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Abstract

Research on EO and its dimension with regard to various aspects and outcomes is a well-investigated
construct within entrepreneurship literature. Although, family firms represent a significant share of the
economic output we still lack a clear understanding of the innovation characteristics of these firms.
Especially there have been only a few studies that examine the impact of risk taking and proactiveness on
innovation in the context of family firms. Therefore this study uses a unique Finnish dataset of 532 firms to
analyze the effects of the EO dimensions risk-taking and proactiveness on innovation output. We study
whether the relationship differs between family and non-family owned firms. Our results give support to
previous literature by showing that family firms and non-family firms differ according to the effects of the
EO dimensions (for instance Naldi et al., 2007). Thus the here realized investigation shows that family firms
consider proactiveness as decisive for innovation output while non-family firms determine risk-taking as
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crucial. Finally our study furthers the understanding of the contingencies related to this relationship and the

differences in consideration of family and non-family firms.

Discussion statements:

1. The three core dimensions of entrepreneurial orientation should be regarded as hierarchically structured.
Innovativeness resembles innovation output to a greater extent than proactiveness and/or risk taking.

2. Risk-taking and proactiveness both positively influence innovation. However, their effect is context-
sensitive and doesn’t always lead to a positive result.

3. Why do family and non-family firms differ regarding the aforementioned drivers of innovation? Can
family firms overcome their disadvantage regarding risk taking? (If yes, what could be an approach to

solution?).



1. Introduction
Entrepreneurship and innovation are commonly seen as the major keys to success, especially in a fast-
changing world. Compared to conservative firms which operate in a contrasting fashion, an entrepreneurial
organization has a tendency to behave innovatively, with a high amount of risk, and proactively (Miller,
1983; Covin & Slevin, 1991; Lumpkin & Dess, 1996). Family firms are traditionally viewed as conservative,
slow changing and non-innovative. On the other hand, these characteristics can create a competitive
advantage in an era of economic turmoil where firms may benefit from a long-term perspective. In this paper
we aim to shed light on how these two central concepts of entrepreneurship and innovation are related to
each other in the context of family firms.

The literature on corporate entrepreneurship has introduced the concept of entrepreneurial orientation
(EO). The three dimensions of innovation, risk-taking and proactiveness together form this widely accepted
concept. A recent meta-analysis of 53 studies showed a positive correlation between the EO of a firm and its
performance, examining several performance measures (Rauch et al., 2009). Recent literature has started to
go into more detail on the different dimensions of EO and its relationship towards the performance of firms
(e.g. Lumpkin & Dess, 2001; Naldi et al., 2007, Richard et al., 2004). Wiklund & Shepherd (2011) suggest
that EO may actually increase the variance of performance, not the mean. In line with this idea of “EO as
experimentation”, the relationship between the EO dimension of risk taking and proactivity and innovation
has also been reconsidered. Innovative activity is by definition an experimental process. For example, a
recent study by Pérez-Lufio et al. (2011) used risk taking and proactivity to predict innovation output of
firms and showed that both of the predicting dimensions positively influence innovation generation, but not
the adoption of innovation. It has also been suggested that EO differs according to the organizational
characteristics, i.e. the type of the firm (e.g. Shepherd & Wiklund, 2003). Recently, the scholarly interest in
research on EO and innovation in family firms has increased, and it has been generally shown that the effect
on performance varies according to the different dimensions of EO (e.g. Kellermanns et al., 2008, 2010;
Stam & Elfring, 2008; Casillas & Moreno, 2010; Casillas et al., 2010).

This article bases itself upon the so-far under-researched relationship between EO and innovation,

empirically investigating whether a difference exists between entrepreneurially-oriented family and non-
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family firms in their ability to generate innovation output. Literature has shown that both FFs and NFFs
benefit from innovation, which is again thought to be essential in a dynamic and hostile world (Baumol,
2002; Cefis & Marsili, 2006; Schumpeter, 1983[1934]). The relationship between innovation and its
determinants is complex, and the type of organization could very well influence this relationship
(Damanpour, 1991). FFs form a distinct organizational type which could very likely have an impact on
innovation (Roessl et al., 2010). They have also been associated with being conservative (Habbershon et al.,
2003), having limited access to capital markets (Kets de Vries, 1993), being less risk-friendly (Naldi et al.,
2007), and less eager to grow (Poza et al., 1997) and/or be less innovative than NFFs overall. But recently,
evidence has been found that the influence of FFs could increase innovation (Margaret, 2008) and its impact
on growth (Casillas & Moreno, 2010). Although “the degree to which extended families are an important
source of the oxygen that fuels the fire of entrepreneurship” (Rogoff & Heck, 2003, p. 561) is becoming
increasingly clear, a considerable gap remains concerning literature on innovation in FFs (Gudmundson,
2003; Craig & Moores, 2006).

On the other hand, differences in EO and the effects of the different dimensions of EO between FFs
and NFFs tend to exist. Family firms have resources that can be leveraged to utilize entrepreneurial
activities, although FFs can also be hindered because of their familiness. This is reflected in the complex
relationship of EO and innovation with performance in FFs. It has been shown that strong family
involvement in management, generational influence, concentration of ownership, and perception of the
environment influence the relationship between EO and performance. Furthermore, it is unclear how FFs
innovate and whether innovation output is influenced by the strategy pursued. Previous literature on family
firms has delivered ambiguous results on whether the family firm characteristics may or may not harm a
firm’s innovativeness.

This paper aims to further explore the influence of FFs on the ability to generate new product
innovation, and investigates in particular whether a difference exists between entrepreneurially-oriented
family and NFFs and their ability to generate innovation output. The following study pursues two main
goals. First, we want to increase our understanding of the differences between family and NFFs with regard

to innovation. Second, we aim to contribute to the literature in terms of the innovation dimension of EO.
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Research in EO has established that innovation is positively associated with proactivity and risk-taking.
However, we conceptualize the dimensions of proactivity and risk-taking to hierarchically precede
innovation (e.g. Richard et al., 2004, Tang et al., 2008). These goals are pursued through an extensive
literature review of the research on innovation and entrepreneurial orientation in family firms. The literature
suggests that FFs and NFFs differ according to proactivity and risk-taking. The results, based on the
structural equation modeling of survey data from 532 Finnish firms, support this hypothesis. Our results also
support the view which suggests that the relationship between proactivity, risk-taking and innovation is not

as clear-cut as previous literature has assumed (Pérez-Lufio et al., 2011).

2. Entrepreneurial behavior in FFs
2.1. Family firms and their characteristics
Family firms form a distinct type of organization because they have to deal with family and business matters
at the same time. Most SMEs are FFs, and most FFs are SMEs. And although they are very large, old FFs do
in fact still exist. The exact number of FFs and their economic contribution can vary, as until now no
generally accepted definition of FFs has existed (Block, 2009). A variety of family firm definitions have
been put forth with the central idea basically being consistent (e.g. Astrachan et al., 2002, Poutziouris et al.,
2004). A firm is perceived as a family firm if the majority of ownership and control are in the hands of a
single family. In this study we incorporate a somewhat simplified definition of a family firm, where we rely
on two dimensions: ownership and subjective perception. A firm is a family firm if over 50% of the shares
are in the hands of the family and if the CEO or owner manager perceives that she/he is working in a family
firm.*

From a strategic management perspective, FFs can have advantages and disadvantages compared to
NFFs (Chrisman et al., 2010). Involvement and the influence of FFs can be the sources of entrepreneurship,

providing advantages and disadvantages. Kets de Vries (1993) have described long-term orientation, culture,

! The official definition of family firms in Finland is based on three criteria: 1) The company is perceived as a family business by the
firm, and at least two family members are owners, and the founders, parents, children, spouses or heirs have a direct or indirect
majority of votes (25% in listed companies) and 2) at least one representative of the family or kin is in control, has a management
function and 3) at least two members of the family work in the business (KMU Forschung Austria, 2008).



resilience, flexibility and knowledge as sources that provide advantages. Limited access to capital markets,
paternalistic practices, psychological issues, and favoritism in FFs can hinder entrepreneurial activities.
Agency theory and the resource-based view (RBV) deal with this idea, assuming that the structure of the
family firm as well as the individuals within it can weaken and strengthen the position of the company. From
a RBV perspective, the term “familiness” is applied to clarify the idea that FFs are different from NFFs.
Familiness emphasizes the distinct resources and capabilities resulting from interaction between business and
family which might enable the firm to generate advantages (Habbershon et al., 2003; Pearson et al., 2008).
On the positive side, FFs are capable of levering their human capital, social capital, patient financial
capital, survivability capital, and governance structures (Sirmon & Hitt, 2003). Human capital can be
beneficial because it forms an opportunity to obtain deep firm-specific knowledge, higher commitment, and
friendly relationships. On the other hand, human capital can enhance the preference of FFs to employ family
members instead of better-suited external professionals. Social capital reflects a network based on
obligations, norms and trust embedded in the family firm. A strong network facilitates communication and
provides financial and knowledge resources. Further, FFs have lower access to external finances because
they are less eager to share equity with externals. But with that being said, FFs actually have a stronger
incentive to effectively manage their capital as they conduct business. Also, FFs do not have to display short-
term success, and this long-term orientation enables them to manage their finances more effectively.
Survivability capital results from the first three capital resources, while enabling a firm to survive in a period
of scarcity. Finally, governance structures of FFs could influence the costs to monitor processes (so-called
agency costs). The intangible capital sources described could be leveraged to overcome family firm
weaknesses. Agency theory provides a closer look at the differences in monitoring costs between FFs and
NFFs. Monitoring costs result from a separation between ownership and control combined with conflicting
goals and information asymmetry. It is expected that owner-managers in the family firm have a stronger
incentive to efficiently monitor because they are the only ones who bear costs (Jensen & Meckling, 1976).
On the other hand, costs could arise from conflicting interests between family members and other
shareholders (Gomez-Mejia et al., 2001). Cost can be further enhanced by family members pursuing non-

economic goals such as the protection of their own reputation.



Family firms thus have the potential for competitive advantages and disadvantages. From the RBV,
it could be stated that a family firm has to find the optimal strategy to develop, maintain, combine, and
especially leverage its resources. A minimal amount of literature exists on the best strategy to leverage
resources and create value (Sirmon & Hitt, 2007). And when it comes to FFs, little is known about strategic
orientations and the ability of the family firm to add value, although previous literature has in fact supported

the idea that effective innovation plays a key role in firm performance (e.g. Craig & Dibrell, 2006).

2.2. Literature review

The following describes a two-step literature review based on studies that deal with EO and innovation in
FFs. The analysis covers articles that exhibit “entrepreneurial orientation” or “innovat*” + “family firm/
business/enterprise” in their titles.” A total of 29 articles were discovered using leading academic databases,

indicating the lack of research that exists on innovation in FFs.

2.2.1. Entrepreneurial orientation in FFs

Compared to NFFs, FFs show lower levels of risky, proactive, and autonomous behavior. Family firms do
not differ in innovative and competitive behavior (Short et al., 2009). A characteristic that could explain the
high level of innovativeness is the long-term orientation of FFs. As FFs aim to protect family wealth for
future generations, risk is carefully managed and minimized (Thomas & Graves, 2005). Linking EO with
expansion abroad, Thomas & Graves (2005) found that innovation positively relates to internationalization.
The authors also state that in order to capture the benefits from internationalization via innovation, family
members should be able to act autonomously. Further, proactivity was found to be present in all firms, which
could indicate that managers are able make strategic decisions, and have the willingness to do so (Thomas &
Graves, 2005). Yordanova (2011) stated that adopting a growth strategy could enhance the overall level of
EO, and Pistrui et al. (2000) proposed that cooperation between East and West German entrepreneurs could

enhance their EO. Further, Cruz & Nordqvist (2010) reveal that the generation in charge matters when

2 Details of the literature review can be found in Tables 1 and 2 in Appendix 1.



analyzing the relationship between external and internal factors of the firm with the level of EO: only from
the third generation onwards can non-family managers in top management enhance EO. From the second
generation onwards, the competitive environment positively influences EO. Casillas et al. (2011) also point
to different internal characteristics and external characteristics that could lead to differences in
entrepreneurial behavior: a hostile environment enhances risk and decreases proactiveness. A dynamic
surrounding moderates the influence of generation that family members have on EO.

Looking at the EO-performance relationship, one can find contradicting statements about the desired
level of EO in FFs. Taking all dimensions of EO together, Zainol & Ayadurai (2010) conclude that FFs’
performance is enhanced by higher levels of EO. On the other hand, Zellweger & Sieger (2010) state that
long-lived, successful FFs show varying levels of EO, which are not consistently high but low to moderate
instead. High levels of EO are thus not a necessary condition for success. This is partly confirmed by the idea
that FFs are less risk-friendly than NFFs. And if FFs do take a risk, it is associated with a lower level of
performance (Naldi et al., 2007). It seems valuable to discern the dimension of EO and its specific
relationship with performance. Evidence for this idea was found by Casillas & Moreno (2010) who showed
that EO dimensions relate differently with performance and that their relationship with performance is
mediated differently by generational influence. Only innovativeness and proactivity are directly related to
performance. An additional antecedent of performance can be found when taking into account the level of
influence by family members: high levels of involvement lead to a situation in which risk-taking lowers
performance, while innovation increases it. Low levels of involvement lead to a situation in which
innovation still enhances performance, albeit to a lesser extent, whereas risk-taking turns into a performance-
enhancing antecedent. Looking more closely at the moderating effect of generational involvement, Chirico &
Sirmon (2010) show that only in a situation in which generational involvement is managed carefully can
high EO increase performance. Casillas et al. (2010) reveal again that the EO-performance relationship is
diverse: innovative behavior directly and positively relates to performance, but proactivity does not. With
risk-increasing performance in a hostile environment, proactiveness increases performance from the second

generation onwards when combined with a dynamic environment.



In a nutshell, it can be stated that FFs are entrepreneurial because the dimensions risk-taking,
proactiveness, and innovativeness can be found in the firm, even though FFs are less risk-willing. This lower
willingness to take risks could in fact be wise, as FFs do not seem to benefit from taking risk. Family firm
characteristics such as the generation in control and level of involvement influence the separate dimensions
of EO, as well as the relationship between EO and the performance of the firm. Finally, a combination of

familiness with the perceived environment influences the EO-performance relationship.

2.2.2. Innovation in FFs

Family firms acknowledge innovation is needed

Long-lived family firms which have been successful for over 100 years see innovation as the skill to
continuously look for new technologies and new markets while at the same time pursuing a long-term
strategy (Bergfeld & Weber, 2011). Byrom & Lehman (2009) point to the South Australian Coopers
Brewery, one of the few remaining family-owned brewers, who have relied on their traditions using a niche
strategy while at the same time emphasizing ongoing innovation. Innovation was used to achieve two goals.
First, it increases the efficiency of the production process. Second, innovation could function as a way to
communicate that your product is environmentally friendly, i.e. innovation has the potential to secure the
reputation of the firm. Kellermanns et al. (2010) reveal that innovativeness of the firm positively relates to
performance of FFs. Kraus et al. (2011b) show that innovation intensity in FFs is positively related to
business success. Chang et al. (2010) reveal that FFs and NFFs see an increase in their stock price after
innovation announcements, although FFs benefit less from these kinds of actions. This was not confirmed by
Dharmadasa (2009), who found a stronger relationship between innovation and performance in FFs than in
NFFs. An explanation could be that the author included listed and non-listed FFs, whereas Chang et al.

focused on publicly-held FFs.

Determinants of innovation and innovativeness in FFs
Most family firm literature addressing determinants of innovativeness and innovation focuses on

organizational culture and management. Craig & Moores (2006) found that informality and decentralized
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structure positively relate to innovation. The authors propose that FFs are capable of managing innovation,
indicated by the positive relationship between environmental uncertainty and innovation. Beck et al. (2011)
also point to the management of innovation. Family firms governed by later generations show a lower level
of market orientation that negatively influences innovation. Later generations could manage innovation by
enhancing the market orientation of the firm. Grundstrém et al. (2011) on the other hand showed that
succession does not change the established view and management of innovativeness. The authors did not
analyze market orientation, as Beck et al. (2011) did, but the type of innovation and the ideas about it. It was
shown that a successor from either inside or outside the family does in fact influence but does not change the
management and established values. Further, it was shown that a weak financial position inhibits but does
not form a significant antecedent of innovativeness. Finally, Dibrell & Moeller (2011) state that FFs have
unique capacities and skills to leverage resources. This would explain why a combination of customer
orientation and stewardship increases innovativeness in FFs only. Further, FFs could be more innovative
than NFFs due to their higher levels of social, marketing, and human capital (Dharmadasa, 2009; Llach &
Nordqvist, 2010). The unexpected higher level of human capital was explained by the wish to fulfill the
needs of family stakeholders, triggering the development of human resources to support innovations. This is
partly supported by Huang et al. (2009), who revealed that FFs deciding to adopt green investment are more

sensitive to pressure from internal shareholders than that from regulatory and market shareholders.

Radical and incremental innovation

Only a few articles address innovation types, discerning between incremental and radical innovations. Pittino
& Visintin (2009) made a distinction between different innovation strategies based on the type of product
innovation, varying from incremental to more radical innovations. It was found that second generation FFs
and FFs that are currently in a period of succession show more reactive incremental innovations. The authors
propose that succession is resource-consuming and as a result inhibits more entrepreneurial and proactive
behavior. According to McAdam et al. (2010), the negative influence of succession could form a resource for
more radical innovation. Here, the authors found a relationship between development of the innovation

pipeline and lifecycle of the firm, with the capability to turn a crisis into a trigger for innovation. Family
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firms positioned in a later lifecycle phase and FFs showing innovative behavior in new markets and new
products have more resources and opportunities, which enables them to weather crises and turn them into
radical innovations. Family firms on the other hand with a less developed pipeline that are positioned in an
earlier phase of their lifecycle can basically only turn a crisis into incremental innovations. Leenen (2005)
showed that successful FFs implement incremental innovations in order to protect their niche position.
Incremental innovations were seen as business as usual and not as innovative behavior per se. Family
members are less eager to reduce costs by means of radical innovations. Bergfeld & Weber (2011) revealed
that in successful FFs, owners focus on radical innovation, whereas external managers are involved with the
execution and implementation of incremental innovation. Radical innovation was seen as the source of
growth, whereas incremental innovation functioned to secure the base. Although Leenen (2005) and Bergfeld
& Weber (2011) appear to disagree, Leenen (2005) still in fact concludes that FFs are more willing to do
incremental innovations and less willing to engage in radical innovations, while at the same time

emphasizing that radical innovations are necessary for FFs to adapt to changes in the environment.

Benefits of innovation: determinants

Of the articles found, a few indicate determinants of successful innovation and innovation output. Leenen
(2005) describes four crucial factors for successful innovation: a financially healthy firm with harmonious
family shareholders, a long-term orientation, a willingness to leverage family resources, and the inclusion of
external managers to compensate for a lack of human resources. The lack of human resources stands in
contrast to the idea that FFs have more human capital than NFFs (Llach & Nordqyvist, 2010).

Kellermanns et al. (2010) revealed that FFs with concentrated generational ownership benefit more
from higher levels of innovativeness. Chang et al. (2010) show that the increases in firm value following an
innovation announcement are lower when family members occupy a majority of a company’s board seats.
The inclusion of professionals possessing skills in evaluating investment decisions reduces the negative
effect of family control. Finally, Kraus et al. (2011b) recently revealed that in FFs, organizational innovation
via innovativeness had a greater influence on performance than managerial innovation, while in NFFs,

managerial innovation had a greater influence.
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All in all, it can be seen that successful FFs have a willingness to innovate and benefit from this
innovativeness. Unique characteristics of FFs could enhance and decrease the level of innovation in FFs.
Management should act upon this and try to increase innovativeness. Management could here increase the
successful implementation of innovations and the benefits resulting from innovations. Concentrated
generational ownership increases innovation output, whereas occupying a majority of the board seats
decreases innovation output. Looking at the type of innovation, it was shown that FFs compared to NFFs
benefit more from organizational innovation than from managerial innovation via innovativeness. Overall,
the literature review indicates a deficit when it comes to the determinants influencing innovation, and

especially innovation output in FFs.

2.3. Development of hypotheses

This article investigates whether a difference exists between entrepreneurially-oriented FFs and NFFs and
their ability to generate innovation output. Family firms have resources that can be leveraged to utilize
entrepreneurial activities, although they can also be hindered because of their familiness.

This is reflected in the complex relationship of EO and innovation with performance in FFs. It has
been shown that strong family involvement in management, generational influence, concentration of
ownership, and perception of the environment influence the relationship between EO and performance.
Furthermore, it is unclear how FFs innovate and if innovation output is influenced by the strategy pursued.
Previous literature revealed that e.g. a financially healthy firm, harmonious family shareholders, having a
long-term orientation, and including external managers are important factors for successful innovation
implementation (Leenen, 2005). Irava & Moores (2010) indicate that familiness could enhance long-term
entrepreneurial success when certain conditions are met. The firm is able to achieve long-term success when
its resources are valuable, rare, inimitable and non-substitutable; when the firm recognizes that their
familiness could enhance and lower EO; and when the firm is able to manage this duality. Further,
concentrated generational ownership positively influences the benefits that come from innovativeness
(Kellermanns et al., 2010) whereas occupying a majority of board seats negatively influences added value

after innovation announcements (Chang et al., 2010).
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An advantage of FFs is their ability to leverage organizational innovations, whereas NFFs have an
advantage in levering managerial innovations (Kraus et al., 2011b). It was found that innovativeness played
an important mediating role between innovations and performance. Family firms could thus actively manage
innovativeness-inhibiting and innovativeness-supporting facets in order to stimulate the successful
implementation of innovations (Llach & Nordgvist, 2010; Roessl et al., 2010). Kraus et al. (2011b) conclude
that in order to grow a firm, it needs to constantly question whether an entrepreneurial strategy is pursued. In
this article, it is therefore proposed that a strategic orientation towards entrepreneurship is linked with the
outcomes of new product innovation.

Whether EO has a different impact on product performance in FFs compared to NFFs is unclear, as
literature analyzing this aspect is lacking. Publications on SMEs have shown that EO is positively related
with innovativeness in SMEs (Tajeddini, 2010). Moreover, a combination of EO, innovativeness and
customer orientation was associated with superior long-term success. Atuahene-Gima & Ko (2001)
emphasized that a combination of EO and market orientation increases new product performance. Finally,
Avlonitis & Salavou (2007) revealed that mainly proactive and risk-friendly entrepreneurs produced new
products which lead to increased company performance via new product performance. The authors
emphasized that FFs acknowledged innovation was essential to thrive, but only proactive and risk-taking
firms were able to generate products that were also positively related to performance. From their research
results, it was shown that proactiveness directly influenced new product performance whereas risk-taking did
not. This is in line with the study by Pérez-Lufio et al. (2011), which suggests that proactiveness and risk
taking positively influence innovation generation, but not adoption. Following the idea that the dimensions
of EO can vary separately (Lumpkin & Dess, 2001), it is proposed that proactiveness and risk-taking can
have different effects on new product performance, and that their effect differs due to the moderation of

familiness.

Risk-taking and innovation output
Naldi et al. (2007) revealed that FFs take less risk than NFFs. Moreover, if FFs do take risks, their

performance is decreased, although risk-taking combined with high generational influence can increase
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performance (Casillas et al., 2010). More generations in charge promotes formalization, recruitment of non-
family members, and orientation towards growth, which enables the firm to increase performance when
taking risks. Casillas et al. (2010) state that more generations in charge increases the ability to manage risk
and the ability to act independently of the founder. This could thus lower the negative effects of risk-taking.
On the other hand, previous literature revealed that non-financial goals can be very important to FFs. In order
to achieve these goals, FFs are willing to take even greater risks than NFFs (Anderson & Reeb, 2003;
Gomez-Mejia et al., 2007). The South Australian Coopers Brewery family firm has emphasized that
innovation also served to secure their reputation as an environmentally friendly family firm (Byrom &
Lehman, 2009). Non-FFs tend less to achieve non-financial goals, and for this reason it is assumed that risk-

taking is driven by the will to obtain more financial benefits from innovations. Therefore it is proposed that:

H1. Family firms will moderate the relationship between a risk-friendly strategy and innovation output,

and in such a way that NFFs benefit more from risky behavior than FFs.

Proactiveness and innovation output

Avlonitis & Salavou (2007) revealed that proactiveness is directly related with new product performance.
Here it is assumed that speed is a key to successful innovation implementation when introducing new
products and at the same time pursuing a proactive strategy. Lumpkin & Dess (1996) emphasized that a
proactive firm “can be novel, forward thinking, and fast without always being first” (Lumpkin & Dess, 1996,
p.146). The authors emphasize that a proactive firm does not have to be the very first; being an early mover
is effective as well. Upton et al. (2001) revealed that speed is a key to success in FFs. Of the successful FFs,
81% pursued a first mover or an early follower strategy when introducing new products and services.
Quickness can result from a flexible organization with a culture that supports change and fast decision
making. Kets de Vries (1993) described FFs as being flexible and capable of making quick decisions. Family
firms are also associated with a messy structure, no clear task division, and paternalistic behavior resulting in
resistance to change. These characteristics could inhibit quick decision making. Leenen (2005) also points at

the capability of FFs to make quick decisions. Due to low levels of hierarchy and a less bureaucratic
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structure, FFs have an advantage compared to NFFs. On the other hand, FFs always have to deal with the
family and business aspect, which could lead to conflicts and inefficient, resource-consuming decision
making. Further, FFs are commonly governed by more family members, resulting in group pressure and
groupthink. This could enhance rigidity in FFs and slow down the decision making process (Kraus et al.,
2011Db). Family firms could reap the benefits from an overlap between family and business, provided that
they learn from conflicting situations. Or as Stewart (2003) states: “because of their tacit knowledge both of
the firm and one another, they are easier to coordinate and more adaptable as conditions change” (p. 389).
Carney (2005) points to the capital and managerial constraint of FFs, which leads to a competitive
disadvantage. At the same time, Carney emphasizes that parsimonious, personalistic, and particularistic
tendencies® in FFs could create a competitive advantage in levering social capital and opportunistic
investments. Levering social capital could enhance screening and access to new opportunities. Networks,
particularly strong in FFs, enhance their bargaining power, and provide access to valuable information
(Carney, 2005). Family firms can thus obtain essential information and at the same time make quick
decisions about it. Carney (2005) states that because FFs have the freedom to make particular decisions they

can “seize unlegitimized opportunities” (p. 260). It is therefore proposed that:

H2. Family firms will moderate the relationship between a proactive strategy and innovation output, and

in such a way that FFs benefit more from proactiveness than NFFs.

Figure 1: Proposed model

H1

Risk taking Innovation output

Proactiveness H2

% Parsimonious, personalistic, and particularistic tendencies respectively indicate the positive consequences of unification of
ownership and control, deciding about your own money, and having particular criteria in the decision making process.
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4. Empirical investigation

4.1. Data

The sample for this research utilizes survey data which was collected as part of a research project on firms’
innovation patterns in Finland. The Business Register of Statistics Finland was used to obtain a
disproportionate stratified sample of firms from a sampling frame. The total cross-sectional sample included
2,227 firms. The survey was targeted at members of the top management teams of the firms, preferably the
CEO or owner-manager. It was carried out via computer-aided telephone interviews, with an option of
responding through an internet-based questionnaire at the request of the respondent at the time of the initial
telephone contact. Each non-responding number was contacted multiple times on different weekdays and at
varying times of the day. The data collection resulted in a total of 532 responses, corresponding to a response
rate of 23.9%. In this study, a family firm was defined based upon the Finnish definition stated above. The
sample could be split into 224 FFs (42.1%) and 308 NFFs (57.9%).

Tests for response bias showed no significant differences between respondents and the firms that
didn’t respond. The number of employees, annual revenue, and age of the firm were compared across the
two groups based on the data obtained from Statistics Finland. The t-test comparisons demonstrated no
significant differences (at p<.05) in firm size or age, thus supporting the conclusion that the data set is

representative of the population from which it was drawn.

4.2. Measures

Dependent variable

Innovation output. The dependent variable in this study is product innovation output. It is measured as the
share of sales originated from products new to the firm (developed within the last three years). This measure
is adopted from the Community Innovation Survey (OECD/Eurostat, 2005), and was log-transformed to

achieve normality.

Independent variables
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Entrepreneurial orientation. The independent variables of risk-taking and proactiveness, the two dimensions
of EO, were measured with the six-item instrument from Covin & Slevin (1989), which is considered to be
the most commonly used of the existing EO scales (Rauch et al., 2009). The measure was supplemented with
one additional indicator of proactiveness suggested by Lumpkin & Dess (2001), who have argued that firms
don’t always need to be the first in introducing innovations, but that being at the forefront may be sufficient
enough. The original semantic differential scale (Covin & Slevin, 1989) was modified into a 7-point Likert
type scale ranging from “strongly disagree” to “strongly agree”. The items measuring the construct of
innovativeness were also left out. Convergent and discriminant validity of the proactiveness and risk-taking
items and the constructs are discussed in detail below, which focuses on building the measurement model.
The EO measure holds the view that entrepreneurial firms engage in product-market innovation, undertake
somewhat risky ventures, and are ahead of the game when it comes to achieving proactive innovations
(Covin & Slevin, 1989; Miller, 1983). Opposing interpretations and findings currently exist in the literature
about the dimensionality of EO. EO has been considered to be either a uni-dimensional or multidimensional
construct (Rauch et al., 2009), and Covin & Slevin’s (1989) instrument was utilized for both purposes. In

this paper the example of Naldi et al. (2007) is followed, and the constructs are thus separately analyzed.

Control variables
Two covariates were included in the analysis to control for the link between the dependent and the
independent variables: firm size and firm age, which are self-reported, objective measures. Both measures

were log-transformed to achieve normality.

4.3. Analysis

Structural equation modeling (SEM) was applied to test for the hypotheses. The analysis followed a two-
stage SEM process, where the first stage focuses on establishing a measurement model through confirmatory
factor analysis (CFA). After that, the second stage concentrates on establishing a structural model. The
measurement model tests the validity of the latent constructs used in the study, while the structural model

tests the hypothesized relationships between the latent and observed variables.
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4.3.1. Measurement model group comparisons

A four-step approach is taken to examine whether the measurement models are similar across the two groups
(family vs. NFFs). The measurement model includes all the latent constructs used later on in the structural
equation modeling phase. The aim of the steps is to test whether the factor structure is sufficiently similar in
the two groups, which would make the constructs comparable. After testing the measurement model and
verifying that it is acceptable, the next step is to analyze the structural model and the possible differences
between the (two) groups. Table 3 summarizes the results of the model group comparison. In the first step,
we ran separate confirmatory factor analysis (CFA) models that were each estimated for family and NFFs.
The results confirm that the two models have the same number of constructs and items loaded on each
construct, and that the model fit and construct validity is at an appropriate level in both groups. This is done
by examining the model fit, convergent validity, and discriminant validity. These were found to be
satisfactory (see Table 4). We then tested for configural invariance (baseline model), i.e. that the
unconstrained model fit the data two groups estimated together. The aim of the last two steps (conjectural
and scalar invariance) is to test whether the factor loadings and intercepts differ across groups. Our analysis

shows that the unconstrained model fits the data best, i.e. the groups are invariant.

Table 3: Results of model group comparison

Model fit Model
measures differences
Model tested y2 df p RMSEA CFl Ay2 Adf p

separate groups

non-family 19.619 8 0.012 0.069 0.977
family 6.722 8 0.567
baseline model 26.336 16 0.049 0.035 0.988
conjectural invariance 3329 20 0.031 0.035 0.984 6.954 4 0.138
scalar invariance 39.339 26 0.045 0.031 0.984 6.049 6 0.418
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Table 4 shows the measurement model for the separate groups and their construct validity assessment.
Goodness-of-fit statistics for both groups are sufficient. Composite reliability is equal to or over 0.7 for the
constructs. Discriminant validity does not pose any problems, since the square root of AVE is clearly larger

than the construct correlations.

Table 4: Measurement model with construct validity assessment

std. factor Discriminant
Group Construct Item loadings  GOF stat. Composite reliability validity
Non-family
EOPRO EOPRO1 0.721 0.75 EOPRO EORISK
EOPRO2 0.52 12=19.619 EOPRO 0.72
EOPRO3 0.867 df=8 EORISK 0.55 0.71
EORISK EORISK1 0.738 p=0.012 0.75
EORISK2 0.766 RMSEA=0.069 Off diagonal: construct correlation
REORISK3 0.6 CFI=0.977 Along diagonal: square root of AVE
Family
EOPRO EOPRO1 0.753 %2=6.722 0.79 EOPRO EORISK
EOPRO2 0.656 df=8 EOPRO 0.75
EOPRO3 0.826  p=0.567 EORISK 0.41 0.67

EORISK EORISK1 0.769 RMSEA=0 0.70
EORISK2 0.77 CFI=1 Off diagonal: construct correlation

REORISK3 0.411 Along diagonal: square root of AVE

4.3.2. Structural model comparisons

The purpose of the structural model comparison is to test moderation. The dependence between dimensions
of EO and product innovation output is compared among family and NFFs (moderator variable). The
measurement model is converted into the structural model by applying the explanatory variables (exogenous
variables) and adding the dependent variable as a response variable (endogenous variable). Table 5 provides
the results of our hypothesis tests. Our hypotheses were built around the literature showing that there are

differences between family and NFFs. We first estimated the unconstrained model. In the unconstrained
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group model the path estimates are calculated separately for family and NFFs. The chi-square test is not
statistically significant (y2=33.728, d.f.=24, p=0.09) indicating very good fit. This unconstrained baseline
model was then tested against models where the paths were fixed (Models 2-4), i.e. assumed to be
statistically identical. In both cases, the differences between the unconstrained model and fixed path model

are statistically significant. In addition, holding both of the paths fixed also results in statistically significant

differences.

Table 5: Group comparison hypotheses testing

Model 1 (unconstrained)

Model 2

Model 3

Model 4

Hypothesis Path

B-loading  Signif.

Goodness-of-

Goodness-of-

Goodness-of-

Goodness-of-

fit fit fit fit

H1

EOPRO >

Innovation

output ¥2=33.728 x2=37.79 x2=38.808 %2=39.487

df=24 df=25 df=25 df=26
Non-family 0.014 p=0.09 p=0.067 p=0.067 p=0.067
Family 0.332 *** CF1=0.99 CF1=0.99 CF1=0.98 CF1=0.98
RMSEA=0.03 RMSEA=0.03 RMSEA=0.03 RMSEA=0.03

H2 EORISK >

Innovation

output

Non-family 0.233 **

Family 0.07
Model comparison Adf A2 P Signif. Results

Model2-

Modell 1 4.062 0.044 p<.05 H1: supported

Model3-

Modell ! 5.081 0.024 p<.05 H2: supported

Model4-

Model1 2 5.759 0.056 p<.10
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Model 1: unconstrained (loadings free to vary across the groups)
Model 2: EOPRO->INNO path set equal across the two groups
Model 3: EORISK->INNO path set equal across the two groups

Model 4: EOPRO&EORISK->GROWTH path set equal across the two groups
*p<0.05, **p<0.01, ***p<0.001

Figure 3: Results for the non-family firms Figure 4: Results for the family firms
0.233%%* 0.014 .
Risk taking Innovation output Risk taking Innovation output
Proactiveness Proactiveness
0.07 0.332%**
#rEp() 001 *22p2() 001

In other words, the estimations show that differences between family and NFFs exist regarding the
relationship between proactivity, as well as risk-taking, and innovation output. Our hypotheses are thus

supported. When the control variables are added, the results regarding the two hypotheses remain constant.

5. Discussion and Conclusion
This study explores the relationship between EO and innovation in family and NFFs. Based on an empirical
investigation of 532 Finnish companies, it has been shown that the EO-innovation relation in FFs is different
from NFFs. The findings of this study indicate that in FFs, innovation output is not affected by a risk-
friendly strategy, whereas in NFFs innovation output is increased when following a risk-friendly strategy.
Further, the findings indicate that FFs following a proactive strategy can positively influence their innovation
output, whereas this relationship does not hold for NFFs. The results obtained can be explained by existing
literature, and extend our knowledge with respect to innovation in FFs.

The first hypothesis considered a difference between family and NFFs with respect to the
relationship between a risk-friendly strategy and innovation output. The finding that NFFs benefit from a
risk-oriented strategy can be explained by the firms’ culture and higher external pressure. Non-FFs can be

characterized as willing to take more risks, and being more competition- and achievement-oriented than
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NFFs (Mojca et al., 2010). The willingness to achieve success and dominate the market could encourage
them to successfully implement risky innovations. External pressure could increase transparency and the
quality of risk management, which in turn could enhance the understanding of taking risk and enable the firm
to discern between risky, low-potential projects and risky, high-potential projects. Family firms showing
risky behavior do not increase innovation output. This finding could indicate that the willingness of FFs to
obtain non-financial goals is greater than their risk aversion (Anderson & Reeb, 2003; Gomez-Mejia et al.,
2007). Family firms’ desire to e.g. establish and maintain a good reputation could trigger the firm to take
risks without considering the costs. Risk-taking could thus be related to non-financial goals and unrelated to
the success of innovation with innovation output. Although risk-taking is not related to innovation output, it
could be expected that risk is negatively related to innovation output. Previous literature proposed that the
overlap of ownership and management in FFs makes the firm more sensitive to self-control problems. As
external pressure is lower, the pressure for internal and external monitoring is also lower. This could
decrease agency costs but also increase self-control problems (Carney, 2005). Owner-managers can be
precise and intuitive in their decision making. This in turn could lead to a situation where “managers in FFs
have less control and understanding of the risk that they are taking” (Naldi et al., 2007, p. 37).

The second hypothesis was also supported because FFs benefit more from a proactive strategy.
Family firms with a proactive mindset increase their innovation output, whereas a proactive mindset in NFFs
is not related to innovation output. This finding is not in line with previous literature (Avlonitis and Salavou,
2007). Proactiveness enables firms to generate superior benefits. Proactive firms are early movers which
enables them to charge higher prices and create a market niche (Zahra & Covin, 1995), although the
relationship between proactiveness and innovation might be more complex than it actually appears. Pérez-
Lufio et al. (2011) emphasize this complexity, revealing that proactiveness was positively related with
innovation generation but not with innovation adoption. Innovation generation requires tacit knowledge, an
aspect which FFs are considered as having more of than NFFs (Pérez-Lufo et al., 2011; Stewart, 2003). Thus
the type of innovation and the availability of tacit knowledge could explain why proactiveness positively

relates to innovation output in FFs while this is not the case in NFFs.
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The relationship between proactiveness and innovation output in FFs is in line with the findings by
Upton et al. (2001). The authors revealed that 81% of the successful FFs pursued a “first mover’ or an ‘early
follower’ strategy. Family firms are thus able to foresee changes, act upon opportunities, and leverage the
benefits from this strategy. Family firms might have a competitive advantage because of their long-term
orientation. It has been suggested that the benefits of an EO grow over time. As Zahra & Covin (1995)
conclude: “In order to realize the full benefits of CE, managers must be willing and able to sustain their
support for entrepreneurial initiatives over a multi-year period” (p. 55). Learning, experience and long-term
managerial support would enable the firm to improve their strategy and capture the benefits from it. Family
firms are associated with a more long-term orientation (e.g. Lumpkin et al., 2010) which would thus enable
them to provide long-term managerial support and increase the benefits of a proactive strategy. The positive
relationship between innovation output and proactiveness can be further explained by FFs’ higher levels of
human, social, and marketing capital (Llach & Nordqvist, 2010). Family firms can use their unigue resources
to obtain valuable information and foresee changes (Carney, 2005), and are furthermore associated with
lower levels of hierarchy, with less formality, and higher flexibility (e.g. Kets de Vries 1993; Carney, 2005;
Leenen, 2005; Kraus et al., 2011b). This enables FFs to act swiftly when an opportunity is identified.
Dharmadasa (2009) further revealed that networking in FFs is more strongly related with innovation than in
NFFs. The author described networking as one of the three major sources of organizational learning.
Organizational learning generates competitive advantages in a dynamic surrounding because it enables a firm
to be adaptive and innovative. The results found could thus indicate that proactive FFs are able to generate
more innovation output because of their organizational learning.

The results of this study should be carefully interpreted. It did not use a longitudinal study, so it
cannot be stated that the results arrived at reflect a causal relationship. After all, correlation does not imply
causation. The necessary, but insufficient, time precedence can be identified via a longitudinal study. Recent
family business literature has emphasized the use of longitudinal and in-depth studies in FFs (Benavides-
Velasco et al., 2011). McAdam et al. (2010) revealed that later lifecycle stages influence the capability to
implement innovations. Later lifecycles of the firm could thus also influence the relationship between a

proactive and risk-friendly strategy with innovation output. Howorth et al. (2007) emphasized that
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innovation varies over time and that innovation should be seen as a social- and path-dependent process.
Further, the data collection year (2009) was one of economic turbulence. This could influence the
relationship between EO and innovation (Kraus et al., 2011a). Comparing different time periods is therefore
recommended in further studies.

Another limitation of this study is its use of product innovation as a dependent variable. As said, it is
hard to estimate a causal relationship between a proactive or risk-taking strategy and the output of
innovation. Further, it could be valuable to maintain a separation between the different types of innovation.
Family firms have a preference for incremental innovation (Leenen, 2005), and if they are successful, also
introduce radical innovations (Bergfeld & Weber, 2011). Kraus et al. (2011b) revealed that FFs benefit more
from organizational innovations than management innovations. It thus seems valuable to analyze product and
process innovativeness and their relationship with proactiveness and risk-taking. A next step includes the
investigation of the relationship between proactiveness and risk-taking via types of innovation with
performance.

A weakness of this study is its use of a dichotomous distinction between FFs and NFFs. Although
this is common in existing family literature, it does have several drawbacks. A dichotomous classification of
FFs reflects the assumption that FFs form a homogenous group, even though it was recently emphasized that
this is not the case (e.g. Sharma, 2004; Westhead & Howorth, 2007). By using the F-PEC scale (Astrachan et
al., 2002), a distinction can be made between firms with different family involvement (power), generations
(experience), and varying overlap in goals and commitment (culture). On the other hand, the F-PEC scale has
been criticized for how it doesn’t measure the actual family influence, but the potential level of influence
instead (Chrisman et al., 2005; Rutherford et al., 2008). Finally, the national culture and traditions of Finland
could have an influence on the results found. Inference to other countries should therefore be made with care.

Understanding the difference between FFs and NFFs with respect to the relationship between EO
and innovation has several interesting implications. This study has shown that proactiveness positively
relates with innovation output. The findings thus emphasize the importance of a proactive strategic
orientation. Family firms should manage their strategic orientation and enhance a proactive mindset.

Furthermore, FFs do not seem to benefit from pursuing a risky strategy, and the reasons why risky behavior
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does not favor innovation are not yet clear. It might be that FFs are less risk-averse when it comes to non-
financial goals. Therefore it would be interesting for future research to investigate the influence of non-

financial goals in FFs.

25



References

Anderson, R.C. and Reeb, D.M. (2003), “Founding-family ownership and firm performance: Evidence from the S&P
5007, Journal of Finance, Vol. 58, No. 3, pp. 1301-1328.

Astrachan, J.H., Klein, S.B. and Smyrnios, K.X. (2002), “The F-PEC scale of family influence: a proposal for solving
the family business definition problem”, Family Business Review, Vol. 15, No. 1, pp. 45-58.

Atuahene-Gima, K. and Ko, A. (2001), “An Empirical Investigation of the Effect of Market Orientation and
Entrepreneurship Orientation Alignment on Product Innovation”, Organizational Science, Vol. 12, No. 1, pp. 54-74.

Avlonitis, G.J. and Salavou, H.E. (2007), “Entrepreneurial orientation of SMEs, product innovativeness, and
performance”, Journal of Business Research, Vol. 60, No. 5, pp. 566-575.

Baumol, W. J. (2002), “Free Market Innovation Machine: Analyzing the Growth Miracle of Capitalism™, Princeton
University Press, Princeton, NJ.

Beaver, G. and Prince, C. (2002), “Innovation, entrepreneurship and competitive advantage in the entrepreneurial
venture”, Journal of Small Business and Enterprise Development, Vol. 9, No. 1, pp. 28-37.

Beck, L., Janssens, W., Debruyne, M. and Lommelen, T. (2011), “A Study of the Relationships Between Generation,
Market Orientation, and Innovation in Family Firms”, Family Business Review , Online first: DOI:
10.1177/0894486511409210, pp. 1-21.

Benavides-Velasco, C., Quintana-Garcia, C. and Guzman-Parra,V. (2011), “Trends in family business research”, Small
Business Economics, Online first: DOI: 10.1007/s11187-011-9362-3, pp. 1-17.

Bergfeld, M-M.H. and Weber, F-M. (2011), “Dynasties of innovation: highly performing German FFs and the owners’
role for innovation”, International Journal of Entrepreneurship and Innovation Management, Vol. 13, No. 1, pp. 80-
94.

Block, J. (2009), “Long-term Orientation of Family Firms: An Investigation of R&D Investments, Downsizing
Practices, and Executive Pay”, Gabler, Wiesbaden.

Brem, A. (2011), “Linking innovation and entrepreneurship — literature overview and introduction of a process-oriented
framework”, International Journal of Entrepreneurship and Innovation Management, Vol. 14, No. 1, pp. 6-35.

Byrom, J. and Lehman, K. (2009), “Coopers Brewery: heritage and innovation within a family firm”, Marketing
Intelligence & Planning, Vol. 27, No. 4, pp. 516-523.

Carney, M. (2005), “Corporate Governance and Competitive Advantage in Family-Controlled Firms”,
Entrepreneurship Theory and Practice, Vol. 29, No. 3, pp. 249-265.

26



Casillas, J. C. and Moreno, A. M. (2010), “The relationship between entrepreneurial orientation and growth: The
moderating role of family involvement”, Entrepreneurship and Regional Development, Vol. 22, No. 3, pp. 265-291.

Casillas, J. C., Moreno, A. M. and Barbero, J. L. (2010), “A configurational approach of the relationship between
entrepreneurial orientation and growth of FFs”, Family Business Review, Vol. 23, No. 1, pp. 27-44.

Casillas, J. C., Moreno, A. M. and Barbero, J. L. (2011), “Entrepreneurial orientation of FFs: Family and environmental
dimensions”, Journal of Family Business Strategy, Vol. 2, No. 2, pp. 90-100.

Cefis, E. and Marsili O. (2006), “Survivor: the role of innovations in firms’ survival”, Research Palicy, Vol. 35, No. 5,
pp. 626-641.

Chang, S., Wu, W. and Wong, Y. (2010), “Family Control and Stock Market Reactions to Innovation Announcements”,
British Journal of Management, Vol. 21, No. 1, pp. 152-170.

Chirico, F. and Sirmon, D.G. (2010), “Entrepreneurial Orientation and Performance in Family Firms: The Joint Effect
of Generational Involvement and Participative Strategy”, [pdf], Submitted to the Family Business Special Issue in
Strategic Entrepreneurship Journal, Available at:
<http://www:.clsbe.lishoa.ucp.pt/resources/Documents/PROFESSORES/UNICEE/Seminarios/101220_Chirico_Pape
r.pdf> [Accessed June 2011].

Chrisman, J.J., Chua, J.H. and Sharma, P. (2005), “Trends and directions in the development of a strategic management
theory of the family firm”, Entrepreneurship Theory and Practice, Vol. 29, No. 5, pp. 555-575.

Chrisman, J.J., Kellermanns, F.W., Chan, K.C. and Liano, K. (2010), “Intellectual Foundations of Current Research in
Family Business: An Identification and Review of 25 Influential Articles”, Family Business Review, Vol. 23, No. 1,
pp. 9-26.

Covin, J.G. and Slevin, D. P. (1989), “Strategic Management of Small Firms in Hostile and Benign Environments”,
Strategic Management Journal, Vol. 10, No. 1, pp. 75-87.

Covin, J.G. and Slevin, D.P. (1991), “A conceptual model of entrepreneurship as firm behaviour”, Entrepreneurship:
Theory & Practice, Vol. 16, No. 1, pp. 7-25.

Craig, J. B. L. and Dibrell, C. (2006), “Natural environment, innovation and firm performance: A comparative study”,
Family Business Review, Vol. 19, No. 4, pp. 275-288.

Craig, J. B. L. and Moores, K. (2006), “A 10-Year Longitudinal Investigation of Strategy, Systems, and Environment
on Innovation in Family Firms”, Family Business Review, Vol. 19, No. 1, pp. 1-10.

Cruz, C. and Nordgvist, M. (2010), “Entrepreneurial orientation in FFs: a generational perspective”, Small Business

Economics, Online first: DOI - 10.1007/s11187-010-9265-8, pp. 1-17.
27



Damanpour, F. (1991), “Organisational innovation: A meta-analysis of effects of determinants and moderators”,
Academy of Management Journal, Vol. 34, No. 3, pp. 555-590.

Dharmadasa, P. (2009), “Organisational Learning, Innovation and Performance in Family-Controlled Manufacturing
Small and Medium-Sized Enterprises (SMEs) in Australia”, Ph. D., Bond University

Dibrell, C. and Moeller, M. (2011), “The impact of a service-dominant focus strategy and stewardship culture on
organizational innovativeness in family-owned businesses”, Journal of Family Business Strategy, Vol. 2, No. 1, pp.
43-51.

European Commission, Comm. 2008/0394 final/EC of 4 July 2008 on “Communication from the Commission to the
Council, the European Parliament, the European Economic and Social Committee and the Committee of the Regions
- “Think Small First” - A “Small Business Act” for Europe {SEC(2008) 2101} {SEC(2008) 2102}".

Garcia, R. and Calantone, R. (2002), “A critical look at technological innovation typology and innovativeness
terminology: a literature review”, The Journal of Product Innovation Management, VVol. 19, No. 2, pp. 110-132.
Gartner, W.B. (1990), “What are we talking about when we talk about entrepreneurship?”, Journal of Business

Venturing, Vol. 5, No. 1, pp. 15-28.

Gomez-Megjia, L. R., Nifiez-Nickel, M. and Gutierrez, I. (2001), “The role of family ties in agency contracts”, Academy
of Management Journal, Vol. 44, No. 1, pp. 81-95.

Gbmez-Mejia, L.R., Haynes, K., Nunez-Nickel, M., Jacobson, K.J.L. and Moyano-Fuentes, J. (2007), “Socioemotional
Wealth and Business Risks in Family-Controlled Firms: Evidence from Spanish Olive Oil Mills”, Administrative
Science Quarterly, Vol. 52, No. 1, pp. 106-137.

Grundstrom, C., Oberg, C. and Ohrwall Rénnbick, A. (2011), “View and management of innovativeness upon
succession in family — owned SMEs”, International Journal of Innovation Management, Vol. 15, No. 3, pp. 617-
640.

Gudmundson, D., Tower, C.B. and Hartman, E.A. (2003), “Innovation in small businesses: Culture and ownership
structure do matter”, Journal of Developmental Entrepreneurship, Vol. 8, No. 1, pp. 1-17.

Habbershon, T.G., Williams, M. and MacMillan, I. (2003), “A Unified systems perspective of family firm
Performance”, Journal of Business Venturing, Vol. 18, No. 4, pp. 451-465.

Hofmann, J.V. (2009), “Family Mindset as Predictor of Entrepreneurship in German Family Firms”, Ph.D., University

of St. Galllen.

28



Howorth, C., Mary, R. and Hamilton, E. (2007). “Sustaining innovation in family businesses: a business history
perspective (summary)”. Frontiers of Entrepreneurship Research, Vol. 27, No.14, article 2.

Huang, Y-C., Ding, H-B. and Kao, M-R. (2009), “Salient stakeholder voices: Family business and green innovation
adoption”, Journal of Management & Organization, Vol. 15, No. 3, pp. 309-326.

Hult, G. T. M., Snow, C. C. and Kandemir, D. (2003), “The role of entrepreneurship in building cultural
competitiveness in different organizational types”, Journal of Management, VVol. 29, No. 3, pp. 401-426.

Irava, W. and Moores, K. (2010), “Resources supporting entrepreneurial orientation in multigenerational FFs”,
International Journal of Entrepreneurial Venturing, Vol. 2, No. 3/4, pp. 222-245.

Jensen, M. C. and Meckling, W. H. (1976), “Theory of the firm: Managerial behaviour, agency costs and ownership
structure”, Journal of Financial Economics, Vol. 3, No. 4, pp. 305-360.

KMU Forschung Austria (2008), “Overview of family business relevant issues”, Vienna, 2008.

Kellermanns, F. W., Eddleston, K. A., Barnett, T. and Pearson, A. (2008), “An exploratory study of family member
characteristics and involvement: Effects on entrepreneurial behaviour in the family firm”, Family Business Review,
Vol. 21, No. 1, pp. 1-14.

Kellermanns, F. W., Eddleston, K. A., Sarathy, R. and Murphy, F. (2010), “Innovativeness in FFs: A family influence
perspective”, Small Business Economics Journal, Online first: doi: 10.1007/s11187-010-9268-5, pp. 1-17.

Kets de Vries, M.F.R. (1993), “The dynamics of family controlled firms: The good and the bad news”, Organizational
Dynamics, Vol. 21, No. 3, pp. 59-71.

Kraus, S. Rigtering, J. Hughes, M. and Hosman, V. (2011a), “Entrepreneurial orientation and the business performance
of SMEs: a quantitative study from the Netherlands”, Review of Managerial Science, Online first: DOI:
10.1007/s11846-011-0062-9, pp. 1-22.

Kraus, S. Pohjola, M. and Koponen, A. (2011b), “Innovation in FFs: an empirical analysis linking organizational and
managerial innovation to corporate success”, Review of Managerial Science, Online first: DOI: 10.1007/s11846-
011-0065-6, pp. 1-22.

Leenen, S. (2005), “Innovation in family businesses — a conceptual framework with case studies of industrial FFs in the
German ‘Mittelstand’”, KMU-HSG, St. Gallen.

Litz, R.A. and Kleysen, R.F. (2001), “Your Old Men Shall Dream Dreams, Your Young Men Shall See Visions:
Toward a Theory of Family Firm Innovation with Help from the Brubeck Family”, Family Business Review, Vol.

14, No. 4, pp. 335-352.

29



Llach, J. and Nordqvist, M. (2010), “Innovation in family and non-family businesses: a resource perspective”,
International Journal of Entrepreneurial Venturing, Vol. 2, No. 3/4, pp. 381-399.

Lorenz, E. and Wilkinson, F. (2003), “Organisational change, human resource management and innovative
performance: comparative perspectives”, Cambridge Journal of Economics, VVol. 27, No. 2, pp. 239-241.

Lumpkin, G. T. and Dess, G.G. (1996), “Clarifying the Entrepreneurial Orientation Construct and Linking It to
Performance”, The Academy of Management Review, Vol. 21, No. 1, pp. 135-172.

Lumpkin, G.T. and Dess, G.G. (2001), “Linking two dimensions of entrepreneurial orientation to firm performance: the
moderating role of environment and industry life cycle”, Journal of Business Venturing, Vol. 16, No. 5, pp. 429-
451.

Lumpkin, G. T., Brigham, K. H. and Moss, T. W. (2010), “Long-term orientation: Implications for the entrepreneurial
orientation and performance of family businesses”, Entrepreneurship & Regional Development: An International
Journal, Vol. 22, No. 3, pp. 241-264.

Margaret, M. (2008), “The Role of Human Capital and Entrepreneurial Orientation on Radical Product Innovations in
Small Scale Carpentry Workshops in Nairobi”, Kenyatta University, Kenyatta.

McAdam, R., Reid, R. and Mitchell, N. (2010), “Longitudinal development of innovation implementation in family-
based SMEs The effects of critical incidents”, International Journal of Entrepreneurial Behaviour & Research, Vol.
16, No. 5, pp. 437-456.

Miller, D. (1983), “The correlates of entrepreneurship in three types of firms”, Management Science, Vol. 29, No. 7, pp.
770-791.

Mojca, D., Belak, J. and Milfelner, B. (2010), “Core Values, Culture and Ethical Climate as Constitutional Elements of
Ethical Behaviour: Exploring Differences Between Family and Non-Family Enterprises”, Journal of Business
Ethics, Vol. 97, No. 3, pp. 473-489.

MTI (2006), “Family entrepreneurship: family enterprises as the engines of continuity, renewal and growth-
intensiveness”, Ministry of Trade and Industry Publications, Helsinki.

Naldi, L., Nordqvist, M. Sjoberg, K. and Wiklund, J. (2007), “Entrepreneurial Orientation, Risk-taking, and
Performance in Family Firms”, Family Business Review, Vol. 20, No. 1, pp. 33-58.

OECD (Organization for Economic Cooperation and Development)/ Eurostat. (2005), “Guidelines for Collecting and
Interpreting Innovation Data — The Oslo Manual”, 3rd edn. OECD: Paris.

Pearson, A.W., Carr, J.C. and Shaw, J.C. (2008), “Toward a Theory of Familiness: A Social Capital Perspective”,

Entrepreneurship Theory and Practice, Vol. 32, No. 6, pp. 949-969.
30



Pérez-Lufio, A., Wiklund, J. and Cabrera R.V. (2011), “The dual nature of innovative activity: How entrepreneurial
orientation influences innovation generation and adoption”, Journal of Business Venturing, Vol. 26, No. 5, pp. 555-
571.

Pittino, D. and Vistin, F. (2009), “Innovation and strategic types of family SMEs, a test and extension of Miles and
Snow’s configurational model”, Journal of Enterprising Culture, Vol. 17, No. 3, pp. 257-295.

Pistrui, D., Welsch, H. P., Wintermantel, O., Liao, J. and Pohl, H. J. (2000), “Entrepreneurial orientation and family
forces in the new Germany: Similarities and differences between East and West German entrepreneurs”, Family
Business Review, Vol. 13, No. 3, pp. 251-263.

Poutziouris, P.Z., Steier, L. and Smyrnios, K.X. (2004), “Guest editorial: A commentary on family business
entrepreneurial developments”, International Journal of Entrepreneurial Behaviour & Research, Vol. 10, No. 1/2,
pp. 7-11.

Poza, E.J., Alfred, T. and Maheshwari, A . (1997), “Stakeholder perceptions of culture and management practices in
family and FFs”, Family Business Review, Vol. 10, No. 2, pp. 135-155.

Rauch, A. Wiklund, J. Lumpkin, G.T. and Frese, M. (2009), “Entrepreneurial orientation and business performance: An
assessment of past research and suggestion for the future”, Entrepreneurship Theory and Practice, Vol. 33, No. 3,
pp. 761-787.

Richard, O. C., Barnett, T., Dwyer, S., & Chadwick, K. (2004). Cultural diversity in management, firm performance,
and the moderating role of entrepreneurial orientation dimensions. Academy of Management Journal, 47(2), 255-
266.

Roessl, D., Fink, M. and Kraus, S. (2010), “Are FFs fit for innovation? Towards an agenda for empirical research”,
International Journal of Entrepreneurial Venturing, Vol. 2, No. 3/4, pp. 366-380.

Rogoff, E. G. and Heck, R. K. Z. (2003), “Editorial: Evolving research in entrepreneurship and family business:
Recognizing family as the oxygen that feeds the fire of entrepreneurship”, Journal of Business Venturing, Vol. 18,
No. 5, pp. 559-566.

Rutherford, M.W., Kuratko, D.F. and Holt, D.T. (2008), “Examining the Link Between “Familiness” and Performance:
Can the F-PEC Untangle the Family Business Theory Jungle?”, Entrepreneurship Theory and Practice, Vol. 32 ,
No. 6, pp. 1089-1109.

Schumpeter, J.A. (1983 [ 1934]), “The theory of economic development : an inquiry into profits, capital, credit, interest,

and the business cycle”, translated by Redvers Opie (1983) Transaction Publishers, Rutgers: New Jersey.

31



Sharma, P. (2004), “An overview of the field of family business studies: Current status and directions for the future”,
Family Business Review, Vol. 17, No. 1, pp. 1-36.

Short, J. C., Payne, G. T., Brigham, K. H., Lumpkin, G. T. and Broberg, J. C. (2009), “Family firms and entrepreneurial
orientation in publicly traded firms: A comparative analysis of the S&P 500", Family Business Review, Vol. 22, No.
1, pp. 9-24.

Sirmon, D. G. and Hitt, M. A. (2003), “Managing resources: Linking unique resources, management and wealth
creation in FFs”, Entrepreneurship Theory and Practice, Vol. 27, No. 4, pp. 339-358.

Sirmon, D. G., Hitt, M. A. and Ireland, R.D. (2007), “Managing Firm Resources in Dynamic Environments to Create
Value: Looking Inside the black Box”, The Academy of Management Review, Vol. 32, No. 1, pp. 273-292.

Stam, W. and Elfring, T.. (2008), “Entrepreneurial orientation and new venture performance: the moderating role of
intra-and extra industry social capital”, Academy of Management Journal, Vol. 51, No. 1, pp. 97-111.

Stewart, A. (2003), “Help One Another, Use One Another: Toward an Anthropology of Family Business”,
Entrepreneurship Theory and Practice, Vol. 27, No. 4, pp. 383-396.

Tajeddini, K. (2010), “Effect of customer orientation and entrepreneurial orientation on innovativeness: Evidence from
the hotel industry in Switzerland”, Tourism Management, Vol. 31, No. 2, pp. 221 — 231.

Thomas, J. and Graves, C. R. (2005), “Internationalization of the family firm: The contribution of an entrepreneurial
orientation”, Journal of Business & Entrepreneurship, Vol. 17, No. 2, pp. 91-113.

Ucbasaran, D., P. Westhead and Wright, M. (2001), “The Focus of Entrepreneurial Research: Contextual and Process
Issues”, Entrepreneurship Theory & Practice, Vol. 25, No. 4, pp. 57-80.

Upton, N., Teal, E. J. and Felan, J. T. (2001), “Strategic and business planning practices of fast growth FFs”, Journal of
Small Business Management, Vol. 39, No. 1, pp. 60-72.

Westhead, P. and Howorth, C. (2007), “Types’ of private FFs: an exploratory conceptual and empirical analysis”,
Entrepreneurship and Regional Development, Vol. 19, No. 5, pp. 405-431.

Yordanova, D.l. (2011), “Entrepreneurial orientation in family and NFFs: evidence from Bulgaria”, International
Journal of Economic Sciences and Applied Research. Vol. 4, No. 1, pp. 185-203.

Zahra, S. and Covin, J. (1995), “Contextual influence on the corporate entrepreneurship—performance relationship: a
longitudinal analysis”, Journal of Business Venturing, Vol. 10, No. 1, pp. 43-58.

Zainol, F.A. and Ayadurai, S. (2010), “Cultural Background and Firm Performances of Indigenous (“Bumiputera™)
Malay Family Firms in Malaysia: The Role of Entrepreneurial Orientation as a Mediating Variable”, Journal of Asia

entrepreneurship and sustainability, VVol. 6, No. 1, pp. 3-19.
32



Zellweger, T. and Sieger, P. (2010), “Entrepreneurial orientation in long-lived FFs”, Small Business Economics, Online

first: DOI: 10.1007/s11187-010-9267-6, pp. 1-18.

33



Table 1: Entrepreneurial orientation in FFs

Appendix

Author(s) (Year) |Method Number of Country Result(s)
investigated
firms
Casillas & Quantitative 449 FFs Spain Family involvement in management increases the
Moreno (2010) effect of innovativeness on growth but lowers the
effect of risk-taking and proactiveness on growth.
Casillas et al. Quantitative 317 FFs Spain Generational influence and environment can positively
(2010) moderate  the relationship between EO and
performance.
Casillas et al. Quantitative 317 FFs Spain Perception of the environment moderates the
(2011) relationship  between involvement of the next
generation and EO.
Chirico & Sirmon [Quantitative 199 FFs Switzerland Generational involvement positively moderates the
(2010) EO-performance relationship only when managed
carefully, using a participative strategy.
Cruz & Nordgvist [Quantitative 882 FFs Spain The generation in charge influences the relationship
(2010) between the competitive environment, non-family
resources, non-family managers and non-family
investors with EO.
Naldi et al. (2007) |Quantitative 265 FFs Sweden Risk-taking in FFs is negatively related to
431 NFFs performance. Family firms take fewer risks than NFFs,
and if they take risks, this is negatively associated with
performance.
Pistrui et al. Quantitative 160 FFs Germany East German and West German entrepreneurs differ
(2000) significantly in individual characteristics, inter-social
characteristics and  environmental  perceptions.
Short et al. (2009) [Quantitative 146 FFs USA In FFs’ CEO letters, less language is used which is
associated with risk, proactiveness and autonomy than
280 NFFs in NFFs’ letters.
Thomas & Graves |Quantitative and 871 SMEs Australia Family firms are less likely to internationally expand
(2005) qualitative than ~ NFFs.  Innovation is  important  for
internationalization, but autonomy is crucial in order to
capture the benefits from it.
Yordanova (2011) |Quantitative 46 FFs Bulgaria In FFs the adoption of a growth strategy could enhance
74 NFFs EO.
Zainol & Quantitative 162 FFs Malaysia EO relates positively with performance in FFs and this
Ayadurai (2010) relationship is not influenced by cultural background.
Zellweger & Case 3 FFs Switzerland Successful and long-lived FFs do not show consistently

Sieger (2010)

high levels of entrepreneurship but show dynamic and
low to moderate levels of EO.
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Table 2: Innovation in FFs

Author(s) Method Number of Country Result(s)
(Year) investigated
firms
Beck etal. (2011)  [Quantitative [111 FFs Belgiumand |Later generations negatively influence innovations
The because later generations show lower levels of market
Netherlands  |orientation. Family firms should actively manage and
enhance their market orientation in later generations.
Bergfeld & Weber  [Quantitative |62 FFs Germany In successful firms, family owners are involved with
(2011) 62 NFFs strategic decisions concerning radical and progressive
innovations, whereas external managers were involved
with implementation and incremental innovation.
Byrom & Lehman  [Case 1 FFs Australia Successful Coopers Brewery in South Australia (5™
(2009) generation) applies a nice strategy, focusing on the
unigqueness, history and traditions of their firm and
products. This is combined with ongoing innovation.
Chang et al. (2010) |Quantitative 359 Taiwan Family firms benefit less than NFFs from innovation
lannouncements announcements. Family firm members occupying a
from 181 FFs majority of board seats lowers firm value. Inclusion of
non-family professionals partly compensates this
negative effect.
Craig & Moores Quantitative (276 FFs Australia Positive relationship between technological uncertainty
(2006b) and innovation: FFs change and manage their
innovative strategy. Innovation is influenced by
information and organizational structure. This influence
changes over time.
Dharmadasa Quantitative (104 FFs Australia Compared to NFFs, in FFs the relationship between
(2009) 118 NFFs innovation and performance is stronger. Findings
suggest that FFs are more innovative than NFFs due to
their external networks.
Dibrell and Moeller [Quantitative [206 FFs USA In FFs stewardship increases  organizational
(2011) 101 NFFs innovativeness whereas this is not the case for NFFs. A
combination of customer orientation with stewardship
also increases innovativeness, indicating a unique
capability of FFs to leverage their resources.
Grundstrom et al. Case 10 FFs Sweden Succession influences but does not change the already-
(2011) established view and management of innovativeness in
the family firm. A weak financial situation is an
inhibiter, and a strong financial position is not an
antecedent of innovativeness.
Howorth et al. Case 5 FFs UK Innovation in FFs is a social process and path-

(2007)

dependent. Missing an EO could lead to risk adversity
and inhibit innovation.
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Huang et al. (2009) [Quantitative [86 FFs Taiwan Being a family firm moderates the relationship between
149 NFFs stakeholder pressure and green innovations.

Kellermanns et al.  [Quantitative {70 FFs USA Innovativeness, and willingness to engage in innovative

(2010) behavior, have a positive direct and indirect moderating
effect on performance in FFs; FFs with concentrated
generational ownership benefit most from high levels of
innovativeness.

Kraus et al. Quantitative (226 FFs Finland In FFs and NFFs, organizational and management

(2011b) 307 NFFs innovations have different effects on innovation
intensity and corporate success.

Leenen Case 5 FFs Germany Crucial factors for successful innovations in FFs are 1)

(2005) long-term orientation aiming to sustain family wealth
by capital investments 2) a positive attitude towards
leverage of FFs’ resources 3) complementing a lack of
human resources 4) a financially healthy firm with
agreement between family members.

Litz & Kleysen Case 1 FF USA In order to be successful, FFs need ongoing innovation.

(2001) In FFs, the main influencer of innovation is the
interaction between members of the family, which leads
to cooperative and innovative outcomes.

Llach & Nordqvist  [Quantitative [22 FFs Spain Family firms have more human, social and marketing

(2010) 22NFFs capital than NFFs. These strategic resources could be
used to support innovations and enable FFs to achieve
competitive advantages.

McAdam et al. Case 5 FFs EU* Family firms can weather crises and turn this into

(2010) radical or incremental innovations depending on the
lifecycle of the firm and the development of their
innovation pipeline.

Pittino & Vistin Quantitative (141 FF Italy Dealing with succession and the generation of family

(2009)

members governing the family firm could influence the
applied innovation strategy. Succession could inhibit
entrepreneurial and proactive innovative behavior.

* The authors do not mention the country where the EU-funded case studies took place.
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