of his waging a proxy fight to replace family members on the board with 

outsiders. Suppose that threatening a proxy fight costs the largest shareholder t, with an 

added cost κ if the family fights back instead of conceding to its request. The proxy 

contest succeeds with some probability φ. φ depends on the way the company is 

structured and how easy it is for the large shareholder to persuade the small shareholders 

to vote for his candidates for the board. If the family fights back, then they must spend 

cost χ. If they win, they again receive the payoff from Period 1. If they lose, they are 

prevented from colluding in Period 3. As monitors, they can in that case choose either to 

make sure that the manager works hard or to let him shirk. By Assumption 4, they are 

better off if he works hard, so they will monitor the manager and make sure he works. 

 

Proposition 1: The family will fight back in a proxy fight only if they have been colluding 

with the CEO.  

If the proxy fight will produce Outcome 2, then the family will fight back if 

  

If the proxy fight will produce Outcome 3, then the family will fight back if  

  

Proof of Proposition 1: If the family has not been colluding with the manager, then they 

do not fight back in a proxy fight because their payoff in Period 3 is the same whether 

they win or lose, but fighting back is costly. 

χµϕϕ +−>− RsbH 22)1()1(              (1)
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 If the family has been colluding and the proxy fight will put more independents 

on the board, but not enough to replace the family as primary monitor, then the family 

will fight back if:  

which simplifies to equation 1. 

 If the family has been colluding and the proxy fight will put so many outsiders on 

the board that the family no longer monitors the CEO, then the family fights back if: 

which simplifies to equation 2. 

 

 Proposition 1 simply says that the family will fight back only if the expected loss 

of private benefits from resisting a proxy fight is greater than the cost of fighting and the 

potential benefits of the new board, which will make sure that expected firm profits are 

higher and, if it produces Outcome 3, take away the family’s need to monitor the 

manager. If the private benefits are very high, the family will fight. If it is costly for them 

to fight back, then they will concede to the dissident’s request without fighting. 

Proposition 2: The largest outside shareholder threatens a proxy fight when one of the 

following is true: 

(a) He observes the family’s private benefits, the family will not 

fight back, and t<µ2s3R. 

(b) He observes the family’s private benefits, the family will fight 

back, and φµ2s3R>t+κ. 

(c) He does not observe private benefits but the project failed in 

Period 1 and 

(if the family will fight back) or  
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        (if they will concede) 

where  

 

(d) He does not observe private benefits, the project succeeds in  

Period 2, and λφµ2s3R > t+κ (if the family will fight back) or  

λµ2s3R > t (if they will concede) 

Proof of Proposition 2: (a) If the outside shareholder observes the family’s private 

benefits, then he knows for certain that the manager has not been working hard. If the 

family will not fight back during a proxy battle, then by threatening a proxy fight, the 

outside shareholder knows that the family will allow his candidates onto the board 

without his having to spend к: 

 

He will thus threaten a proxy fight if the costs of doing so do not outweigh the loss he 

suffers from the manager’s profit-reducing action. 

(b) As in case (a), the outside shareholder knows that the manager and the family have 

been colluding, so he threatens a proxy fight if: 

 

The left-hand side is his payoff in Period 3 if he does not act. The right-hand side shows 

his payoff in Period 3 if he starts a proxy fight in Period 2. He will have to pay costs t+κ 

whether he wins or not. If he wins, which occurs with probability φ, he receives ps3R. If 

not, the manager and the family will collude again in Period 3. This equation simplifies to 

φµ2s3R>t+κ, which says that he will threaten a proxy fight only if the costs of going 

through with it are less than his expected gain. 
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(c) If he doesn’t observe private benefits being taken, then he knows that with probability 

λ, they are being taken. If the project fails in Period 1, the likelihood of collusion 

increases to λ*. λ* can be found with Bayes’ Rule: λ* is the probability that the family 

and manager have been colluding, given that the project fails in Period 1. Since the 

probability that the project will fail when the manager and family are colluding is 1-(p-

µ2), the probability of collusion is λ, and the probability of the project failing is λ (1-(p- 

µ2)) + (1- λ)(1-p),  

 

  

Notice that, as you would expect, λ*> λ because 1-p+ µ2 > 1-p+ λ µ2 (since λ<1). In other 

words, if the project fails in Period 1, then it is more likely that the manager and the 

family are colluding. 

 The outside shareholder will then go through with a proxy fight if: 

 

which simplifies to:  

(d) If in Period 1 the project succeeds and the outside shareholder does not observe the 

manager or family taking private benefits, he will still expect them to be colluding with 

probability λ. Therefore it is in his interest to start a proxy fight if: 

 

Notice that if λ is large and there are many firms where private benefits are large 

enough to tempt the family and the CEO to collude, then the outside shareholder is more 

likely to start a proxy fight even if he has not directly observed any sign of collusion. 
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Proposition 3: The family will not collude with the CEO in Period 1 if: 

 (1) and  

 (2)  and  

Proof of Proposition 3: First note that because λ*< 1, λ*φµ2s3R < φµ2s3R. Also, if φµ2s3R 

< t+ κ then the outside shareholder cannot credibly threaten to carry through a proxy fight, 

so the family can continue extracting its private benefits in Period 3. 

(1) If φµ2s3R > t+ κ,  the outside shareholder will only try a proxy fight if he observes 

private benefits being taken, which occurs with probability h. Therefore, if the family is 

prepared to spend χ in then event of a proxy fight, it will not collude in Period 1 if:  

 

which simplifies to:  

If the family is not prepared to fight back, then it can never be prevented from colluding 

in Period 1. In that case, the family would lose the fight. In order for it to be worthwhile 

for them to not collude in the first round, it would have to be the case that: 

 

This is never true, because ps3R < (p-µ2) s3R+bH. 

(2) If λ*φµ2s3R > t+ κ, then the outside shareholder will start a proxy fight whether 

he observes private benefits or not. In that case, the family will not collude with the 

manager if: 

 

or, more simply,  
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Proposition 3 shows that the family can be prevented from ever colluding with the 

CEO if their cost of fighting back once a proxy contest has been threatened is sufficiently 

high to outweigh their net gain from collusion. 

 

4.2 Takeovers and Family Management 

 We can use the three propositions to look at takeovers and the decision to hire a 

family member as CEO. First, consider the case of family management. Monitoring a 

family member is costless, so the family is indifferent between outcomes 2 and 3 of a 

proxy fight. Appointing a family member may also be a sure signal to the outside 

shareholder that the family will collude with the manager, so h is close to 1 in this case. 

Therefore, the family will only hire a family member if no outside shareholder will fight 

back, either because the costs of starting a proxy fight are too high, the probability of it 

succeeding is to low, or because no single outside shareholder holds a large enough stake 

in the firm to make it worth his while. 

 Takeovers are an interesting case because they affect the size of each player’s 

shareholdings. When a company takes over, its share in the acquired company rises. As a 

result, its interest in the firm’s share value also increases, so it may find it in its interest to 

hire its own representatives to monitor the manager. The family, on the other hand, ends 

up with a smaller share in the firm, so it is less willing to monitor the CEO. Takeovers 

may also be more costly to the family than proxy fights because the family risks losing its 

highly-valued reputation as the company’s controlling family. It may therefore be more 

costly to initiate a takeover than to announce a proxy contest. 
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5. Applied Analysis 

5.1 The New York Times Company 

As an example of the relationship between board composition and ownership, 

consider the cases of the New York Times Company and its owners, the Sulzberger 

family. The company was founded in 1851 and went public in 1967. It decided to go 

public after a struggle with labor unions; strikes and increasing labor costs had cut into 

the company’s profits. The company needed to diversify, and to do this, it needed money. 

It first created Class A common stock in 1957, but these were not given voting rights, so 

the American Stock Exchange would not list them. The company then changed their 

policy so that Class A shareholders could elect 30% of the board. Some secretly hoped 

that going public would force the owning family to cede some of its control and “save the 

Sulzbergers from themselves.” (Tifft & Jones, 1999, p. 469) They feared that, unless the 

company changed drastically, it could never make a profit and would perhaps be taken 

over. The New York Times Company went public on January 14, 1969 at $42 per share. 

The price quickly dropped as shareholders realized that the company had a haphazard, 

family-controlled management with no formal planning process (p. 469). One and a half 

years later, New York Times common stock was selling at only $20 a share. The 

company was obliged to cut costs and reduce the size of the staff (p. 471). They were 

temporarily saved by the purchase of Cowles Communications, which had fortuitously 

gotten into trouble right at the moment. However, the takeover opportunity was only 

good luck, strengthened by a friendly personal relationship between the Sulzbergers and 

the Cowleses. The management of the Times did not have a clear strategy and remained 

vulnerable.  
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 The family’s control had already prevented several profitable investment 

opportunities. In particular, Arthur Hays Sulzberger, the newspaper’s second publisher, 

refused to buy television stations or other newspapers on the grounds that “they are not 

grocery stores or outlets for merchandise.” (Tifft & Jones, 1999, p. 329) The company 

was devoted to publishing the news, and one newspaper was as much as they could 

handle. They did, however, retain The Chattanooga Times, the original newspaper owned 

by the founder of the dynasty, Adolph Ochs, even though it had been floundering ever 

since the 1950s, when it lost readers by advocating desegregation. It also insisted on 

keeping the same political tone as The New York Times, regardless of its location in 

Tennessee and far different readership. Orvil Dryfoos, who succeeded his retired father-

in-law as president and publisher, conceded to Sulzberger’s requests and found other, 

probably less profitable, ways to diversify, such as investing in a newsprint producer. 

A desire to maintain family harmony also complicated the company’s governance. 

In the mid-1990s, when Arthur Ochs Sulzberger was picking his successor, some 

members of the board thought that it was time for a professional CEO and possibly a non-

family chairman. However, Mr. Sulzburger was slow to make a decision. An outsider on 

the board, the chairman and CEO of IBM, asked for Sulzberger for a written succession 

plan for the board to consider. The choice was difficult, as there were five younger family 

members working within the company, and it would not be fair to give one all of the 

power. This was especially true of board membership: they had all been observing the 

board for years, but had never discussed openly who would eventually join the board. In 

fact, there was a family taboo on open confrontation and discussion of succession issues. 

The younger generation was supposed to wait for their elders to decide (p. 721). In 1992, 
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the five younger descendents working for the company, who were tired of waiting for 

their parents’ decision, arranged a series of family meetings, with a paid consultant to 

mediate (p. 722). 

On the board, too, there were problems with nepotism. For instance, one of the 

Sulzberger daughters, Judy, had her ex-husband removed from the board and took his 

place, feeling that it was her prerogative, since her sisters and brother were on the board 

(476). However, unlike them, she took little interest in the company and was mostly 

silent at meetings (640). One valuable board seat was thus taken by someone who had 

very little to offer the firm. 

The company is still controlled primarily by the Sulzberger family, which owns 

only about 19% of the stock. However, it controls 90% of the Class B stock, which 

allows it to elect 9 out of the 13 board seats. In the past, they often had de facto control 

over the other seats as well. The company has defended this disproportionate power 

because the dual structure helps limit outside forces from interfering with the quality of 

the publications. In recent years, the newspaper industry in general has been losing 

revenue as the Internet becomes more widespread. Last year Morgan Stanley, which 

owned 7.2% of the shares, criticized the board of The New York Times and 

recommended changing the dual class structure. However, in the end Morgan Stanley 

sold its shares. Earlier this year, two hedge funds, Harbinger Capital Partners and 

Firebrand Partners, bought about 19% of the common stock and threatened a proxy fight, 

in order to get two seats on the board. They disapproved of the company’s investment 

decisions, believing that the company should sell many of its smaller newspapers and the 

Boston Red Sox and invest more in Internet companies. They successfully reached an 
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agreement with the company in which the company agreed to add two board seats, one 

more chosen by Class A stock and one chosen by Class B stock. It was the first time the 

company accepted directors nominated by outsiders (Pérez-Peña, 2008).  

In reply to the dissident shareholders, New York Times CEO Janet Robinson 

defended the investment, saying that the Red Sox and regional newspapers have been 

profitable investments. However, she did not rule out the possibility of selling some of 

the company’s assets, as suggested (Ovide, 2008). The company was not in debt at the 

time of the proxy fight, although its profits had been declining over time. The family’s 

response to the suggestion was unclear. Unlike other notable publishing companies, the 

family is relatively close and involved in the company. In June 1986, the Sulzberger 

family—four grandchildren of the founder and their thirteen children--signed an 

agreement that they would never sell their Class B shares to outsiders without first 

converting them into Class A stocks, and that this could not be changed until twenty-one 

years after the last person who signed this agreement had died. The agreement not only 

ensures that the family retains control for many years to come; it also restrains any of 

them from making a huge amount of money by selling their valuable voting power (Tifft 

& Jones, 1999, p. 585). 

The Sulzberger clan has come under pressure before for certain business decisions. 

When it merged with The Boston Globe in June 1993, shares of Times stocks fell farther 

than they had for several years. Many people believed that the Times had paid far too 

much, considering that the newspaper was neither new nor situated in a fast-growing area. 

One Times correspondent described that move as “great for the Sulzbergers, terrible for 
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the other stockholders. It expanded the family’s empire hugely without giving up one jot 

of control.” (Tifft & Jones, 1999, p. 680) 

Other decisions, however, show the benefits of having the family in control. 

Interference from people who did not know the newspaper’s goal and traditions could be 

disastrous, as in the fiasco of 1992, when The New York Times added an edgy section 

called “Styles of the Times”2. The company’s president, Lance Primis, had wanted to add 

a trendy section to attract advertising from small New York shops, and the project was 

mostly designed by a young outside consultant. However, the section alienated many 

regular readers, and the Times had a hard time finding advertisers. The company had 

made a similar gamble when they started a Weekend section in 1976, but that decision 

was made by a managing editor who had been in the company for many years and knew 

its readers well (p. 509). 

The New York Times is a well-established, solid company whose controlling 

family still exerts considerable control and considers keeping its reputation for good 

journalism part of their responsibility. The hedge funds that mounted the proxy fight thus 

carefully took aim at the company’s policies rather than at its structure, knowing that the 

family would likely withstand any effort to change its structure, as it did with the Morgan 

Stanley disagreement last year. 

As in my model, the company has made some decisions, such as its early refusal 

to invest in television stations, that probably made it less profitable than it would have 

been under non-family ownership. However, there has been no sign of the family 

expropriating profits, even though the family remains strong enough to credibly commit 

                                                 
2 “Styles of the Times” should not be confused with the far less controversial “Sunday Styles” section that 
it currently runs on the weekend. 
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to fighting an attempt to completely change its structure and displace the family. A 

shareholder initiative centered only on increasing firm value could succeed without 

resorting to a proxy fight because, as in Proposition 1, the family had low private benefits 

to protect and, as in Proposition 2, the potential increase in firm profits from putting 

outsiders on the board outweighed the non-family shareholder’s cost of requesting board 

seats. 

 

6.2 Dillard’s 

Another recent proxy battle occurred in the department store company Dillard’s. 

In the late 1980s and early 1990s, the Southern retail chain Dillard Department Stores 

was growing quickly. It grew much faster than similar stores due to its acquisition of 

several other department store chains and its expansion into malls. It also featured an 

excellent tracking system, which allowed executives to track how fast each item was 

selling and to restock quickly when they were running out of the item. 

As in many family firms, the founder, William Dillard, played a huge role in the 

character and governance of the firm until his death in 2002. He insisted that the store 

keep prices fairly low instead of having sales, a standby of most department stores. He 

was also notably attentive to the small details of his chain, looking at which products 

were selling well and how stores were arranged (Ortega, 1994).  

Like the New York Times Company, Dillard’s has a dual class share structure, 

where the family has two-thirds of the voting power. William Dillard clearly wanted his 

children to keep the company in their power: all five of them were given authority 

positions within the firm, and he put his sons on the board within two years of their 
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joining the company. He had his son Bill meet with the chief executive of Macy’s in 

1994, when Macy’s was faring poorly and it looked like Dillard’s could buy some of its 

stores. 

When Dillard Department Stores3 was doing well, employees commented 

favorably on the family ownership and, in particular, the way that the entrenched 

management kept the company’s mission consistent over time. The family refused to talk 

to the press but was easily reached by firm employees. They also often hired relatives of 

employees, as well as Dillard family members (Hymowitz & O'Boyle, 1991). 

Dillard’s exhibits many of the problems that family firms are known for. The 

management does not have routine meetings with stockholders and avoids speaking to the 

press. It is also known for its private benefits—the company owns five corporate jets, 

which is more than Macy’s, a larger chain, which has three. 

In 2002, Business Week singled Dillard’s out as a company with one of the worst 

boards because two-thirds of the board were elected by those with class B shares, and 

there was no nominating committee within the board. Dillard’s disagreed with the rating, 

arguing that the six insiders or affiliates on the board were people who understood the 

company well and brought good insights to the board. In my model, this corresponds to 

the family in period one whose superior monitoring abilities allows them to better direct 

the manager. 

Dillard’s once mushrooming stock has been falling since William Dillard II, the 

son of the former CEO, took over in 1998. It slowed its rate of acquiring other firms from 

1992-1997, instead focusing on building new stores and expanding the old (Dillard's, 

2008). In 1998 it purchased Mercantile, a large Midwestern chain. Mercantile’s clients 
                                                 
3 Dillard Department Stores, Inc. changed its name to Dillard’s, Inc. in 1997. 
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were used to its frequent sales, which Dillard’s put an end to after it took over. As a result, 

the stores were overstocked and sold less than expected. Over the course of the two years 

following the deal, the company’s earnings fell by an average of 10% per year. As one 

analyst put it, with heavy sarcasm, “In a 10-year period, they spent $5 billion in capital 

expenses and expansion costs and their earnings slipped 80%. That’s a remarkable 

achievement.”(Zimmerman, 2002) 

The hedge fund Barington Capital, which owns a 5.6% share in the company, 

tried this March to nominate four candidates to the board, after trying and failing to meet 

with the CEO. With the news of Barington’s letter, Dillard’s shares jumped 68 cents. On 

April 1, Dillard’s agreed to nominate four new people to the board, including at least one 

suggested by Barington ("Dillard's agrees to 4 new directors to avoid proxy fight," 2008). 

Dillard’s represents a company whose high potential loss µ2 from actions that 

reduced firm value spurred its large shareholders to action. Its sudden and drastic decline 

and the fact that it is being led by the founder’s son both indicate that it is probably taking 

measures that do not best serve the shareholders. Since the probability of outsiders 

winning a proxy fight has also increased in recent years, the company’s situation 

resembles Proposition 1: the board conceded when threatened because it had a high 

chance of losing a proxy fight and because it had been doing very badly under William 

Dillard II’s management. 

 

5.3 Dow Jones & Co. 

 Dow Jones, the owner of The Wall Street Journal, was sold to News Corp. in 

2007. In an attempt to prevent the sale, a family member from the controlling Bancroft 
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family attempted to buy enough shares to control 51% of all votes. He did this mostly by 

buying shares from other family members. The Bancrofts’ shares had extra voting rights: 

ten votes per share, though these voting rights are lost if the shares are sold outside the 

family (Warren, Ellison, & Berman, 2007). A former senior vice president and board 

member of Dow Jones bemoaned the sale, saying that it would hurt the quality of The 

Wall Street Journal, whose quality was maintained by family protection of the 

newspaper’s independence. The acquiring company, owned by Rupert Murdoch, is 

instead known for biased news coverage that attacks Murdoch’s personal enemies 

(Ottaway Jr., 2007).  

 Many analysts blame the Bancrofts’ ultimate failure to prevent a takeover on 

internal divisions that kept the family from working together. Christopher Bancroft, one 

of three family members on the board, attempted to coordinate their actions by buying up 

their shares, but he was hindered by a cousin, Leslie Hill, also a board member, who also 

opposed the deal but did not agree with Mr. Bancroft. Other family members did not 

agree with either (Warren et al., 2007). The family’s inability to organize as a team led to 

problems after the sale was complete, as well. News Corp. gave the Bancrofts thirty days 

to nominate their own candidate for the board of News Corp., but the family could not 

agree on one candidate and missed the deadline. Instead, News Corp. picked their family 

representative, 27 year old Natalie Bancroft, who had had little to do with the company 

before her nomination (Karnitschnig & Ellison, 2007). 

 The Bancrofts represent one of the families in my model with a very high cost of 

resisting a proxy fight or takeover attempt. Because they could not decide on one policy, 
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they were taken over even though the company was not in grave financial distress or 

suspected of mismanagement. 

 

5.4 Ford Motor Company 

 Ford Motor Company was a public company early on its history, but in 1919 

Henry Ford bought out the non-family shareholders. He created a dual-class structure in 

1936 and created the tax-exempt Ford Foundation to which the family left their class A 

shares, in order to avoid the estate tax. The company’s by-laws give 40% of votes to the 

family’s Class B shares, though they own only 4% of the stock (Guerrera, Reed, & Simon, 

2007; Lippert & Koenig, 2007). 

 The Fords retain a great deal of control because they act as a block, careful to 

appear unified in public. They have private family meetings every six months and have a 

secret website. They take their secrecy seriously—at meetings they even check for hidden 

recorders. They have a fund to buy any B shares that any individual wants to sell, and 

they vote all of the B shares in unison. As a result, even though there are only two Fords 

on the board, they can efficiently get their views across (Lippert & Koenig, 2007). 

 The Fords have, however, been in trouble because the company has not been 

doing well. In the 1980s, Ford flourished under the leadership of chairman and CEO 

Alexander Trotman, who controlled the company, though with the family’s agreement. 

However, Nasser, Trotman’s preferred successor, had to share power with Bill Ford as 

chairman ("The prince and the pauper," 1998). Trotman tried to prevent Bill Ford from 

becoming chairman, though other outside directors and the family supported him. Bill 

Ford resented Nasser’s unwillingness to share information with him (Bradsher, 2001). 
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From 2001-2006 the company was run by William Clay Ford Sr., a great-grandson of 

Henry Ford. Bill Ford was put into office as chairman and chief executive after the family 

led an effort to remove the previous CEO, Jacques Nasser. Choosing one of their own 

was actually might be seen in this case as a sign of commitment to the company’s share 

value rather than an expression of nepotism: Bill Ford was the largest individual 

shareholder, with 6.3 million shares, indicating that he was as invested as anyone in 

Ford’s profitability. He also went without a salary since 2005, vowing to do so until the 

company was doing better (Maynard, 2006). However, he stepped down in 2006, 

claiming that he could not convince shareholders or workers that he could revive the 

company (Doran & Buckley, 2006). 

 Despite Bill Ford’s very public sacrifice, Ford was in the news again in 2007 for 

paying new CEO Alan Mulally a total of $28 million despite the company’s continuing 

poor performance (Doran, 2007). 

In the April 2007 Ford family meeting they invited a Wall Street analyst to their 

family meeting to help them consider selling their shares. Ford was in a dangerous 

situation because it was heavily leveraged—it had mortgaged most of its assets, including 

its logo (Guerrera et al., 2007). However, even in dire straits, the company refused an 

alliance proposed by the CEO of Nissan and Renault, which would have required giving 

up the company’s dual-share structure. They were accused of not reacting enough to 

global changes because “They have this sense of entitlement—that the company always 

has been and always will be Ford” (Lippert & Koenig, 2007). 

Ford has an unusually low cost of resisting pressure from outsiders—the χ in my 

model—since they are organized to act as one unit. Despite having a family CEO, they 
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tried to convey to shareholders that they were not acting in their own selfish interests. 

They did this by not paying Bill Ford’s salary for three years. His high personal 

ownership stake in the firm also reduced his incentive to take private benefits at the 

expense of firm value. Nevertheless, the company has come under pressure both for bad 

performance and for suspiciously high compensation for the new CEO, and it is not at all 

certain that the family can avoid losing control if the company continues to perform 

poorly. 

 

 

6. Conclusion  

I have shown under which circumstances a family firm is most likely to face a 

proxy fight or a takeover. These occur when the outside shareholders suspect that the 

family has been directing the firm in a way that benefits themselves at the expense of the 

other shareholders. As the cost of fighting a proxy battle or takeover decrease, they 

become more likely. The cases illustrate these: the nature of the family and its 

relationship to the company make a difference in their chances of being taken over. Well-

organized families that act as a unit can be powerful forces in firms, as in Ford and The 

New York Times Company, while divided families cannot easily fight takeovers, as in 

Dow Jones. 

The board of directors helps maintain a balance between shareholder and family 

interests. Its ability to monitor the CEO’s actions allows outsiders to offset the family’s 

destructive tendencies to stick to outdated plans or to retain incompetent management, if 

these benefit the firm. In cases where proxy fights are being waged to put more outsiders 
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on the board, the value of the company is expected to rise, expressing an expectation that 

the family has been making decisions that are not in the interests of the firm as a whole. 

It would be interesting to develop the family side of the model more. In my model, 

I assumed that monitoring a family member was costless, which made hiring a family 

member more desirable. However, this was a rather crude approximation of the situation. 

Agency problems do exist between family members. A family manager could choose to 

hide his actions from his family. More interestingly, families might have their own 

unique agency problems. The family may be unwilling to fire a family member, so 

adding outsiders to the board could be even more beneficial by making the threat to 

remove incompetent family management credible. On the other hand, the family may also 

have an ability to punish a family manager outside of connection with the business that 

allows them to retain the manager even if he has behaved dishonestly. The possibility of 

combining more complicated family dynamics to the framework of firm agency conflicts 

remains for the most part rich and unexplored. 
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