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Can nonfinancial reporting help family
businesses succeed?

I

Nonfinancial reporting in family firms. Key insights and practical implications
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n recent years, the importance of nonfinancial

reporting has increased globally, with businesses

increasingly disclosing information related to their

environmental, social, and governance (ESG)

performance. While many firms have embraced these

practices, family-owned enterprises present a unique

landscape, driven by their long-term orientation and

socioemotional wealth considerations. This article

explores how nonfinancial reporting practices are

evolving in family businesses, highlighting the trends,

challenges, and practical implications based on a

comprehensive review of the literature.

WHAT  WE  STUDIED

The analysis draws on a systematic review conducted

by Brunelli et al. (2023), which examines 74 studies

published between 2002 and 2023. The review sheds

light on the drivers, outcomes, and future research

directions concerning nonfinancial reporting in family

firms. The authors highlight the growing academic

interest in this field, particularly focusing on how

family involvement influences reporting practices.

The studies reviewed primarily focus on publicly listed

firms and use a variety of theoretical frameworks,

including agency theory, socioemotional wealth (SEW)

theory, and stakeholder theory. The research

encompasses firms across different geographical

contexts, offering a broad understanding of how

nonfinancial reporting practices manifest in family

firms globally.

KEY  INS IGHTS

The review offers several key insights into nonfinancial

reporting in family businesses:

1. Family Ownership and Nonfinancial Reporting

There are mixed findings regarding the relationship

between family ownership and nonfinancial reporting.

Let's see the two opposite perspectives. Some studies

suggest that family firms are more likely to engage in

nonfinancial reporting due to their long-term focus on

reputation and socioemotional wealth. These firms

often use nonfinancial reports to legitimize their

operations and enhance their standing with

stakeholders, particularly in their local communities.

On the contrary, other studies indicate that family

ownership can hinder nonfinancial reporting. This is

attributed to family owners’ desire to maintain control

over the business, with nonfinancial reporting seen as

potentially exposing the firm to external scrutiny and

diluting family control.

2. Family Involvement in Management and Governance

The involvement of family members in management

and governance structures significantly affects

nonfinancial reporting. Family CEOs are generally

more likely to disclose nonfinancial information,

driven by their desire to protect the family’s

reputation. However, when multiple family members

hold board positions, the effects on nonfinancial

reporting are more complex, sometimes leading to

lower levels of transparency due to conflicting

priorities within the family. Independent directors on

family firm boards can either enhance or reduce

nonfinancial reporting, depending on the board’s

composition and the external pressures the firm faces.

In some cases, independent directors help align family

firms with broader stakeholder expectations, leading to

more robust nonfinancial reporting.
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3. Contextual and Cultural Factors

The geographical and cultural context of family firms

also plays a crucial role in shaping their nonfinancial

reporting practices. Firms in countries with strong

regulatory frameworks or higher societal expectations

for corporate responsibility are more likely to engage

in comprehensive nonfinancial reporting. In contrast,

family firms in emerging economies may exhibit lower

levels of transparency due to weaker regulatory

pressures and cultural norms that prioritize family

privacy over public accountability.

TAKEAWAYS

Family business owners and managers can derive

several practical takeaways from these insights:

1. Leverage Nonfinancial Reporting for Competitive

Advantage

Family firms should consider using nonfinancial

reporting as a tool to enhance their reputation and

build stronger relationships with stakeholders,

particularly in industries where sustainability and

social responsibility are highly valued.

2. Balance Transparency and Control

While transparency is critical for maintaining

stakeholder trust, family firms must strike a balance

between disclosing enough information to build

credibility without compromising their control over

the business.

3. Engage Independent Directors

Bringing independent directors into the governance

structure can provide family firms with valuable

external perspectives on sustainability and reporting

practices, helping to align family goals with broader

industry standards.

4. Adapt to Cultural and Regulatory Contexts

Family firms operating in multiple cultural and

regulatory environments should tailor their reporting

strategies to meet local expectations while also

aligning with global standards for sustainability and

corporate governance.

IMPACT

The findings underscore the importance of

nonfinancial reporting as a strategic tool for family

businesses, particularly in enhancing their long-term

sustainability and reputation. However, the diversity of

family firms’ structures and goals means that there is

no one-size-fits-all approach to nonfinancial reporting.

Family businesses must navigate the tension between

maintaining control and enhancing transparency to

meet the evolving demands of stakeholders and

regulators.

RECOMMENDATIONS

Family business leaders should actively explore how

they can integrate nonfinancial reporting into their

overall business strategy. By doing so, they can not

only strengthen their relationship with external

stakeholders but also ensure the longevity and

sustainability of their business in an increasingly

transparent world.
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