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Abstract

Drawing on the resource-based view of the firm, this study investigates the relationship
between human capital (employees’ experience, knowledge and technical skills, man-
agerial talent) and innovativeness (propensity to innovate) in a sample of 478 family
firms taken from a cross-country dataset (STEP Project). Furthermore, we consider the
moderating effect of the proportion of family members sitting on the board of directors
(family board ratio). The main findings highlight that there is a positive relationship
between human capital and family firm innovativeness. Moreover, family board ratio
positively moderates the relationship between human capital and innovativeness in
such a way that when the family board ratio is high, the relationship between human
capital and innovativeness is stronger. This result is weaker when multiple family
generations are actively involved in the firm. In summary, family members sitting on
the board of directors focus more attention on people and for this reason, play an
important strategic leadership role in valorizing human capital that fosters more
innovativeness.
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Introduction

Innovation is the establishment of new concepts, procedures and/or technologies in an
organization (Kraus et al. 2012). Recently, there has been increasing research interest in
innovation in family firms (hereafter FFs) (e.g., Chrisman et al. 2015; Llach et al. 2012;
De Massis et al. 2015; Calabro et al. 2019). This is due to an increasing awareness of
the role of innovation in fostering FFs’ competitive advantage (R6B1 et al. 2010).
However, current research has generated mixed results, emphasizing the need for
further research (Calabro et al. 2019; Chrisman et al. 2015; Filser et al. 2016).
Moreover, our body of knowledge on innovation in non-family firms (NFFs) cannot
be imported into the FF context since FFs have unique features that differentiate them
from NFFs (Craig et al. 2014; Gomez-Megjia et al. 2011).

It is widely recognized that familiness is a distinctive feature of FFs (e.g., Arregle
et al. 2007; Pearson et al. 2008; Schulze et al. 2003). Indeed, because of their strong
socioemotional ties to their firms, founders prioritize maintaining control of their firm.
They therefore attempt to influence ownership, management and governance of their
firm, mainly by using younger generations (Berrone et al. 2012; Calabro et al. 2018;
Gomez-Megjia et al. 2007; Cesinger et al. 2016). In turn, familiness, i.e., “resources and
capabilities related to family involvement and interactions” (Chrisman et al. 2004)
create advantages as well as disadvantages for FFs (Habbershon and Williams 1999).
Indeed, recent reviews on innovation in FFs demonstrate that family involvement in
ownership/management influences innovation inputs, outcomes and activities (Calabro
et al. 2019; Chrisman et al. 2015). However, so far we know very little about how
family involvement in boards may affect innovation in FFs.

Applying the resource-based perspective (Barney 1991; Habbershon and Williams
1999; Habbershon et al. 2003) and considering familiness, we first investigate the
association between FFs human capital and FFs innovativeness.

Employees’ experience, knowledge, technical skills and talent can reflect the firm’s
human capital (Hitt et al. 2001). Among other resources, such as social and financial
capital, (De Massis et al. 2015), we focus on human capital for two main reasons. First,
according to the resource-based view (RBV), knowledge is the most critical compet-
itive asset that a firm possesses and this resides in human capital (Grant 1996; Hitt et al.
2001). Second, more research is called for to better understand the link between FFs’
resources and their innovativeness (Calabro et al. 2019). Innovativeness can be defined
as the set of activities through which a firm conceives, designs, manufactures and
introduces a new product, service or process (Burgelman et al. 1988). The lack of
research on innovativeness in FFs is interesting as some studies have demonstrated its
importance for FFs (Covin et al. 2016).

According to the RBYV, a firm’s resources are key to its survival, but resources
must also be managed effectively (e.g., through an appropriate strategy) to
produce value (Barney and Arikan 2001). Strategic leadership in managing
resources (human capital) is an important contingency factor surrounding the
effects of FFs’ human capital (Hitt et al. 2001; Sirmon and Hitt 2003; Sirmon
et al. 2007). Effective implementation of such strategic leadership requires the
formation of social capital among members (top executives) of the group that
will take on the role. Social capital refers to the goodwill and resources made
available to an individual and organization via reciprocal, trusting relationships
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that facilitate action and create value (Adler and Kwon 2002; Hitt et al. 2002;
Maran et al. 2019). Theory emphasizes that familiness may lead to the formation
of internal social capital (Arregle et al. 2007; Pearson et al. 2008). In turn, the
formation of internal social capital might lead to certain FF capabilities, namely
efficient exchange of information, tacit knowledge and adaptation of shared
action and goals (Pearson et al. 2008). From this perspective, increasing family
involvement in FF boards might contribute to the formation of internal social
capital, enrich the relevant information and shared perspectives, and lead to
better management of human capital (Sirmon et al. 2007). We argue that boards
of FFs can play a strategic leadership role in managing resources. By benefiting
from the capabilities of their social capital, family board members can facilitate
the coordination of activities and projects across various functional units. This
will enable effective decision-making by the board as well as implement the
resulting decisions. Developing and managing resources may contribute to the
development of the innovative capacity of FFs (Eddleston et al. 2008).

Furthermore, we recognize that increasing family involvement might result in
increasing the presence of subsequent and multiple generations on FF boards
(Habbershon and Williams 1999). While heterogeneity created by family and non-
family managers is theoretically well-recognized in social capital theory (Arregle et al.
2007; Pearson et al. 2008), it is assumed that internal social capital is formed by a
homogenous group of family members.

Subsequent generations may have different economic motives (short-run vs long-
term) and status-related and power-related expectation of the FF. This can lead to
competition, rivalry, envy and political behaviour among subsequent and multiple
generations (Davis and Harveston 1991; Gersick et al. 1997; Lubatkin et al. 2005). It
is likely that family members on boards representing multiple generations may expe-
rience substantial conflict during the formulation of strategic decisions that may affect
control and ownership of the FF (Bammens et al. 2008; Kellermanns and Eddleston
2004; Eddleston and Kellermanns 2007). Such high levels of conflict might affect the
boards’ strategic leadership by negatively influencing 1) the formation of internal social
capital (Pearson et al. 2008) and 2) the utilization of FFs’ capabilities (Sirmon et al.
2007). From this board-level perspective, having multiple generations can be detrimen-
tal to the successful deployment of board strategic leadership through the management
of FFs” human capital. Indeed, boards of multigenerational FFs could have power
games, conflict and negative emotions among family directors. Such boardroom
dynamics may hinder a board’s successful implementation of their strategic leadership
in managing resources and in turn limit the firm’s innovativeness.

Our work contributes to the growing body of literature on FF innovation and
Transgenerational Entreprencurship in FFs. While previous studies have mainly ex-
plored whether family involvement in ownership and management affects innovation
(Calabro et al. 2019; Filser et al. 2018), the role that boards play in this relationship is
underexplored (Chrisman et al. 2015). This study is the first to explain the leadership
role of boards on FFs’ innovativeness. We introduce the RBV as a novel theoretical
perspective to provide a conceptual path for examining the way in which a distinctive
feature of FFs, familiness, may lead to heterogeneous performance outcomes and also
explain how the family survives across time by keeping alive their entrepreneurial spirit
and mindset from one generation to the other.
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Theory development and hypotheses

The relationship between human capital and FFs’ innovativeness: A resource-based
view approach

The unique features of FFs have been widely debated in the family business research
field. However, the “so what?”” questions that tended to surface when unique features of
FFs were discussed (Habbershon and Williams 1999), have recently started to be
addressed in FF research. The RBV (Barney 1991, 2001) has been used as a theoretical
perspective to explain whether the uniqueness of FFs may lead to certain advantages
and disadvantages. This special bundle of resources may in turn explain performance
differences between FFs and NFFs (Arregle et al. 2007; Basco et al. 2019a; De Massis
et al. 2015; Habbershon and Williams 1999; Pearson et al. 2008; Salvato and Melin
2008; Sirmon and Hitt 2003). This study places familiness at its centre in examining the
link between human capital and innovativeness in FFs as well as the moderation effect
of board strategic leadership in managing resources.

According to the RBV, returns achieved by firms are largely attributable to their
resources (Barney 1991). The resources a firm possesses are used to generate capabil-
ities and those capabilities result in a competitive advantage for the firm that in turn
leads to better firm performance (Habbershon and Williams 1999). The RBV considers
knowledge as the most critical competitive asset that a firm possesses and it resides in
human capital (Grant 1996; Hitt et al. 2001). Knowledge can be articulable and tacit
(Lane and Lubatkin 1998). Articulable knowledge can be written and easily transferred
because it is partially embedded in individual skills and partially embedded in collab-
orative working relationships within the firm. On the other hand, tacit knowledge is
often unique and difficult to imitate and therefore has a higher probability of creating
strategic value (Lane and Lubatkin 1998). Professionals gain knowledge through
formal education (articulable) and through learning on the job (tacit). Accordingly,
much of an organization’s knowledge (articulable and tacit) resides in its human capital.

Research into NFF contexts suggests that human capital attributes (e.g., education,
skills and experience) affect a firm’s outcomes. For instance, employees with higher
education may contribute to business development, innovation and R&D investments.
Moreover, board research in a NFF context emphasizes the positive link between
human capital (board) and strategic decisions. However, the distinctive features of
FFs means that these NFF results cannot be transferred to the FF context (Sirmon and
Hitt 2003). Recent calls for research stress the importance of understanding the link
between FFs’ resources and innovativeness (Calabro et al. 2019).

An FF is defined as a public or private company in which a family (or related
families) controls the largest block of shares or votes, has one or more of its members in
a key management position, and members of more than one generation are actively
involved within the business (Miller and Le Breton-Miller 2005, p. 2). Based on this
definition, a common feature of FFs is the relevant involvement of controlling family
members in ownership, management as well as governance (e.g., board membership),
shaping both strategic and daily activities. Family members’ involvement in both
business and family relationships in their personal and professional lives may create
advantages as well as disadvantages with respect to resources (Arregle et al. 2007;
Habbershon and Williams 1999; Pearson et al. 2008; Sirmon and Hitt 2003).
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Familiness is used as an umbrella concept referring to outcomes relating to family
involvement and interactions (Chrisman et al. 2004; Habbershon and Williams 1999
Basco et al, 2019a, Basco et al, 2019b).

Family control and influence may have both positive and negative effects on FFs’
human capital. Positive effects can be explained through certain conditions created on
the stock of human capital (Gémez-Mejia et al. 2007). FFs pursue non-financial goals
such as creating and maintaining trust-based, long-term relationships with firm-internal
stakeholders (e.g., employees, managers) (Berrone et al. 2012). Due to such relation-
ships, FFs” human capital can be thought to have positive attributes like commitment to
business, motivation, firm-specific tacit-knowledge. For instance, De Massis et al.
(2015) have emphasized that higher motivation, cohesiveness and commitment in
FFs may enable FFs to “mitigate the drawbacks that characterize the use of functional
organizations (e.g., communication problems, conflicts between the functional heads)
and to manage the complexity of product innovation projects...” (p. 14). Moreover, the
characteristics of a member of a FF (employees, managers) create strong identification
with the firm and motivation to collectively pursue goals. This enables innovation
activities to be administered with a high level of decision autonomy (De Massis et al.
2015).

On the other hand, the goal of control and influence can lead FFs to rely exclusively
on family members. This can lead to a shortage of qualified personnel (Karra et al.
2006). The dark side of altruism may even result in hiring and promoting more and
more family members beyond their capabilities (Schulze et al. 2003). Moreover,
qualified managers may avoid FFs due certain barriers (e.g., exclusive succession,
limitations on wealth transfer). In addition, unfair human resource management prac-
tices may reduce employees’ incentive to invest in firm-specific knowledge (Miller
et al. 2008).

Research on the relationship between FFs’ human capital and FFs’ innovation is
scarce (Calabro et al. 2019). We are aware of only one study which rejects the idea that
FFs cannot attract and retain qualified employees (Llach and Nordqvist 2010). Llach
and Nordqvist (2010) indicate that FFs have a stronger human capital base to enhance
innovation than NFFs. Moreover, Salvato and Melin (2008) indicate that it might not be
the access to resources that causes problems for FFs, but the social interactions between
family members in management. Chrisman et al. (2015) emphasize that a FF’s decision
to innovate or not may be related to willingness, family control and influence, rather
than ability and access to critical resources. In addition, several studies indicate that
when FFs are willing to innovate, they can be more innovative than NFFs (Calabro
et al. 2019; Chrisman et al. 2015).

Building up long-term, trust-based relationships with employees and managers may
have a positive impact on FFs’ human capital (Miller and Le Breton-Miller 2005). Due
to these relationships, tenure appears to be substantially longer in FFs than NFFs
(Lansberg 1999), leading to high levels of experience as well as firm-specific tacit
knowledge. Long tenure provides managers and employees with experience and deep
tacit knowledge of the business, clients, markets and technologies. This knowledge can
help them to continually introduce incremental improvements to their products and
processes. Employees and managers with higher firm specific tacit knowledge and
technical skills, as well as managerial talents, can be expected to positively influence
innovation in FFs (Nordqvist 2005). High levels of human capital within a firm are
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beneficial within the innovation process (Hadjimanolis 2000) since “a firm’s innovative
performance is at least partially a function of the value of its human capital”
(Rothaermel and Hess 2007, p. 899). The interaction of experienced and skilled
employees leads to further accumulation of tacit knowledge, which in turn fosters the
development of new technologies (Dosi 1982). Employees are a potentially important
source of creativity and innovation in organizations. Informal interactions between
employees are good facilitators of tacit-knowledge utilization. The innovation process
can be facilitated by interactions and by the effective sharing of tacit knowledge
(Koskinen and Vanharanta 2002).

We therefore expect that the high level of commitment and tacit knowledge among
employees (Sirmon and Hitt 2003) in FFs will foster the transfer of valuable ideas
across hierarchies and departments (Bammens et al. 2015). This will contribute to the
introduction of new products, services and processes. Thus, we formulate:

Hypothesis 1: There is a positive relationship between human capital and FFs’
innovativeness.

Board strategic leadership to manage FFs’ resources

Several FF scholars have emphasized the importance of exploring the contingency
effects associated with the understanding of RBV in the context of FFs by keeping in
mind that resources need to be strategically deployed and leveraged (Chrisman et al.
2003; Habbershon and Williams 1999; Sirmon and Hitt 2003). Sirmon et al. (2007)
also support this view and note that “heterogeneity in firm outcomes under similar
initial conditions may result from choices made in the structuring, bundling, and
leveraging of resources” (p. 275).

Human capital is a FF’s repository of valuable knowledge and skills with certain
attributes (e.g., tacit knowledge, commitment, motivation due to familiness). However,
fully benefiting from this important resource requires strategic management (Sirmon
and Hitt 2003). Strategic leadership helps firms assess how resources should be
allocated for greater innovation and risk-taking (Thomke and Kuemmerle 2002). For
example, research into FFs demonstrates that strategic planning of innovation processes
by top management teams has positive effects on innovative capacity (Eddleston et al.
2008) and corporate entreprencurship (Kellersmans and Eddleston 2006). Corporate
entrepreneurship refers to the entrepreneurial activities within an organization that are
designed to revitalize the company’s business by changing its competitive profile or by
emphasizing innovation (Zahra 1995; Ferreira et al. 2019).

We argue that boards of FFs can play a strategic leadership role in managing FF
resources. Strategic leadership in managing resources is composed of four actions:
evaluating and changing resource stocks, configuring and leveraging resources (Sirmon
et al. 2007). The first step is evaluating current human capital and making necessary
changes. Effective strategic leaders should know the skills and capabilities of the
people with whom they work. It is equally important to identify whether those
employees have the ability to learn and develop new capabilities. These two evalua-
tions can be key in assigning a job to the right person. If qualified people are scarce, the
initiative must be taken in order to change human capital resources (bringing in new
employees or managers). Once human capital resources are secured, configuring begins
which can be seen as the leaders’ coordination in matching task requirements to
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employees’ skills and capabilities. The last step involves leveraging activities of
qualified employees who are assigned to particular work groups to accomplish certain
tasks and goals. To this end, a strategic leader (a manager of the R&D team) should
manage group activities by providing the direction, facilitation and empowerment to
enable group members to realize their potential.

However, to display such an important role at the group level, strategic leaders need
to have the required social capital. Social capital is the goodwill and resources made
available to an individual and organization via reciprocal, trusting relationships that
facilitate action and create value (Adler and Kwon 2002; Hitt et al. 2002). While
internal-social capital involves the relationships between individuals or groups working
in the organization, external social capital involves relationships between the organi-
zation and external parties (Adler and Kwon 2002).

Formation of internal social capital, (social capital formed by family members in
FFs), can be as critical an aspect of strategic leadership as managing resources (Sirmon
et al. 2007). Familiness might turn internal social capital into a resource which is
valuable, rare, costly to imitate and without substitutes (Arregle et al. 2007; Salvato and
Melin 2008). Thus, familiness, a distinctive feature of FFs, can turn strategic leadership
of boards of FFs into a competitive advantage. This explains how FFs are different
from other organizational forms.

Formation of internal social capital requires some conditions. This leads to the
accumulation of capabilities such as access to efficient information and exchange,
accumulation of social capital and collective actions that might benefit FFs. Stability
and time, closer interdependence and interaction are conditions that lead to structural
aspects (e.g., network ties), relational aspects (e.g., trust, norms, obligation), and
cognitive aspects (e.g., shared vision and goals) of internal social capital.

Social capital is built on lasting investments in social relationships (Bourdieu, 1986)
and requires a significant amount of time to develop and grow (Coleman 1988).
Continuity in social structures increases the clarity and visibility of mutual obligations
(Misztal 1996), as well as the development of trust and norms of cooperation (Hitt et al.
2002). The long-term goals of the family are survival of the business and control over
the firm. These help to build the lasting relationships and stability necessary to generate
social capital (Arregle et al. 2007).

Developing and protecting social capital requires substantial mutual interdependence
(Nahapiet and Ghoshal 1998). Conversely, when individuals are less dependent upon
one another, social capital erodes (Coleman, 1988). Interdependence is largely a
function of joint and shared interests and an agreement toward shared goals (Gersick
et al. 1997). As mentioned before, the founders’ goal of keeping control of family
business within the family is likely to result in family members being appointed to key
managerial positions. While family managers may need to get advice from the founders
when managing the firm, they often possess task-department-market related tacit
knowledge which is key in making critical decisions. Leana Il and Van Buren
(1999) argue that for social capital to contribute to organizational capabilities of
collective action, it has to be jointly owned by interdependent actions of members.

Interaction is required to develop and maintain social capital (Adler and Kwon
2002). Indeed, “while interdependence shapes the degree to which vision and goals are
developed and shared among group members, interaction reflects the quantity, quality,
and strength of those relationships among group members. Social ties and relationships
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tend to be strengthened with interaction and weakened without it” (Arregle et al. 2007,
p. 962). Family members, may continue to interact and facilitate ties and relationships
during working hours, performing overlapping roles as manager and board member.
These interactions may produce more social capital as actors have the opportunity to
get to know each other, share important information and create a common point of view
(Tsai and Ghoshal 1998).

Finally, closure may lead to the development of social capital (Nahapiet and Ghoshal
1998). In fact, it “can be interpreted loosely as the degree to which boundaries exist,
which prevent external influences and enhance internal focus on such management
activities as information sharing and decision making” (Arregle et al. 2007, p.961). For
example, the possibility of opportunistic behaviour within a social group is minimized
by a high density of ties among members and the accompanying threat of group
sanctions against violators (Portes 1998, p. 6). It facilitates the development of trust,
norms, identity (Coleman, 1988; Ibarra, 1992), and unique codes or language (Boland
and Tenkasi, 1995). Arregle et al. (2007) argue that closure is particularly strong in FFs.
In turn, internal social capital may generate certain capabilities. The capabilities derived
from internal social capital are identified as efficient access to information, tacit
knowledge, professional experience as well as collective action in accomplishment of
shared goals (Arregle et al. 2007). Internal social capital may contribute to innovation
by motivating the cooperation, communication and coordination among different
members in a firm (Adler and Kwon 2002; Nahapiet and Ghoshal 1998). Research
demonstrates that internal social capital is positively associated to FFs’ innovativeness
(Sanchez-Famosa et al. 2014). We argue that these capabilities may contribute to
successful implementation of strategic leadership in managing FFs resources (Sirmon
et al. 2007). Therefore, family involvement in boards can provide important leadership
advantages that are unlikely occur in boards of NFFs.

Moderating effects of board strategic leadership: Increasing family involvement
in boards

Because of the strong socioemotional ties to their firms, founders attempt to introduce
children to the business at a young age, gear their education toward the business, create
succession plans based on promoting family members, keep the founder or older
generations active in the firm, and keep ownership within bloodlines (Birley et al.
1999; Calabro et al. 2018). Such ties also shape FFs’ board composition, such that
boards are dominated by family members of different generations (Basco et al. 2019;
Voordeckers et al. 2007). Moreover, familiness means that “role overlap” is common in
FFs (Anderson and Reeb 2004). From this perspective, a family board member and
manager may possess firm-department related tacit knowledge and develop social
relationships with employees. These together may help him/her to evaluate employees’
skills and capabilities, assign them to the right tasks and facilitate group activities to
achieve goals. Hence, a family board member can be more effective than a non-family
board member in evaluating and changing resource stocks and configuring and
leveraging resources.

However, it is possible that no single family board member has all the information
on the bundle of human capital. As family board members share a common goal
(introducing new products and services) each may individually share information about
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the existing human capital stock and together evaluate whether qualified employees or
talented managers are available in the FF to achieve the shared goal. Because of
familiness, family directors may influence how the available human capital is bundled
and leveraged (Sirmon et al. 2007). Benefiting from family directors’ social capital can
facilitate the coordination of activities and projects across various functional units,
increase the effectiveness of board decision-making processes and support the imple-
mentation of decisions (Hitt et al. 2002). Developing and managing resources may
contribute to building FFs’ innovative capacity which has been shown to be positively
related to performance (Eddleston et al. 2008). Therefore, an increasing number of
family directors may enrich the pool of relevant information and perspectives within the
board as well as the stock of available firm-related tacit knowledge. Furthermore, such
boards display a stronger strategic leadership in managing and leveraging FFs’ human
capital which fosters the generation and transfer of valuable ideas across hierarchies
and departments (Bammens et al. 2015). Thus, we hypothesize that:

Hypothesis 2: The relationship between human capital and FFs’ innovativeness is
moderated by the family board ratio in such a way that the relationship is stronger with
increasing levels of family board ratio.

The moderating effect of board strategic leadership: The influence
of multi-generations

Previous studies of FFs have recognized the heterogeneity embedded in such organi-
zations where family members bring internal social capital and non-family members are
seen as an important source of external social capital (Arregle et al. 2007). However,
the inherent heterogeneity within the group of family members has been neglected so
far by assuming that family members form a homogeneous group (Santulli et al. 2019).
We argue that decision-making dynamics, in particular within the board, could change
if we consider family firms that have varying degrees of generational involvement
within the firm. Indeed, the formation of internal social capital might change if the FF
has only one generation actively involved in the business in comparison to those with
multiple generations actively involved.

RBYV scholars have highlighted the importance of managing resources over the
possession of resources as well as the importance of interpersonal relationships and
interactions between managers (e.g., Kor and Mahoney 2004). Earlier, we have argued
and hypothesized the positive effects of increasing family involvement in boards. We
believe that such increases, together with the increasing involvement of multiple
generations, can be an important factor in influencing the effect of the previously
hypothesized positive moderation.

Previous research has emphasized that different generations might differ in relation
to motives driving strategic actions, firm-specific tacit knowledge and understanding of
ownership (Gersick et al. 1997; Eddleston et al. 2013; Torchia et al. 2018).

When members of subsequent generations are appointed to boards even those
individuals may lack tacit knowledge, information, or experience that may contribute
to configuring and leveraging resources in increasing innovation. The dark side of
altruism may even result in hiring and promoting an increasing numbers of family
members beyond their capabilities (Blumentritt et al. 2007; Schulze et al. 2003). A lack
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of firm-related tacit knowledge is especially pronounced when there are multiple
generations all actively involved in the business. They will belong to different family
tribes which may not have previously been involved in the operative life of the firm
(Santulli et al. 2019). Thus, in comparison to FFs that have only one generation actively
involved in the firm, those characterized by having members from multiple generations
often experience long, and sometimes very critical, discussions during the formulation
of strategic decisions that could affect the future of the FF. Such increasing presence of
family members from multiple generations may also bring detrimental effects of
passive family shareholders (Jaffe and Lane 2004) who tend to prefer short-term
dividend pay-outs as opposed to long-term performance (Schulze et al. 2003;
Bammens et al. 2008). While FFs with only one generation involved in the firm may
be more willing to focus on long-term investments (e.g., on innovation) for the survival
of the family firm, FFs with multiple generations involved may have different sub-goals
related to their respective family tribes (Calabro et al. 2017; Santulli et al. 2019), and
thus be more interested in pursuing short-term economic returns. This often means
investing less in high growth projects such as innovation activities. In addition, if a
large number of family members from different generations are involved in a FF, envy
may increase political behaviour leading to frequent arguments over money, managerial
roles and ownership (Davis and Harveston 1998). Therefore, multigenerational FFs can
result in “substantial conflict” (Kellermanns and Eddleston 2004, p. 209).

Conflict increases as “brothers and sisters, aunts and uncles, cousins and in-laws
argue about money, managerial roles, ownership and control, and the future direction of
the family business” (Davis and Harveston 1999, p. 319). In turn, intense and frequent
disagreements may adversely affect interpersonal relationships (Kellermanns and
Eddleston 2004). Such relationships are vital for formation of internal social capital
as well as sharing of information and tacit knowledge and collective action toward
shared goals. Such high levels of conflict may easily trigger relational conflict
(Kellermanns and Eddleston 2004, 2006). Previous studies have shown that in FFs
there is a higher risk that task conflicts are misperceived as personal attacks which
escalates the animosity and personal conflict (Kellermanns and Eddleston 2007).
Relational conflict is associated with resentment, animosity, anger, frustration and
hostile behaviour (Jehn 1995).

Emerging relational conflict can distract and deflect attention away from the impor-
tant tasks, severely limiting the ability of board members to share unique information
and knowledge and/or communicate individual perspectives (e.g., Jehn et al. 1999).
The board members may become preoccupied with feelings of anger, frustration and
resentment (Filbeck and Smith 1997). Previous studies suggest that conflict in FFs has
a detrimental effect, particularly during critical decisions. Some studies suggest that
knowing the cost of high inner-family conflict may produce a negative association
between family involvement in ownership and investments in R&D (e.g., Calabro et al.
2019). Bammens et al. (2008) indicate the negative effects of subsequent generations
on board tasks through their positive impact on the level of conflict among family
members. Kellermanns and Eddleston (2006) suggest that while strategic planning
heightened corporate entrepreneurship in one generation, it did not have a positive
effect on multigenerational FFs.

The structural, cognitive and relational components of internal social capital can be
negatively affected by the presence of multigenerational FF boards. Different motives,
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orientations, ownership and authority, have the potential to cause disagreements among
members from different generations. Resultant feelings of anger, frustration and resent-
ment may easily harm the interaction, closure, interdependence and time-stability. For
example, a clear adverse impact will be on interdependence as it shapes the degree to
which vision and goals are developed and shared among board members. Interaction is
important in developing and maintaining social capital (Adler and Kwon 2002; Arregle
et al. 2007, p.962), reflecting the quantity, quality and strength of relationships among
group members. FFs with members from different generations may experience detri-
mental effects due to potential relational conflict. As a result, it is not possible to fully
build cognitive, structural and relational aspects of internal social capital with the
associated benefits (capabilities).

In addition to such adverse effects on the formation of internal social capital, having
members from different generations on boards may also reveal negative consequences
regarding the utilization of capabilities resulting from existing internal social capital.
Despite the valuable and unique internal social capital that can be built by founders,
multiple generations may negatively affect the efficient exchange of information, tacit
knowledge and the pursuit of collective action to accomplish goals. In fact, conflict
may distract family members from their work, deflect attention away from core tasks
toward resolution of the conflict.

To summarize, if increasing family involvement on boards reflects an increasing number
of generations on the board, leadership can be hindered due to the adverse effects of having
multiple generations involved in the formation of internal social capital as well as the
utilization of FFs’ capabilities. Thus, in multigenerational FFs the strategic leadership of
boards in managing FFs human capital might be constrained and thus reduce the degree of
firm innovativeness. Drawing from these arguments, we formulate:

Hypothesis 3: The relationship between human capital and FFs’ innovativeness is
moderated by the family board ratio, in such a way that the relationship is stronger at
increasing levels of the family board ratio, unless FFs have multigenerational
involvement.

Methods
Data collection and sample

We used data from the Successful Transgenerational Entrepreneurship Practices Project
(STEP Project).! The STEP project collected data from September 2014 to February 2015
from 35 countries. Data were collected by the universities affiliated with the STEP project
around the world. The STEP project examines how families generate new economic activity
through venturing, renewal and generation. The STEP Consortium, integrated by 48
institutions when the fieldwork was carried out, hired the services of the Survey Research
Institute at Cornell University to conduct the online survey. The STEP project selected FFs
fulfilling the following criteria: (i) a family should hold the largest or dominant block of
voting shares of the firm, (ii) the family firms should be at least in the second generation, (iii)
the family business should be among the most important players in the industry that it

! More information on the STEP Project is available here: https:/www.stepresearch.org/
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operates in. An experienced research team that had carried out qualitative research into
transgenerational FFs for more than 10 years created the STEP questionnaire based on
previously validated scales. A pilot test of the survey instrument was conducted between 20
June and 30 July, 2014. The results of the pilot test were used to introduce modifications to
the questionnaire in order to obtain the final survey instrument. The survey was generated in
English and offered in 12 languages (Spanish, German, Simplified and Traditional Chinese,
Dutch, Thai, Swedish, Russian, Italian, Brazilian Portuguese, French and Japanese). In all
cases, a professional translation service was used. The survey consisted of four blocks:
general information, respondent information, family business group level (performance
dimensions), and primary company level (entrepreneurial orientation, family resources,
family involvement, family life cycle stages, business environment, and industry).

The STEP project used a multi-respondent methodology. Two members from each
participating FF answered the same survey. This methodology was used to assess the
FF’s successful transgenerational practices in Europe, Latin America, Asia, North
America and Africa. 1056 individuals belonging to 686 FFs responded the question-
naire. The response rate was 27% (STEP 2015). We use data from the respondents who
said that the family holds 50% or more voting rights of at least one firm, thus giving us
a usable sample of 478 FFs from 25 countries (Australia, Belgium, Canada, Chile,
China, Colombia, Dominican Republic, France, Germany, Hong Kong, Ireland, Italy,
Japan, Malaysia, Mexico, Netherlands, Peru, Puerto Rico, Russia, Spain, Sweden,
Switzerland, Taiwan, United Kingdom, United States and Venezuela).

The average firm age was 57.62 (Std. Dv=0.918) years old, and 862.882 is the
average number of full-time employees. Since the average sales are 12,3, this represents
average sales of $45 million to $50 million. On average 66.40% of seats of the board of
directors are held by family members. In addition to this, 45.39% of the FFs are held by
one generation only, and 52.92% of the survey respondents stated that the FF is
multigenerational.

In addition, we tested for common method variance (Podsakoff et al. 2003), using
several techniques. First, the respondents were guaranteed that their answers would
remain anonymous. Second, the questionnaire was crafted to avoid desirability bias by
soliciting perceptual information with no right or wrong answer. Moreover, to preclude
respondent fatigue, the questionnaire designers avoided common scale formats, and
predictor and criterion variables were not measured in proximity. Fourth, we tested the
Harman (1976) single-factor to check for common method bias. We entered all the self-
reported measures into a principal component analysis with varimax rotation. The
single-factor solution indicated that one factor explained only 18.87% of the variance.
Finally, we conducted a common latent factor for our confirmatory factor analysis
(Podsakoff et al. 2003; Podsakoff et al. 2012), using structural equation modelling. The
results of the single-factor structure had a poor fit (chi2=613.782, p <0.000;
RMSEA =0.125, p<0.000, CFI=0.525; SRMR =0.108), thus providing assurance
that common method biases are not a concern.
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Variables
Dependent variable

FFs’ innovativeness The questions on innovativeness were developed by the STEP and
are based on psychometric scales (Richard et al. 2004). We used three items from the
STEP survey with responses on a Likert scale ranging from 1 (minor changes/lines in
the last five years) to 5 (many changes/lines in the last five years). The items are: “Is
very seldom the first firm to introduce new products/services, technologies, etc.”, “Has
not introduced any new lines of products or services in the last five years” and “Has
introduced only minor changes in products or services in the last five years”.
Cronbach’s alpha was 0.78 and the KMO =0.69, well above the minimum threshold
set for reliability (Nunnally 1967). We computed an average of these items to obtain
our dependent variable. These items are consistent with previous studies of innova-
tiveness in FFs (Richard et al. 2004).

Independent variables

Human capital We operationalized human capital using data from the STEP project.
We used four items in which the FFs were asked if they possess any of the following
resources: “‘experienced employees,” “knowledgeable employees,” “technical ability of
employees” and “access to managerial talent.” Each of the items was ranked using a
five-point Likert scale ranging from 1 (not at all) to 5 (a great deal). Cronbach’s alpha
was 0.87 and the KMO =0.81, well above the minimum threshold set for reliability
(Nunnally 1967). We created an average of these items to obtain our independent
variable. Several scholars have observed that there is a relationship between human
capital and innovativeness in NFFs (Hatch and Dyer 2004) as well as in family
businesses (e.g., De Massis et al. 2015; Classen et al. 2014). Additional information
is shown in Appendix 1.

Moderating variable

Family board ratio To test the hypothesized interaction effect, we followed previous
studies (Anderson and Reeb 2004; Jaskiewicz and Klein 2007). In a similar way to
Anderson and Reed (2004) we developed family board ratio using the number of seats
held by family members divided by the total seats of the board. The average ratio is
0.664, suggesting that 66.40% of the board seats are held by family members.

Generation involvement The STEP survey asked the respondents whether the FF had
one generation or multiple generations actively involved in the firm (Davis and
Harveston 1998; Cruz and Nordqvist 2012; Sonfield and Lussier 2004). This was
operationalized as a dummy variable in which 1 represents only one generation of the
family actively involved in the FF and O represents at least two generations (i.e.,
multiple generations) are actively involved.
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Control variables We followed previous literature to control for firm age and number of
employees (numeric variables) (e.g., Classen et al. 2014; Diéguez-Soto et al. 2016). The
number of employees is a logarithmic transformation of the number of employees in
the firm. We also controlled for growth of market share (numeric variable and five-
point Likert scale variable), intense competition (five-point Likert scale variable),
industry risk (numeric variable and five-point Likert scale variable), the importance
of physical assets (numeric variable and a four-point Likert scale), unique technology
(numeric variable and five-point Likert scale), sales (numeric variable, using intervals
of 31 respondents that provide the average sales in US dollars in 2013), changes take
place continuously (numeric variable and five-point Likert scale variable), products
change fast (numeric variable and five-point Likert scale variable) and strong compet-
itors (numeric variable and five-point Likert scale variable). Finally, we included
industry as a control (categorical variable in which 1= information, technology and
communication, 2 =trade, 3 = consulting, 4 = advertising and marketing, 5 = education
and training, 6 =tourism and gastronomy, 7 = health services, 8 = other services, 9 =

architecture and engineering, 10 = construction and manufacturing, 11 = others). The
selection of these control variables was based on previous literature on innovativeness
(Hall et al. 2009) and innovativeness in FFs (Classen et al. 2014). Appendix 2 provides
a summary of all the variables. The descriptive statistics and pairwise correlation of all
variables included in the regression estimation are shown in Table 1.

Statistical procedure

Our dependent variable is a numeric variable (innovativeness), therefore we specified
an OLS with robust standard errors using the STATA 13.0. Prior to specifying the
regression, we ran the correlation matrix and tested for multicollinearity. We acknowl-
edge that there is a high correlation between sales and number of employees as well as
strong competitors and intense competition. Nevertheless, the highest variance inflation
factor (VIF) among the independent variables was 2.85 which is well below that of the
conservative cut-off value of 5.0 (Studenmund 1992). Therefore, multicollinearity was
not a concern in this study.

In the first step of the robust regression analysis, we added only the control variables
(Model 1). In the second step we included human capital as the independent variable
(Model 2), and in the third step, we included the moderating effect of family board ratio
(Model 3). We then created a subsample in which we observed whether one generation
was actively involved in the FF (Model 4) vs multigenerational involvement (Model 5).

Results

Table 2 shows the results of the robust regression estimation.

The results for the control variables confirmed some of our expectations (Model 1).
First, there is a positive and statically significant effect of the number of employees on
FFs’ innovativeness. With respect to the growth in the market share, having unique
technology and facing continuous market changes has a positive and statistically
significant effect on FFs’ innovativeness. The next step of analysis was to test the
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main effects of human capital (Model 2). The relationship between human capital and
FFs’ innovativeness is positive and statistically significant (5= 0.106, p <0.1). Thus,
hypothesis 1 was supported. Model 3 shows the interaction between human capital and
family board ratio. The result shows that the interaction effect between human capital
and family board ratio is statistically significant (3= 0.482, p <0.05) namely, the
relationship between human capital and innovativeness is stronger when there is a
high family board ratio. Thus, hypothesis 2 was supported. In Model 4, we tested the
interaction effect between human capital and family board ratio in the firms in which
only one generation is involved. The results show that in these FFs, the interaction
between human capital and family board ratio does not have a statistically significant
effect on FF’s innovativeness (8= 0.219, n.s). In Model 5, when multiple generations
are involved in the FF, the interaction effect between human capital and family board
ratio is statistically significant (5= 0.579, p < 0.05). Therefore, hypothesis 3 is support-
ed. Compared to Model 1, the inclusion of the interaction leads to an increase of the
adjusted R-squared value from 22.11% to 36.30% in Model 4 and 19.68% in Model 5.
Visual representations are provided in Figs. 1 and 2.

Robustness tests

To test the robustness of our results, we conducted additional analyses. We use
a structural equation model (SEM) to test the robustness of our model. How-
ever, we first transformed our moderating variable into a categorical variable, in
which 1 represents a low percentage of family members on the board of
directors (0 to 40%), 2 represents a medium percentage of family members
on the board of directors (41 to 80%), and 3 represents a high percentage of
family members on the board of directors (81 to 100%). Second, our indepen-
dent and dependent variables were turned into latent variables using the same
items. Figures 3 and 4 show the results of our SEM analyses. These are similar
to the results of our main analyses. We observe that when only one generation
is involved, the relationship between human capital and FFs’ innovativeness is
not moderated by the percentage of family members on the board of directors.
However, this situation is slightly different when there is a high percentage of
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Fig. 1 Interaction between human capital and family board ratio: All FFs
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Multigenerational involvement

Family firms' innovativeness

35

Human capital

Fig. 2 Interaction between human capital and family board ratio: Multigenerational FFs

Low family board rato ~ ————- High family board ratio ‘

family members on the board, the results show that it has a positive effect on
the relationship between human capital and FFs’ innovativeness. On the other
hand, the results show that when there is multigenerational involvement in the
FF and a low percentage of family members on the board of directors, the
relationship between human capital and FFs’ innovativeness is negative and
statistically significant. On the contrary, when there is a medium or high
percentage of family members on the board, the relationship between human
capital and FFs’ innovativeness is positive and statistically significant. We also
deleted the variables sales and competition intensity. Finally, we ran our
analysis using a bootstrapping approach and our findings did not change; the
interaction effect of human capital and family board ratio occurs in FFs in
which there is a multigenerational involvement (these results are available upon
request from the authors). Therefore, we proved that the model is reliable.
These results support our main findings and show the positive influence of
family members in the relationship between human capital and FFs’ innova-
tiveness, especially when there is active multigenerational involvement.

Discussion and conclusion

Drawing on the RBV of the firm, the aim of this study was to investigate the
relationship between human capital (employees’ experience, knowledge and
technical skills, as well as managerial talent) and innovativeness (propensity
to innovate) in a sample of 478 FFs (from 25 countries). Additionally, this
study investigated this relationship in more depth by considering the moderating

Low percentage of family member in the board=-0.073

] Medium percentage of family member in the board= 0.146 f " S p
Human capital Family firm‘s mnovativeness

High percentage of family member in the board= 0.1741 ‘

Fig. 3 Results of the SEM analysis for the involvement of only one generation Note: The model includes all
the control variables and was estimated using STATA’s SEM command. Estimation Method Maximum
Likelihood; Log likelihood =—9026.468, N =248, the coefficients are standardized. * p <0.10; ** p <0.05;
skskok

p<0.001
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Low percentage of family member in the board=-0.333***
; ] Medium percentage of family member in the board= 0.169* ( o o ;
Human capital Family firm‘s innovativeness
High percentage of family member in the board= 0.208** ‘

Fig. 4 Results of the SEM analysis for multigenerational involvement Note: The model includes all the
control variables and was estimated using STATA’s SEM command. Estimation Method Maximum Likeli-
hood; Log likelihood =—10,632.244, N =288, the coefficients are standardized. * p <0.10; ** p <0.05; ***
»<0.001

effect of the proportion of family members sitting on boards (family board
ratio).

In line with previous studies, we found that employees represent an impor-
tant source of creativity and innovation for organizations. Interaction among
employees is a facilitator of utilization of tacit knowledge and the innovation
process is positively affected by an effective use of tacit knowledge (Koskinen
and Vanharanta 2002). However, contrary to the general expectation and previ-
ous studies that emphasize a negative relation between family involvement and
innovation (Kor 2006), we found that increasing family involvement in boards
had a positive effect on innovativeness. Indeed, while family board ratio is
generally considered to hinder innovation, pushing FFs to hire outsider board
members, we posit a contrary explanation. Because of the high emotional
attachment that they have to the firm, family board members may possess
firm-related tacit knowledge and develop social relationships with employees
that facilitate the achievement of goals. Specifically, family board members are
more effective than non-family members in the accumulation and use of tacit
knowledge with a positive effect on innovativeness.

Additionally, we highlight the need to adopt a more fine-grained analysis of
increasing family involvement. We suggest that in multigenerational FFs the relation-
ship between the family board ratio and human capital and the FFs’ innovativeness is
weaker. This finding contradicts previous studies that indicate positive effects of
subsequent generations on innovative activities (e.g., Salvato 2004). In the light of
these findings, we enter the “ability and willingness” debate. Our work supports the
idea that founders’ desire to control and influence their firms (willingness), rather than
FFs’ access to resources (ability), may be key in better understanding and explaining
FFs’ innovation behaviour (Chrisman et al. 2015). We draw the attention of FFs
scholars to contingencies (Chrisman et al. 2015; Corbetta and Salvato 2004) as well
as a more fine-grained analysis of constructs (multi-generations) which may better
explain the mixed results on innovation in FFs (Calabro et al. 2019).

This study contributes to literature on social capital in FFs (Arregle et al. 2007,
Pearson et al. 2008). Our findings are in line with previous studies that emphasize the
importance of strategic leadership in better utilizing FFs’ resources (Sirmon and Hitt
2003; Salvato and Melin 2008; Sirmon et al. 2007). Moreover, we enrich the literature
on social capital by challenging the assumption adopted in previous studies that family
members create a homogenous group (Arregle et al. 2007; Pearson et al. 2008). Instead,
we introduce issues related to heterogeneity among family board members as an
important factor that affects the formation of inter-social capital and the use of its
capabilities.
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Lastly, we believe our study has important practical implications. We suggest that
corporate leaders of FFs should limit the involvement of members from multiple
generations in boards as multigenerational boards may act as a barrier to innovative-
ness. Furthermore, if this is an inevitable reflection of their concerns related to
socioemotional wealth, it would be better to have certain strategies in place to address
management conflict (Kellermans and Eddleston 2006). Increasing family involvement
in boards may explain why FFs display different innovation behaviour to NFFs.
Moreover, the presence of multiple generations may explain why FFs do not equally
benefit from the impact of boards on FFs’ innovativeness.

Appendix 1. Factor analysis

Components Items F.L Source
Family firms’ Please select the choice that best describes the  0.861 Successful
innovativeness strategy of Primary company: Is very seldom Transgenerational
(Cronbach’s the first firm to introduce new Entrepreneurship
alpha=0.784) products/services, technologies, etc. Practices

Please select the choice that best describes the  0.846
strategy of Primary company: Has not
introduced any/many new lines of products
or services in the last five years

Please select the choice that best describes the  0.795
strategy of Primary company: Has introduced
only minor/dramatic changes in products or
services in the last five years

Human capital Please indicate the extent to which your Family 0.887 Successful
(Cronbach’s Business Group possesses each of the Transgenerational
alpha=10.873) following resources: Experienced employees Entrepreneurship

Please indicate the extent to which your Family 0905  Practices

Business Group possesses each of the
following resources: Knowledgeable
employees
Please indicate the extent to which your Family 0.867
Business Group possesses each of the
following resources: Technical ability of
employees

Please indicate the extent to which your Family 0.787
Business Group possesses each of the
following resources: Access to managerial
talent
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Appendix 2. Variable description

Variable

Description

Family firm
innovativeness

Human capital

Board of directors

Generation involvement

Firm age
Number of employees

Growth of the market
share

Intense competition

Industry risk

Importance of physical
assets

Unique technology

@ Springer

A numeric variable, used three items, collected using a five-point Likert-scale
(1 =strongly disagree and 5 = strongly agree). In these questions, respondents
could choose the best description of their firms. The options were as follows:

1 =Is very seldom the first firm to introduce new products/services, technologies,
ete.

5 =1Is very often the first firm to introduce new products/services, technologies,
ete.

1 = Has not introduced any new lines of products or services in the last five years
5 =Has introduced many new lines of products or services in the last five years

1 =Has introduced only minor changes in products or services in the last five
years

5 =Has introduced quite dramatic changes in products or services in the last five
years

A numeric variable, used four items, collected using a five-point Likert-scale
(1 =strongly disagree and 5 = strongly agree). In these questions, respondents
could choose the best description of their firms. The options were as follows:
Experienced employees

Knowledgeable employees
Technical ability of employees
Access to managerial talent

A categorical variable which captures the percentage of seats held by the family
on the board of directors. 1 = Low percentage of family on the board of
directors (0-40%)

2 =Medium percentage of family on the board of directors (41-80%)
3 =High percentage of family on the board of directors (81-100%)
A dummy variable which captures the generational involvement in the family

firm:
1 =Only one generation is actively involved in the family firm

0= At least two generations are actively involved in the family firm

A numeric variable which capture the number of years that the firm that has been
active

A numeric variable which captures the number of employees in the firm
(logarithmic transformation)

A numeric variable which captures how they perceive the growth of the market
share with respect to their competitors in the last three years (2011, 2012, 2013)
(five-point Likert-scale in which 1 = strongly disagree and 5 = strongly agree).

Competition in our market is intense (five-point Likert-scale in which 1 = strongly
disagree and 5 = strongly agree).

A numeric variable that captures the industry perception. The highest point
represents the perception that the industry is very risky, such that one bad
decision could easily threaten the viability of the company (five-point
Likert-scale in which 1 = strongly disagree and 5 = strongly agree).

A numeric variable to rank the importance of physical assets for the firm’s
competitive advantage (1 =most important, 4 = least important).



International Entrepreneurship and Management Journal (2021) 17:261-287 283

Variable Description

A numeric variable which captures the extent to which unique technology is
important as a resource (1 =not at all, 5 =a great deal).

Sales A numeric variable capturing the sales in 2013 (US dollars). This variable has 31
values (1=1500.000$ or less, 31 =500.000.000$ or more sales)
Changes take place In our market, changes are taking place continuously (five-point Likert-scale in
continuously which 1 =strongly disagree and 5 = strongly agree).
Products change fast A numeric variable that captures how the market is perceived. The respondents

answer whether the volumes of products and services to be delivered change
fast and often (five-point Likert-scale in which 1 =strongly disagree and 5=
strongly agree).

Strong competitors A numeric variable that captures how respondents perceive themselves with
respect to their competitors. The respondents answer to the following statement
“our company has relatively strong competitors” (five-point Likert-scale in
which 1 =strongly disagree and 5 = strongly agree).

Industry A categorical variable which captures the industry in which the firm is located
(1 = information, technology and communication, 2 = trade, 3 = consulting,
4 = advertising and marketing, 5 = education and training, 6 = tourism and
gastronomy, 7 = health services, 8 = other services, 9 = architecture and
engineering, 10 = construction and manufacturing, 11 = others).
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