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The family effect on performance in an institution-based 
context and the internationalization process of family firms 

Family firms have received growing attention in last years as scholars and researchers 

have acknowledged their pivotal role in today’s economic, social and political context. 

As a matter of fact, family businesses have underpinned the wave of entrepreneurship 

in both developed and developing countries. In addition, they make a notable 

contribution to wealth creation, job generation and competitiveness. One of the main 

findings which have emerged from the growing body of studies concerning family firms 

is that they are a unique group of organization but they differ within this group 

especially in terms of degree of family involvement in the firm; the heterogeneity of 

family businesses made it difficult to find a universal definition which clearly identifies 

them. As a consequence, the great number of definitions stems from the different 

degrees of family involvement in ownership, management and board of the firm which 

have been taken into account by authors that conducted studies concerning family 

businesses. Further, the institutional complexities of different tax, legal, political and 

social imperatives have given rise to numerous adaptations in the formal ownership 

structures of family firms; this has been another reason for which the search for a 

universal definition of family firms is  an hazardous task. The type of definition taken 

into consideration is not irrelevant at all as, for example, family firms in USA generate 

between 12 and 59 per cent of gross national product depending on the definition 

chosen.  ).  However, beyond the specific definition chosen, the most important 

indicators of a family firm is the active involvement of family members in the 

ownership, management and board of the firm;  what’s more, the preference for 

within firm inter-generational transfers, which is the family willingness to retain 



ownership and control rights within the family firm across generation, has to be 

consider another basic trait which distinguishes the typical family firm.  

In the first chapter, I will analyze the main peculiarities of family firms both in terms of 

corporate governance structure and in terms of family-firm specific resources. 

Moreover, I will discuss the implications of such peculiarities, which may lead to 

positive or negative consequences. Concerning the corporate governance structure, 

family firms have a concentrated and closed ownership, where the capital of the 

organization is in the family’ s hands.  On one hand, in fact, in many family firms the 

majority of shares is owned by members of the same family (and that leads to an 

ownership concentration) while on the other hand some family owners are reluctant 

to sell equity to outsiders and are averse to debt in order to ensure the independence 

of their firm (which leads to a closed ownership structure). The family’s direct control 

over the firm may even become an aim in itself for the family business. Therefore, 

family firms give up some profitability to ensure that the organization remains under 

family control. As a consequence, this will probably mean less inclination to risk, which 

in turn leads to less willingness to take chances in markets with which the firm is not 

acquainted. One of the main characteristics of the typical family firm is the non-

separation of ownership and management as owners and managers’ interests are 

aligned because they may be the same person or because they may be tied by families 

bonds. In sum, the type I (principal-agent) agency problem is found to be lower in 

family firms than in non-family firms. In contrast, an agency conflict may also exist 

between a dominant shareholder and a minority shareholder. In this case, information 

asymmetries and a conflict of interests may exist between the dominant shareholder 

and the minority shareholder; in particular, in family business groups where a family 



controls a large number of firms, minority shareholders can be disadvantaged. The 

family at the top of the pyramid can misappropriate minority shareholders’ wealth by 

self-dealing  or tunneling. In others words, type II agency problem (principal-principal) 

is likely to be present in family firms.  In many family firms the locus of decision making 

is centralized and the management team is usually small in size. In family firms, as in 

non-family firms, CEO is the focal point setting the agenda for the business. I have 

analyzed a family company’s advantages and disadvantages in employing an 

“insider/outsider” CEO. Insider CEO often enters the firm at an early age thus achieving 

deep levels of firm-specific tacit knowledge, which may improve decision qualities  

regarding innovations or other strategic decisions. On the downside, insider CEO may 

not possess the skills and capabilities required to manage a firm. As a consequence, 

the performance and growth of a family firm can be retarded by promoting an 

incompetent family member to the CEO position. In order to avoid this problem, some 

family firms train their family members in a variety of businesses before they are 

allowed to join the family firm. On the other hand, outsider CEO may be prepared to 

work more closely with suppliers, customers, financiers, professional advisers and 

competitors. In addition, their wider resource network may enable family firm to adapt 

to changing market conditions; further, by responding to new technological advances 

and changes in marketplace they can identify new market opportunities and enhance a 

family firm performance. In sum, their greater experience and capabilities may benefit 

the firm. Nevertheless, managerial control of a firm can be used by an outside CEO 

against the best interest of family owners. An outside CEO may pursue activities which 

do not reflect the interests and aspirations of the firm’ s owner. For instance, family 

firms are more likely to seek to maximize firm value enabling them to personally 



realize any gains. In marked contrast, an outside CEO may not pursue profit 

maximization and growth oriented strategies because he/she prefers to maximize 

his/her own utility function by pursuing activities which maximize sales revenues. 

Concerning the  families-specific resources, one of the main distinctive features of 

family firms, which has been claimed to be one of its main strength, is long-term 

vision, which, as I will explain in the third chapter, is also one of the facilitating factors 

of the internationalization process.  However, long-term vision implies that family 

firms are concerned on the long-term sustainability of the business. Coupled with the 

fact that many family businesses  provide full subsistence of the family, such a long-

term orientation  have a strong impact on the risk behavior of family firms, which 

result, as a consequence, risk averse because a business failure may  dramatically 

reduce the family budget and restrain the possibilities of future generations. Risk 

aversion, in turn is one of explanations for which family firms are often strongly 

anchored in the local community, thus holding a local business focus (i.e., co-operation 

rather with local suppliers, limited levels of foreign trade, employment of local 

inhabitants). As a consequence, family businesses tend to behave socially responsible. 

As a matter of fact, in Europe, family businesses are found to make higher social 

investment (e.g. further education  activities for their employees or offering flexible 

working arrangements) than non-family firms. Another important family firm-specific 

resource is social capital, defined as  the relationships between individuals within the 

firm  and between the firm and its stakeholders. Intuitively, some intangible resources 

such as loyalty and trust from family members strong kinship ties. Moreover, thanks to 

the above mentioned local community commitment and to family business longevity, 

family firms can exploit their stable relationship with business partners and clients 



which provide them helpful condition in economically difficult times. Further, many 

clients have claimed that they are more willing to work with an organization that has 

been existing for a long time. On the downside, family firms may engage in what is 

called “amoral familism” which is the tendency to see those who are outside the firm 

as competitors or even enemies. This may harm family firm performance as well as its 

growth perspectives. Two of Sirmon and Hitt (2003) theorized family firm-specific 

resources are part of the family firm financial structure. Namely, they are survivability 

capital and patient financial capital. Patient financial capital differs from typical 

financial capital, because it is linked to a longer time of investments and not a threat of 

liquidation in the short-terms. Survivability capital refers to the personal assets that 

family members provide to the firm. Intuitively, they may be the source of a 

competitive advantage. However, on the other hand, family firms are often associated 

with the so called pecking order theory. The pecking order theory claims that when 

family firms has to deal with the choice of the financing source, self-financing is often 

the first option considered; the use of external fund, provided by financial institutions 

such as banks , is alleged to be the second option: the latter includes funds provided by 

the government and other institution as subsidies to the firms .The third option 

involves using external capital sources thereby allowing investors to enter the firm. At 

the basis of this theory there is the above mentioned reluctance of FBs to sell equity to 

outsiders. Such a structure may be detrimental for family firms as they may miss good 

growth opportunities (such as internationalization). Overall, family firms present 

peculiar governance structure and family-specific resources and features. Some of 

them (long-term vision, survivability capital, patient financial capital, trust, loyalty, 



owner-managers interests alignment) benefit the firm while others (reluctance to sell 

equity to outsiders, amoral familism, principal-principal problem)  harm them.  

In the second chapter, I analyzed the relationship between family firm and 

performance. While some authors have found a positive relationship, others have 

found family involvement  to have a negative impact on firm performance. In other 

words, the empirical evidence is mixed. Anyway, there seems to be specific reasons 

which explains these contrasting findings. Among the others, the above mentioned 

issue concerning the lack of family firm’s universal definition seems to be one of the 

most relevant. In fact, scholars and authors dealing with family firms studies have used 

different criteria to include FBs in their sample.: as a consequence, some firms that are 

regarded as such in an author’s article may not have been included in the sample of 

another research. This may partially explain contrasting results. Size, geographical 

focus and legal form may be other reasons for such discordance. In the remainder of 

the chapter I have analyzed the family effect on firm performance in a given level (low 

or high) of the institutional development in which they play.  On one hand, to truly 

understand the relationship before family firm and performance I have followed Dyer’s 

(2006) vision: definitions of family firms based on mere percentages of family 

involvement in ownership and management will not lead to identify clear differences 

in performance. Rather, family dynamics are what give rise to a successful or 

unsuccessful performance. As a consequence, the point of view that ought to be 

adopted change; the real question is what family firm-specific characteristics lead to a 

successful performance. Thus, Dyer has proposed a  “behavioral” typology based on 

two dimension namely the degree of agency cost that of family assets. He concluded 

that family firms with low agency cost and high family assets are likely to achieve a 



great performance. On the other hand I have gathered some empirical evidence on the 

importance of the institutional development level on family firm performance and I 

have found that family firms are likely to significantly outperform their non-family 

counterparts in an underdeveloped institutional environment while they are not 

expected to significantly outperform them in a developed institutional environment 

because the latter can easily access the external governance mechanisms. Thus, I have 

explored the family effect on firm performance inb both low and high institutional 

development level. What I have concluded is that that a firm which is “empirically” 

favored by the institutional environment (i.e. an underdeveloped one) may not 

actually outperform their competitors or achieve a sound performance if it does not 

possess  critical resources (patient financial capital, human capital, sound governance 

structure and practices). At the same time,  in a context (i.e. developed institutional 

environment) where they have to struggle with more powerful non-family firms, as the 

latter have access to the needed resources and to external governance mechanisms 

(financial resources, human supply, market for corporate control, labor market), they 

may indeed outperform non-family firms if they can internally access to critical 

resources (skilled and expert family members) and assume a proper behavior 

(reluctance of “amoral familism”, alignment of owner-manger’s interests, use of 

universal criteria in choice of employees, reluctance of nepotism) that leads to bear 

low agency costs. In other words, I have observed how a firm’s behavior and its 

underlying dynamics (i.e. the family effect) can negatively (positively) affect firm 

performance even if the company plays in a context which is “empirically” favorable 

(less favorable) for it. To some extent, my classification may help to answer the 



question: “How important is the family effect on firm performance in a given level 

(high or low)of the institutional development ? “ 

In the third chapter, I have analyzed the internationalization process of family firms. 

Thus I have attempted to find empirical evidence on what factors spur of hinder their 

propensity to go international, what are the entry market strategies that they adopt, 

what is their pace of internationalization and what is ( assuming that it exists) the 

relationship between their internationalization and performance. Concerning the first 

question I would claim that what I have alleged in the first chapter can be easily 

adapted here: family firm-specific resources and features may both hinder and 

obstacle their propensity to go international. For example, the reluctance to sell equity 

to outsiders may hinder growth prospects as they require additional capital to be 

implemented. In contrast, as it is impossible to separate the vision from the strategy, 

the fact one of the main family firms’ feature is the long-term orientation mean that 

they pursue long-term growth strategy and this may increase their willingness to 

internationalize. Regarding the market entry strategies, among the common factors 

that affect such decision in any type of firm (be they family or non-family) there are 

specific determinant for family firms namely  the (high) need of control, the(low) risk 

propensity, resource availability, successive generation and long-term vision.  While  

firms usually present high need of control, low risk propensity and a long-term 

orientation, what is the level of resource availability depends on the level of internal 

skills, capabilities and experience and on firm’s  behavior and dynamics. The role of 

successive generations appears to be important as they are usually willing to 

demonstrate their skills and the want to prove them through implementing and 

managing such a complex process. Further, many family firms seem to expand into 



markets which are geographically and culturally close to them. Thus, they follow a 

stepwise process tracking the Uppsala model. They are the so called “gradual global” 

firms. However, some family firms expand rapidly into new markets. They are called 

“born global” firms  as their internationalization peace is fast. Basically, gradual global 

firms differ from born global firms in the approach that they assume when they 

internationalize; born global firms are more aggressive, they think to acquire 

knowledge and experience during the internationalization process and they see the 

world as a single market  to which they can sell the same, standardized product. In 

contrast, gradual global firms follow a stepwise process, they are more local 

responsive (thus opting for a localization strategy) and gain knowledge about a specific 

market with time and experience in different stages of the process. As the firms gain 

knowledge, their level of commitment to invest in more resources increases.  Last but 

not least, no works have been conducted on family firm internationalization and 

performance. Anyway, Tsao & Lien have provided an agency-theory perspective, 

claiming that in family firms type I agency problem are less severe than in non-family 

firms while type II agency problem are more severe than in non-family firms. My 

observation here is that when the benefits associated with a reduced type I agency 

problem outweigh the drawbacks arising from type II agency problem, family firms 

may outperform non family firms in an internationalization context. Mutatis mutandis, 

the opposite condition leads non-family firms to out-perform family firms. In any case, 

I urge scholars and researchers to create a body of literature concerning this topic, 

considering that the globalization of markets is leading to homogenous consumer 

preferences thus spurring family firms to undertake the internationalization process. 



Thus, the effect of this strategy on firm performance has to be studied and researched 

in depth.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



References 

 
 

Aguilera, R. V., Crespi-Cladera, R., (2012), “Firm family firms: Current debates of 
corporate governance in family firms”, Journal of Family Business Strategy, 3, 66-69. 
 
 
 
 
Bartholomeusz, S., Tanewski, G. A., (2006), “The Relationship between Family Firms 
and Corporate Governance”, Journal of Small Business Management, 44 (2), 245-
267. 
 
 
 
Bhardwaj, V.. Eickman, M., Runyan, R.,(2011), “A case study on the 
internationalization process of a ‘born-global’ fashion retailer”, The International 
Review of Retail, Distribution and Consumer Research, 21 (3), 293-307. 
 
 
 
 
Carney, M., (2005), “Corporate Governance and Competitive Advantage in Family- 
Controlled Firms”, ENTREPRENEURSHIP THEORY and PRACTICE, 29 (3), 249-265. 
 
 
 
 
 
Casillas, J.C., Moreno, Ana M., Acedo, F. J., “Internationalization of Family 
Businesses: A Theoretical Model Based on International Entrepreneurship 
Perspective”, GLOBAL MANAGEMENT JOURNAL, 17-33. 
 
 
 
Chetty, S., Hunt, C.C., (2004), “A Strategic Approach to Internationalization: A 
Traditional Versus a “Born-Global” Approach”, Journal of International Marketing: 
12 (1), 57-81. 
 



Chu, W. (2009), “Family ownership and firm performance: Influence of family 
management, family control, and firm size”,  Asia Pac J Manag, 28, 833–851. 

 
 
Claver, E. (2007), “The internationalization process in family firms: choice 
of market entry strategies”, Journal of General Management, 33 (1), 1-16. 
 
 
 
 
Duller, C., (2013), “Corporate Governance Of Family Firms In Subsequent 
Generations”, International Business & Economics Research Journal, 12 (3), 345-353. 
 
 
 
 
Gallo, M., Pont, C., (1996), “Important Factors in Family Business 
Internationalization”, FAMILY BUSINESS REVIEW,9 (1), 45-59. 
 
 
 
 
Gibb Dyer, W. (2006), “Examining the ''Family Effect'' on Firm Performance”, Family 
Business Review, 19 (4), 253-273. 
 
 
 
 
 Goel, S., Mazzola, P., Phan, P., Pieper, T., Zachary, R., (2012), “Strategy, ownership, 
governance, and socio-psychological perspectives on family businesses from around 
the world”, Journal of Family Business Strategy, 3, 54-65. 
 
 
 
 
 
Gracia, J.L., Sánchez-Andújar, S., (2007), “Financial Structure of the Family Business: 
Evidence From a Group of Small Spanish Firms”, Family Business Review, 20 (269), 
269-287. 
 



 
 
Hill, Charles W. L., (2011), Competing in the global marketplace, McGraw hill. 
 Howorth, C., Hamilton, M.R. and E., Westhead, P., (2010), “Family firm diversity and 
development: An introduction”, International Small Business Journal, 28 (5), 437-
451. 
 
 
 
 
Hutchinson, R. (1993), “The Capital Structure and Investment Decisions of the Small 
Owner-Managed Firm: Some Exploratory Issues”, Small Business Economics, 7, 231-
239. 
 
 
 
 
Lee, J. (2006), “Family Firm Performance: Further Evidence”, Family Business Review, 
19 (2), 103-114. 
 
 
 
 
Lin, W-T., (2012), “Family ownership and internationalization processes: 
Internationalization pace, internationalization scope, and internationalization 
rhythm”, European Management Journal, 30, 47-56. 
 
 
 
 
Liu, W., Yang, H., Zhang, G.,(2012), “Does family business excel in firm performance? 
An institution-based view”, Asia Pac J Manag, 29, 965-987. 
 
 
 
 
 
 
Miller, D., Le Breton-Miller,I.,  Lester, R. H, Cannella Jr, A., (2007), “Are family firms 
really superior performers?”, Journal of Corporate Finance, 13, 829-858. 
 



 
 
 
Miralles-Marcelo, J.L., Del Mar Miralles – Quirós, M., Lisboa, I., (2014), “The impact 
of family control on firm performance: Evidence from Portugal and Spain”, Journal 
of Family Business Strategy,5, 156-168. 
 
 
 
 
Mitter,C.,Duller, C., Kraus, S., Feldbauer-Durstmuller,B., (2014), “Internationalization 
of family firms: the effect of ownership and governance”, Rev Manag Sci, 8, 1-28. 
 
 
 
 
Naldi, L., Arregle, J.L., Nordqvist, M., Hitt, M.A., (2012)., “Firms: A Study of the 
Effects of External Involvement in Governance”, ENTREPRENEURSHIP THEORY and 
PRACTICE, 36 (6), 1115-1143. 
 
 
 
 
Nordqvist, M., Sharma, P., Chirico, F.,(2014), “Family Firm Heterogeneity and 
Governance: A Configuration Approach”, Journal of Small Business Management, 52 
(2), 192-209. 
 
 
 
 
 
Oesterle, M-J., Richta, H.N., Fisch, J.H., (2013), “The influence of ownership structure 
on internationalization”, International Business Review, 22, 187-201. 
 
 
 
 
 
Requena, B., Madrigal, K., Brenes, E. R., St. Gallen, (2011),“Corporate governance 
and family business performance”, Journal of Business Research, 64 (3), 280-285. 
 



 
 
Suess, J., (2014), “Family governance – Literature review and the development of a 
conceptual model”, Journal of Family Business Strategy, 5, 138-155. 
 
 
 
 
 
Tsao, S-M., Lien, W-H., (2013), “Family Management and Internationalization: 
The Impact on Firm Performance and Innovation”, Manag Int Rev, 53, 189-213. 
 
 
 
 
 
Zaniewska, K., (2012), “Determinants of family business internationalization. Review 
of existing research”, Economia Marche Journal of Applied Economics, 31 (2), 53-60. 
 
 
 
 
 
Zellweger, T and K., Astrachan, J. H.,  (2008), “Performance of family firms: A 
literature review and guidance for future research”, Zeitschrift für KMU und 
Entrepreneurship, 56(2), 83-108. 

 
 


