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Abstract Family firms play a significant role in national economies worldwide,

accounting e.g. for 85% of all enterprises in the OECD countries as well as for the

majority of companies in Central Europe. Previous scholarly research on family

firms has mostly focused on the question of how they differ from public corpora-

tions, describing family firms as being more conservative, less risk-raking, or

reluctant to grow—in sum, as being less entrepreneurial than their non-family

counterparts. Similarly, the existing literature often criticizes the lack of innovation

in family firms. But since innovation has long been discovered as one of the key

drivers to company success, it is surprising that its role in family firms has been

mostly neglected in existing academic research so far. The aim of this article is

therefore to study the role of (managerial and organizational) innovation in family

firms compared to non-family firms on the basis of an empirical survey of 533

companies from Finland, using structural equation modelling (MPlus) for the

statistical analyses.
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1 Introduction

Family firms play a significant role in national economies worldwide, and strongly

contribute to their growth and stability (Klein 2000; Tio and Kleiner 2005). Widely

recognized, family firms account for 85% of all enterprises in the OECD countries

as well as for 70–80% of all enterprises in Europe (Van den Berghe and Carchon

2003; Mandl 2008) as well as in the USA (Potts et al. 2001; Astrachan and Shanker

2003). In Finland, 80% of all companies are considered family firms (Finnish

Family Firm Association 2010).

Previous scholarly research on family firms has mostly focused on the question of

how they differ from public corporations. Family firms are often described as being

conservative (Habbershon et al. 2003; Ward 2004); less risk-raking (Morris 1998);

more long-term oriented (Sharma and Irving 2005); reluctant to grow and slow-

growing (Taiguiri and Davis 1992; Poza et al. 1997); slow in decision-making; and

unable to react or change in accordance with markets (Schulze et al. 2003; Lubatkin

et al. 2007). They are often generally considered to be less entrepreneurial than

their non-family counterparts. Similarly, the existing literature often criticizes the

lack of innovation in family firms (Cabrera-Suárez et al. 2001; Carney 2005).

Innovations are a major driving force for entrepreneurship and (firm-level as well

as economic) growth. Entrepreneurial firms are characterized by their commitment

to innovation (Miller 1983; Covin and Slevin 1991). A marketplace that is more and

more competitive continues to see increased interest in understanding the factors

associated with innovation (Llach and Nordquist 2010). After all, the management

of innovation, continual change, and generation-spanning corporate development

are widely considered to be and discussed as the recipe for economic growth and

long-term success. Because most companies in the western world are SME, with the

majority of these being family firms, continuous innovation is seen as a primary

element of company success. Against the background of global competition for

technologies and markets, innovation management is seen as a core challenge for

European companies. A deeper understanding of the influence of families on

innovation in their firms can deliver important insights to help elaborate more

widely on the potential of countries to remain as leaders in the global innovation

context (Bergfeld and Weber 2011). Although innovation’s role has been studied in

large and publicly traded firms (e.g. Zahra 1993) or high-tech ventures (e.g. Koberg

et al. 1996), it’s those firms in particular that have remained in the hands of families

which continue to be ignored by innovation researchers (Craig and Moores 2006). In

their recent article, Rößl et al. (2010) even constitute a general ‘‘lack of research

regarding the innovative activity of family firms’’ (p. 368).

The objective of this article is therefore to increase the—until now—limited

understanding of the role of innovation in family firms. In this study, the aim is not

to determine whether family firms are more, or less, innovative than non-family

firms, as has been previously addressed in the literature. Instead, as family business

research has shown, we posit that there are important differences between family
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and non-family firms, which have an effect on how firms innovate. Taking this as

our starting point, we aim to study the role of management innovations between

these two groups of firms. We will particularly focus on organizational and

managerial innovation and how they affect corporate success. We are especially

interested whether and to what extent the relationship between managerial and

organizational innovation differs between family and non-family firms. For this, we

present the assumption that organizational and managerial innovations lead to

higher success in family firms, especially through their role as antecedents of

successful product innovation (Damanpour et al. 1989; Armbruster et al. 2008).

Innovations in turn lead to an improved overall competitive position (Damanpour

et al. 1989; Zahra et al. 2004). This potential relationship was investigated on the

basis of a large-scale quantitative empirical survey of 533 Finnish firms which will

be analyzed using the help of the structural equation modeling technique.

2 Definitions and delimination of the subject

2.1 Family firms

Family firm research as a scholarly field is still considered to be in its early stages

(Craig and Lindsay 2002). Litz (1995) calls family firms one of the most

consistently overlooked organizational phenomena. Although the quantity as well as

the quality of research on family firms is constantly increasing, as Chrisman et al.

(2003) puts it, ‘‘much remains to be done’’. For example, to date there is not even a

generally accepted definition of what a family firm actually is (Chrisman et al. 2005;

Di Toma and Montanari 2010; Kraus et al. 2011a). However, what is generally

agreed on is that family firms can be regarded as contextual hybrids (Naldi et al.

2007), being the combination of two institutional influence systems of the family

and the business (Gersick et al. 1997).

A definition has to distinguish family firms from public corporations, sole

proprietorships, or from business partnerships in general, as well as from small and

medium-sized enterprises (SME) which typically share many (if not even most) but

not necessarily all characteristics of family firms. Many definitions thus do not

succeed in delineating family firms from sole proprietorships or SME. In fact,

except for a few large international family firms (Hennerkes 2004), a majority of

family firms can in fact be regarded as SME. Following e.g. Reimers (2004), we

regard the term ‘‘family firm’’ as independent of company size.

A range of attempts to narrow down this term are based on qualitative characteristics

for the explication of family firms. Accordingly, Habbershon and Williams (1999)

define family firms as unique bundles of resources and capabilities which result from

interactions between the family and the company. According to Klein (2004), a

company is a family firm if one of the three factors of equity capital, management and

control is dominated entirely by the family, or if the lack of influence on one of the three

factors is compensated by another factor. However, it is assumed that a stake in equity

capital is a necessary requirement. From this perspective, family firms are defined as

companies in which ownership belongs to one family or is distributed among several
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families and their members, and in which (apart from the entrepreneur) at least one

supplemental family member actively participates in the company through his or her

collaboration (Covin 1999; Carsrud 2006; Rutherford et al. 2006). The will to retain the

company in the family on a long-term basis also should be added as a necessary

prerequisite, along with the distribution of control among several family members

(Sharma et al. 1997; Astrachan and Shanker 2003).

For this study, we follow the definition by Rößl et al. (2010), and define a family firm

as a company (1) of which several family members hold capital shares, (2) whose major

business capital is held by one or more members of this family, (3) in which the strategic

decisions are made by several family members based on the importance of their capital

shares and/or are based on informal authority, whereas it is irrelevant if the

entrepreneurial family itself constitutes the management or if it controls the company

through a management appointed by the family, (4) on whose economic development

several people in the family are directly financially dependent, since their individual

capital incomes and/or their individual work incomes in the company generate a

majority of their income, and (5) which, due to this importance for the family, is

intended to be retained in the family’s sphere of influence.

2.2 Innovativeness of entrepreneurial firms

An innovation can be defined as the successful implementation of the processes

where new creative ideas are put into practice within an organization (Rickards

1985; Schaper and Volery 2004). Specifically, innovation is the establishment of

new concepts, procedures and/or technologies in an organization. For something to

be understood as an innovation, it requires novelty; tangible qualities; must be the

result of a deliberate action and not a coincidence; should aim to produce benefit;

and be recognizable as something other than just a change to the typical routines

(King and Anderson 2002).

Innovations are the expression of entrepreneurial activity and may contribute to

the long-term survival of a (family) business (Leenen 2005). Innovativeness is a

strategic orientation that many organizations require. It provides a way to adapt to

technology, competition, and market changes (Dougherty and Hardy 1996). A

significant segment of the literature on innovation management emphasizes the

importance of innovation as a part of corporate strategy with the goal of keeping the

company competitive and in business (Hakala 2011). Here, the assumption is

always that innovation increases the uniqueness of systems, products, processes, and

services, leading to higher profitability and more growth (Damanpour et al. 1989).

Innovations allow a company to increase its return on investments, achieve a greater

market share, and strengthen its overall competitive position. Innovations are

always an indicator of corporate activity, and can be understood as an assurance that

the (family) firm will not only continue operating but also grow for years to come

(Leenen 2005; Bergfeld and Weber 2011).

According to Miller and Friesen (1983), ‘‘[…] an entrepreneurial firm is one that

engages in product-market innovation, undertakes somewhat risky ventures, and is first

to come up with ‘proactive’ innovations, beating competitors to the punch’’ (p. 771). An

important element of an entrepreneurial innovative firm is the ability to adapt to
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changing market requirements (Teece et al. 1997), which often requires reinvention of

the business model in order to realize the full potential of new product innovations and,

more generally, enable the firm to remain innovative (Johnson et al. 2008). These

business model innovations are essentially linked to new ways of organizing the

company and its management systems, i.e. to managerial and organizational

innovations (Doz and Kosonen 2010; Osterwalder and Pigneur 2010).

Management innovations work through technological product innovations.

Organizational and managerial innovations (such as business model innovations)

may not lead to value creation without technological product innovations

(Chesbrough 2010; Teece 2010). Although work on non-technological innovation

has existed for quite some time, most of the literature on innovation still focuses on

technological product and process innovation (Birkinshaw et al. 2008). However,

the need to understand administrative or management innovations is equally

important. Studies have shown that management innovations, both managerial and

organizational, lead to better firm-level performance, especially when implemented

together with product innovations (e.g. Damanpour and Evan 1984; Damanpour

et al. 1989; Sapprasert 2010). As highlighted in previous literature, the adoption and

creation of innovation requires adaption and change for the innovating organization

as well (e.g. Fagerberg 2003; Lorenz and Wilkinson 2003; Lam 2005). This

literature emphasizes the combinatorial nature of innovation, put forth originally by

Schumpeter (1934) where innovation requires the whole organization to be able to

overcome inertia and develop new routines to appreciate the benefits of new

innovations. Therefore, in order to innovate, firms are required to adapt their

organization to the new products or process they wish to introduce. Firms need to

adjust their organization to meet the requirements of the changing operational

environment, be able to adopt new technologies, and commercialize their new

products and processes. A recent example of management innovation leading the

firm in becoming increasingly innovative is the open innovation model. A growing

strand of research has shown that firms need external sources of knowledge and

ideas to advance their technology, not only internal sources (Chesbrough 2003). To

make the transition from the closed innovation model to the open innovation model,

the firm needs to also create or adopt a different set of managerial and

organizational tools. Firms need to be able to manage their R&D networks

efficiently and have an organization capable of acquiring external knowledge.

Organizations with different structural forms vary in their patterns of learning

and knowledge creation, giving rise to different types of innovative capabilities

(Lam 2005). Innovations are strongly associated with the readiness to innovate that

is embedded in the organizational culture. Consequently, one can derive two

contrary propositions: First, readiness to innovate is the starting point for

innovations. And, due to the high significance of reference figures, their ‘‘spirit of

innovation’’ continues to have generation-spanning effects in family firms.

2.3 Management innovations

In this article we focus on two categories of innovations: managerial innovations
and organizational innovations, which bring novelty to the way firms organize,
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structure and manage their processes. These types of innovations both belong to the

broader category of management innovations,1 which are elemental in the

development of the firm and its products and processes. Management innovation

includes the invention and implementation of management practice, management

process, management techniques, and organizational structures that are intended to

further organizational goals (Birkinshaw et al. 2008). Literature on management

innovations underlines the fact that they are very different in nature compared to

technological and especially product innovations (Alänge et al. 1998). This is

because management innovation represents investments in knowledge, procedures,

behavior and relations, but less when it comes to artifacts. Management innovations

are typically tacit in nature and difficult to protect by patent (Teece 1980). These

characteristics allow a higher level of subjective interpretation on the part of the

potential user than with technological innovations, which increases the importance

of social and political processes (Birkinshaw et al. 2008). Another important feature

of management innovations is that very few organizations have well-established and

specialized expertise in the area of management innovation. While product

innovation is often specifically organized in R&D labs, this is not the case for

management innovations. Due to their nature, management innovations are likely to

generate uncertainty and ambiguity within the firm, with a higher impact than

technological innovations. This leads to the need to establish legitimacy by

validating the innovations independently from external sources, especially since the

effects of management innovations are not as clear to employees or managers in the

firm. So to summarize, the major difference between management innovations and

technological innovations lies in the role of factors internal to the firm, i.e. the

cultural, social, and political aspects of the organization (Alänge et al. 1998).

The previous literature on management innovation has not clearly distinguished

between different types of innovations (e.g. Kimberly and Evanisko 1981;

Damanpour 1987). However, recent studies have started to analyze management

innovations in a more precise way (Sapprasert 2010). For example, Bodas Freitas

(2008) shows differences in the diffusion of managerial and organizational

innovations. We have delineated between two types of management innovations,

namely organizational and managerial innovation. Organizational innovation refers

to a new organization of work, management structures, or relationships with

external partners. Managerial innovation refers to innovations in management

systems, knowledge management, and supporting activities. Following Wengel

et al. (2000), we distinguish between the two in the following way: organizational

innovations encompass responsibilities, accountability, command lines and infor-

mation flows. They focus on the divisional structure of functions, and for example

change the number of hierarchical levels. Managerial innovations on the other hand

affect the operations and procedures of the enterprise such as the specifications of

responsibilities, the content of commands and of information flows, and the way

1 Management innovations are sometimes called organizational innovations (e.g. Alänge et al. 1998) or

administrative innovations (e.g. Damanpour and Evan 1984). But since we distinguish between

managerial and organizational innovations, we adopt the terminology from Birkinshaw et al. (2008) to

reduce ambiguity. Also, in some cases, organizational innovation has been used to broadly refer to any

type of innovation created by an organization (e.g. Wolfe 1994).
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they are dealt with. They involve the speed and flexibility of production and the

reliability of products and production processes.

3 Innovation in family firms

3.1 Literature review

There has so far been a clear lack of scholarly research regarding the innovative

activity of family firms (Leenen 2005). As of January 2011, in the Family Business
Review (FBR), the major family firm research journal published by SAGE

Publications, only three articles from a total of 23 volumes have contained the word

‘‘innovation’’ in their title. According to Gudmundson et al. (2003), ‘‘research

examining the relationship between innovation and ownership structure appears to

be nonexistent’’ (p. 3). In their recent research note on the topic, Craig and Moores

(2006) state that they ‘‘believe there is still limited research that has explored

innovation within family firms’’ and that ‘‘…there is potential for further study of

innovation in family firms…’’ (p. 8). So in recent years, the topic has fortunately

started to receive increasing interest (Rößl et al. 2010).

To the knowledge of the authors, the following surveys are the only studies

addressing this issue empirically:

Morck et al. (2000) show on the basis of a Canadian sample that family firms

controlled by heirs were less active in R&D than their non-family counterparts of

the same age and size in the same industries. Litz and Kleysen (2001) conducted a

case study analyzing the entrepreneurial activity of a jazz musician with a special

focus on the sustainability of the commercial innovations regarding the ensuing

family generations. Gudmundson et al. (2003) examine the influence of organiza-

tional culture, ownership structure (family vs. non-family firms) and of customer

types on the initiation and implementation of innovative processes in a quantitative

empirical survey. In summary, they note: ‘‘The results suggest that initiation and

implementation of innovation are significantly enhanced […] when it is a family-

owned business. Family firms have unique characteristics positively related to

implementation of innovation […]’’ (p. 14). However, differences in organizational

culture interfere with this effect. Leenen (2005) examines the drivers of innovations

in family firms, i.e. why innovative projects are initiated; whether innovations in

family firms emerge incrementally rather than radically; if product or process

innovations prevail; and how organizational culture, management style or the choice

between family members as CEO or the use of an external CEO influence the

innovative process. In their longitudinal 10-year study of 67 established Australian

family firms, Craig and Moores (2006) determined that organizational structure is

related to innovation within family firms. Also, firms having a greater amount of

innovation have less formality and are more de-centralized. In addition, well-

established family firms seem to place a high level of significance on innovation and

strategy practices. The authors were also able to show strong interactions between

innovative strategy and environmental uncertainty attributed to technological

change. Llach and Nordquist (2010) found differences with regard to the role of
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human, social and marketing capital for innovation when comparing 22 family and

22 non-family firms from Spain. These are interesting findings, because some of

them stand in contrast to the conventional wisdom that sees family firms as being

less innovative than non-family firms. And finally, Bergfeld and Weber (2011) just

recently compared 62 family and 62 non-family ‘‘dynasties’’ of family firms (i.e.

older than 100 years) from Germany, and found that successful dynastic families

define innovation as the ability to constantly address new markets and technologies

based on a clear long-term strategy.

In sum, the results of the very few existing empirical studies on the topic of

innovation in family firms are still contradictory to a certain extent. And, no large

scale quantitative study has emerged so far. This is where the following research

takes up its work.

3.2 Development of hypotheses

In this study, we put forth the hypothesis that management innovations lead to

higher corporate success, especially through their role as an antecedent of successful

product innovation. Firm growth has become the major indicator for overall

corporate success within entrepreneurship and SME research (Carton and Hofer

2006). Talking about ‘‘entrepreneurial’’ family firms always means discussing

innovation- and growth-oriented family firms. We thus we also use firm growth as

an indicator of corporate success in our empirical study.

The main core of innovation study literature has focused on product innovations

and the relationship between product innovativeness and corporate success. This

literature stems back to the seminal work of Schumpeter (1934, 1942) who

emphasized innovations as the core aspect of firm survival among the ‘‘perennial

gale of creative destruction’’. Research has shown over and over again that firms

require the development of new products if they want to gain competitive advantage

(e.g. Teece 1986). In this article we do not focus on explicit product innovations, but

on the orientation or inclination towards product innovations instead, which we call

product innovation intensity or innovativeness.2 We define innovation as the

introduction of new products, meaning that product innovativeness refers to the

extent to which the firm creates and is oriented towards introducing new products.

Although the performance effects of management innovations are more difficult

to discern beforehand (Birkinshaw et al. 2008), which affects their adoption rate,

earlier studies have shown that both managerial and organizational innovations lead

to better firm-level performance (e.g. Damanpour and Evan 1984; Damanpour et al.

1989; Sapprasert 2010). Management innovations focus on the core organizational

routines of firms, as well as the way firms organize their workforce, knowledge

management system, and decision making mechanisms. These routines are by

nature stable and slow to change (Nelson and Winter 1982; Hannan and Freeman

1984; Dosi et al. 2000). Management innovations, by introducing change to these

routines, enable the firm to escape the harmful effects of inertia. Our central

2 Jansen et al. (2006) call this exploratory innovativeness as opposed to exploitative innovation, which

refers to technology adoption and incremental improvement.
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argument is that in addition to product innovations, firms also need managerial and

organizational innovations to achieve corporate success. Management innovations

present a direct source of competitive advantage by having a significant impact on

business performance with regard to productivity, quality and flexibility (Armbr-

uster et al. 2008). Empirical research has previously shown that especially when

implemented together with product innovations, management innovations are

related to positive outcomes (Damanpour and Evan 1984; Damanpour et al. 1989;

Bodas Freitas 2008; Sapprasert 2010). Theoretical literature suggests that manage-

ment innovation is a necessary precondition for technical innovation (Lam 2005).

Both of these act as the antecedents and facilitators of an efficient use of technical

product and process innovation, because the ability for firms to introduce new

products depends on the degree to which the organizational structures and processes

respond to the use of these new technologies (Armbruster et al. 2008). Management

innovations enable the firm to become more innovative by e.g. enabling it to shift

towards an open business model (Chesbrough 2010). This leads us to propose that

product innovation intensity partially mediates the effects of organizational and

managerial innovations on corporate success. We therefore present the following

hypotheses:

Hypothesis 1a: Managerial innovation has a positive effect on corporate success.

Hypothesis 1b: Organizational innovation has a positive effect on corporate

success.

Hypothesis 2: Product innovation intensity has a positive effect on corporate

success.

Hypothesis 3a: Organizational innovation has a positive effect on product

innovation intensity.

Hypothesis 3b: Managerial innovation has a positive effect on product innovation

intensity.

Differences in family and non-family firms with regard to management

innovation are perhaps even more evident than in technological innovations due

to the importance of social and political processes (Birkinshaw et al. 2008). As

discussed above, the internal and cultural aspects of the firm are central to

management innovations. Organizational culture plays an important role in defining

the innovativeness of a firm (De Brentani and Kleinschmidt 2004; Naranjo-Valencia

et al. 2011). On the other hand, family business research has shown that family firms

differ in their values and attitudes, objectives, and strategic behavior from non-

family firms (e.g. Donckels and Fröhlich 1991). This leads us to hypothesize that

organizational and managerial innovations have a different level of importance in

family firms when compared to non-family firms. A recent study focusing on the

adoption of management practices points to this as well: Battisti and Iona (2009)

show that managerial innovations are not as readily adopted in family firms. It is

speculated that a more concentrated ownership structure reduces the need to adopt

management practices. Non-family firms require more centralized management

systems and are thus quicker to adopt managerial innovations. However, existing

studies have highlighted the importance of organizational culture in the pursuit of

competitive advantages in family firms (e.g. Zahra et al. 2004). Family firms profit
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from their organizational culture which, for example, tends to have fewer issues

with principle agent problems and reduced reliance on formal controls and

coordination. These traits make the family firm a more efficient innovator when it

comes to the effects of organizational innovation. In other words, family firms gain

more from organizational than managerial innovations, while non-family firms need

new management systems to manage growth. As Craig and Moores (2006) point

out, it is the organizational structures that enhance innovativeness in family firms.

Organizational innovations align these structures to enable innovation and corporate

success. This leads us to the next hypotheses:

Hypothesis 4a: The positive relationship between organizational innovation and

corporate success is higher in family firms than in non-family firms.

Hypothesis 4b: The positive relationship between managerial innovation and

corporate success is higher in non-family firms than family firms.

The following figure illustrates our underlying conceptual model, including the

stated hypotheses:

4 Empirical investigation

4.1 Data

This study used a unique Finnish dataset of 533 firms to study the differences

between family and non-family-owned firms in the role of organizational innovation

in growth performance. We aimed to analyze how organizational and managerial

innovation is associated with the growth performance of firms, and how this

relationship differs in family and non-family firms.

We applied quantitative survey data to test our hypotheses. The data was

collected from Finnish firms operating in the food industry (NACE 10–11); the

media (NACE 18, 58–61); and the maritime industry, including ship building

(NACE 301) and all sub-contracting sectors (furnishing, maintenance etc.). A

sample of 2,227 firms was selected for the data collection by using a stratified

sampling of the official business register of Statistics Finland. This data was

collected through computer-aided telephone interviews in the late spring of 2009.

The survey was targeted at key respondents (e.g. Kumar et al. 1993; Lechner et al.

2006) in management positions (i.e. owners, CEOs, general managers) as the

supposedly most knowledgeable sources of information. Contacting the 2,227 firms

resulted in a total of 535 responses and a response rate of 24%, which can be seen as

rather high for management studies (Wolff and Pett 2007). For a non-response bias,

examinations were conducted to determine the differences between early and late

respondents. No statistical differences were discovered between the two groups

(Kanuk and Berenson 1975; Armstrong and Overton 1977; Newby et al. 2003).

The analysis covered the size of the 533 firms that responded and the firms that

did not participate in the survey. The size distribution of the participating firms was

slightly, but non-linearly, skewed towards larger firms, which is a relatively typical

outcome in these kinds of surveys. The share of family firms in the entire dataset
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was 42% (226 firms). Distinguishing organizations by type is crucial in innovation

research (Damanpour 1991), and as a result, we expected interesting results in the

comparison of the two groups.

The distribution of family firms among different industry sectors resulted in the

following: 69% of the respondents were from the food industry, 32% from the

media sector, and 43% from the maritime industry. These survey participants

considered their firms to be family businesses. Table 1 describes some descriptive

statistics about the two groups of firms. The average size (measured by either the

number of employees or turnover) of the family firms is somewhat smaller than the

non-family firms. However, when we exclude the two largest firms from the sample,

the average size of the non-family firms decreases to 128 employees and 32

MEUR.3 The age distribution does not differ considerably between the groups.

4.2 Measures

In building our measurement model we utilized established measures. Survey

constructs for measuring organizational and managerial innovation are still scarce.

We adopted items developed for the Community Innovations Surveys, which have

been conducted since the mid-1990s in the European Union member states and

which are coordinated by EUROSTAT. The methodology for measuring managerial

and organizational innovation is described in the Oslo Manual (2005) of the OECD.

All scale items were scored using a Likert-type scale with response options from 1

(‘‘totally disagree’’) to 7 (‘‘totally agree’’), with higher scores indicating higher

levels of the construct in question.

Corporate success Success was analyzed by means of three self-reported measures

of firm growth. The respondents were asked to respond to the statements about the

growth of their sales and personnel in comparison to their competitors. The

corporate success construct emphasized the relative growth performance of the firm.

Table 1 Descriptive statistics

Mean SD Min Max

Non-family firms

Age 33.44 36.76 1 190

No. of employees 308.72 2,381.07 1 35,000

Turnover/EUR 1000 128,590.20 1,393,294.00 0 23,000,000

Family firms

Age 32.25 26.59 1 159

No. of employees 110.49 589.45 1 8,000

Turnover/EUR 1000 19,396.29 90,678.36 0.016 1,000,000

3 Removing the outliers did not change the results, so these were kept in the dataset in the analysis

reported below.
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Product innovation intensity Product innovativeness was measured by means of

three self-reported measures. The respondents were asked to respond to the

statements about their relationship to product and service innovation, which

measures the extent to which the firm aims to create product and service

innovations. Firms scoring high on this measure are oriented towards product

innovation, whose intensity measure was adopted from Jansen et al. (2006).

Managerial innovation Managerial innovation was measured using three self-

reported measures. The respondents were asked to respond to the statements about

whether they have introduced new knowledge management systems during the last

three-year period.

Organizational innovation Organizational innovation was measured by means of

three self-reported items. The respondents were asked to respond to the statements

about whether they have introduced new organizational structures, employee

decision making, or networks during the last three-year period. The descriptive

statistics and correlation matrices of the measures can be found in Table 2:

4.3 Measurement model

To test our research hypotheses, we followed a two-step approach for structural

equation modeling using MPlus 6 (Hair et al. 2010). To test for differences between

groups, we estimated a moderation model, where we divided the sample into the two

groups of family firms and non-family firms. First, we assessed and validated our

measurement model, followed by an estimation of the structural equation model

depicted in Fig. 1. Since we were estimating a moderator model with two groups,

we first tested whether our measurement model worked for both of the sub-samples.

As the values were above the critical level of 0.9 for CFI, the RMSEA values below

.08, and the SRMR values below .08, this proved to be the case (Table 3). The chi2

value was significant for all the measurement models. However, this is normal for

models with a large number of indicators (Hair et al. 2010), and since all fit indices

indicated good fit, we can safely assume that the model is appropriate for the data,

and proceeded to examine the structural model. We then tested the measurement

model fit for the full sample estimated with the two groups. This also proved

reasonable (Table 3).

We then evaluated the measurement models based on three criteria: convergent

validity, discriminant validity, and reliability. Table 4 provides the figures for our

evaluation. Here, it can be seen that our constructs in both sub-samples were valid

and reliable. Convergent validity is summarized by the average variance extracted

(AVE), which was over 0.50 for all the constructs. Similarly, the construct

reliability was over 0.70 for all the constructs. The right-hand side of Table 4

gives us a matrix where the correlation between the constructs is compared to the

square root of AVE, which is on the diagonal. From this we can see that all of the

values on the diagonal are higher than their pairs, which indicates good

discriminant validity.
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4.4 Results

To test the hypothesized model, we split our sample into two groups and estimated a

two-group structural equation model. To test the dichotomous moderator variable,

we utilized the family firm moderator to divide the sample into groups, and

performed a Chi-square test of the significance of the difference between the

Organisational innovation 

Managerial innovation 

Corporate success Product innovation intensity 

H4a

H1bH3a 

H2

H3b 
H1a

H4b

Fig. 1 The conceptual model

Table 3 Tests of model fit for the measurement model

Chi-square df CFI RMSEA SRMR N

Non-family 69.942 48 0.988 0.039 0.037 307

Family 92.227 48 0.967 0.064 0.047 226

Full 301.54 180 0.967 0.050 0.051 533

Table 4 Reliability and validity assessment

Convergent

validity

Discriminant validity

Construct

reliability

AVE Product

innovation

intensity

Managerial

innovation

Organisational

innovation

Corporate

success

Non-family firms

Product innovation intensity 0.861 0.674 0.821

Managerial innovation 0.809 0.586 0.363 0.766

Organisational innovation 0.797 0.567 0.525 0.709 0.753

Growth performance 0.877 0.706 0.442 0.417 0.407 0.840

Family firms

Product innovation intensity 0.829 0.622 0.788

Managerial innovation 0.851 0.656 0.368 0.810

Organisational innovation 0.792 0.562 0.425 0.758 0.749

Growth performance 0.868 0.688 0.371 0.450 0.530 0.829
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designated structural parameters across groups (see e.g. Hair et al. 2010). As

expected, the result was that the coefficients from product innovation intensity to

corporate success were statistically non-different between the groups. Also, the

coefficients from organizational innovation to product innovation intensity did not

differ between the groups. The goodness of fit statistics suggest that the structural

models fit the data well (Table 5).

The results are summarized in Fig. 2 for the family firms and Fig. 3 for the non-

family firms. Our results show that the positive influence of product innovation on

corporate success exists. Organizational and managerial innovations play an

important role as well. However, as hypothesized, we did not find the managerial

innovation to be significantly related to corporate success for the family firms.

Organizational innovations on the other hand seem to be important for family firms.

They have a direct effect on corporate success, as well as an indirect effect through

product innovation intensity (significant indirect effect 0.108***). In non-family

firms, managerial innovation comes out as an important factor in corporate success.

This is also the case for organizational innovation. Here, however, they have an

effect only through product innovation. We find a significant indirect effect from

organizational innovation, to product innovation intensity, all the way to corporate

success (0.117***).

From the figures above, we can discern that hypotheses 1a and 1b were only

partially supported. Managerial innovation was positively related to corporate

success in non-family firms, but not family firms. The exact opposite applies for

organizational innovation. Hypothesis 2 was supported; product innovation intensity

had a positive effect on corporate success in both kinds of firms. Hypothesis 3a was

not supported; we did not find managerial innovation to have a positive effect on

product innovation intensity. This was a somewhat surprising finding. It may be that

managerial innovations are more oriented towards making the firm cost-efficient,

but not necessarily more innovative (Bodas Freitas 2008). This idea is supported by

Table 5 G-O-F statistics for the structural model

Chi-square df CFI RMSEA SRMR N

Structural model 179.251 114 0.979 0.046 0.047 533

Organisational innovation 

Managerial innovation 

Corporate success Product innovation intensity 

0.345***

0.455*** 

0.238***

-0.001

0.094

Fig. 2 Results for the family firms
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the fact that managerial innovations have a positive effect on corporate success

(with non-family firms). On the other hand, hypothesis 3b was supported, and we

found organizational innovation to have a positive effect on product innovation

intensity. Both moderating hypotheses were supported. The effect of organizational

innovation on corporate success for family firms was higher than for the non-family

firm group. Managerial innovation, on the other hand, had a larger effect on

corporate success for the non-family firms. Table 6 summarizes our results.

5 Discussion and conclusion

The goal of our study has been to increase our knowledge on the differences in

innovative behavior that can be found between family and non-family firms. Here,

the interrelations between innovation and corporate success are essential for both

everyday business and research. Innovation is an entrepreneurial skill that can be

Organisational innovation 

Managerial innovation 

Corporate success Product innovation intensity 
0.458***

0.265***

0.095

0.057 

0.255***

Fig. 3 Results for the non-family firms

Table 6 Summary of results

Hypothesis Result

Main effects

Hypothesis 1a: Managerial innovation has a positive effect on corporate success Partially

supported

Hypothesis 1b: Organisational innovation has a positive effect on corporate success Partially

supported

Hypothesis 2: Product innovation intensity has a positive effect on corporate success Supported

Hypothesis 3a: Managerial innovation has a positive effect on product innovation

intensity

Not supported

Hypothesis 3b: Organisational innovation has a positive effect on product innovation

intensity

Supported

Moderating effects

Hypothesis 4a: The positive relationship between organisational innovation and

corporate success is higher in family firms than in non-family firms

Supported

Hypothesis 4b: The positive relationship between managerial innovation and corporate

success is higher in non-family firms than family firms

Supported
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applied by family firms to achieve a competitive advantage. Although some areas of

family firm research have in fact begun to consider innovation, there is a general

lack of empirical studies on innovation and how it is used in family businesses.

Studies in the past on the innovation found in family firms have led to findings

contradicting one another. Just about all researchers see family firms as conservative

and stable, which is a result of their tradition and aversion towards risk. This is one

reason why the lack of innovation in family firms continues to be a topic found in

the literature.

Nevertheless, there is also research showing that family firms can be entrepre-

neurial as well (Naldi et al. 2007). With this in mind, we examined the innovative

behavior of family firms on the basis of a large scale empirical survey from Finland,

and found that the effects of management innovations on corporate success differ to

some extent between family and non-family firms. In fact, for family firms,

organizational innovations seem to be more important than managerial innovations.

They have a positive relationship with overall corporate success as well as product

innovation intensity. This means that if a family firm rebuilds e.g. its organization of

work, its management structure, or its relationships with external partners, i.e. if it

‘‘renews’’ itself constantly (Floyd and Wooldridge 1999), then following the logic

of increasingly changing markets, it is more likely to innovate new products and to

grow. Organizational innovations were important antecedents in both family and

non-family firms, although in the latter there was no direct relationship with

corporate success, but only one with increasing product innovations. Managerial

innovations again were only important in non-family firms having a direct positive

relationship to corporate success. This means that e.g. innovations in management

systems, knowledge management, or supporting activities seem to be less important

for family firms. This is in line with existing research on family firms which finds

longer-term planning horizons and more constant, sometimes even more conser-

vative, leadership (e.g. Habbershon et al. 2003).

Future studies should aim to elaborate on the underlying reasons for these

findings. It would be especially interesting to understand in greater detail how the

organizational culture plays a role in the innovation processes of family firms.

Although it has been shown that the organizational culture plays an important role

in the way firms innovate (Çakar and Ertürk 2010; Naranjo-Valencia et al. 2011),

there is still little research on the relationship between organizational culture and the

different types of innovation in the family firm context.

Previous research has shown that organizational culture is responsible for the

innovativeness of a family firm (e.g., Naranjo-Valencia et al. 2011), the

management style of its leaders (e.g., Leenen 2005) as well as a less formal and

more de-centralized structure (e.g., Craig and Moores 2006). In short, if a family

firm wants to grow, be innovative and entrepreneurial, it should (constantly)

question itself about whether the culture within the firm as well as the applied

leadership style of the entrepreneur is also entrepreneurial (e.g., Blumentritt et al.

2005), and if its organizational structure still fits the requirements of a rapidly

changing environment. In other words, is the firm actively pursuing an entrepre-

neurial strategy? The complex and constantly changing interplay of these

domains—strategy, entrepreneur, environment, and organizational structure—or,
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in other words, the ‘‘optimal configuration’’ (e.g., Kraus et al. 2011b) of the family

firm is the final influence variable of corporate success. We follow Pittino and

Visintin (2009) with their conclusion in summarizing previous research that the

strategic orientation of a family firm is strongly dependent on (1) the leadership’s

role in fostering risk-taking and entrepreneurial behavior, (2) the profile, compe-

tences and motivation of the owner(s), and (3) the characteristics and specialization

of the members of the firm’s dominant coalition. The most important driver for

entrepreneurial behavior in family firms—as in most other (usually non-publically

traded) SME is thus the person of the (family firm) entrepreneur (or the

entrepreneurial team). Future research on the topic of innovation in family firms

should therefore concentrate on the interplay of the four configurational domains

mentioned, and should pay particularly close attention to the role of the family firm

entrepreneur as being responsible for the strategic decisions within the company.

This study of course also holds several limitations. First, it entails cross-sectional

data from only one country (Finland). Further research in other countries should be

undertaken in order to evaluate whether our results might be country-specific.

Second, the use of objective measures does not solve the problem of the one

measuring point. A longitudinal design should be implemented for more thorough

analysis, along with a follow-up study. Third, the use of growth as a measure of

corporate success might be questioned. Although a generally accepted indicator for

success in SME and entrepreneurship research (see e.g. Carton and Hofer 2006), not

all enterprises want to grow. This might be the case for family firms in particular. To

avoid this problem it could be helpful to collect different objective measures of

financial success and analyze whether there are differences between the groups in

performance measures. It is also possible that the performance of family firms is

reflected in their growth more than with profitability. And it’s possible that profit-

maximizing behavior is not present among the family firms, i.e. although they are

financially less efficient, they use their company as a direct tool to increase the

owners’ welfare. This kind of behavior requires more analysis concerning the

financial efficiency between these groups. Fourth, this study used CEOs and owners

as respondents, which might cause a bias due to these respondents’ tendency to

reply positively to questions related to corporate success and innovation. However,

since there is no reason to think that this bias differs between family and non-family

firms, it is of no major concern. Last but not least, the question of whether

innovative behavior changes over time within corporate development, e.g. with a

change of management due to intergenerational or external succession, might also

be an interesting avenue for further research.

Open Access This article is distributed under the terms of the Creative Commons Attribution

Noncommercial License which permits any noncommercial use, distribution, and reproduction in any

medium, provided the original author(s) and source are credited.
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