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Investigation of innovation performance of family firms is rather new area in family business research. Studies focusing on
the relationship between the overall performance of family businesses and their innovation activities conclude that family
firms seem to innovate less, despite their ability to innovate more than other type of companies. De Massis et al. (2015)
investigated how family firm managers can resolve this paradox and unlock the innovation potential of the organisations
in which they work.

Based on the results of international studies comparing innovation performance of family versus non-family firms, the
authors’ research focused on the investigation of the differences/similarities of innovation performance of family firms,
first of all small and medium sized companies located in Hungary. The novelty of the article is the analysis of the influence
of various management decision-making tools on the innovation performance of SMEs, in particular family firms. The re-
sults of the empirical research confirm that management decision tools have positive impact on innovation performance
of SMEs and family firms introduce more innovations than other type of companies’.
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ost influential articles of family business research
— measured by citation counts — rarely deal with
analysis of aspects of innovation. Some works contribute
by providing the theoretical bases for future inquiry, while
other articles provide empirical evidence of relationships
that affect the way theory is applied by identifying contin-
gencies that were previously unanticipated or not incorpo-
rated into theory. The first group of articles discusses gen-
eral family business articles including literature reviews
and studies that focus on definitional issues and other
topics. The second group of articles is based on agency
theory, whereas the third group of articles focuses on the
resource-based view of the firm (Chrisman et al., 2010).
Understanding of the succession process in family firms
is crucial and a significant amount of family firm research
focuses on it (Debicki et al., 2009; Noszkay, 2017). In this
context, Cabrera-Suarez et al. (2001) used the resource and
knowledge-based views in order to develop an integrative
model of knowledge transfer and successor development in
family firms. Also, Mako et al. (2016) explain that if the
distinctive tacit assets that reside in family firms (e.g. com-
mitment, trust, reputation, know-how) can be transferred
across generations, the likelihood of continued survival and
growth can be enhanced. Habbershon et al. (2003) presented
a unified systems perspective of family firm performance.
In this perspective they highlighted that understanding of
noneconomic goals of family firms is critical because they
could affect firm behaviours and performance including the
motivation of firms pursuing long term investments and in-
novations or shying away from such activities.
Moreover, family firms have certain characteristics
that can work against their innovation activities. Chrisman

et al. (2015) found that, they focus more on running a solid
and sustainable business than introduction of disruptive in-
novations they might not fully control. Family firms might
suffer from limited exposure to innovative ideas from oth-
er industries, because the owners and managers of family
firms usually have not worked in other companies. Instead,
they rely more on ideas originating from in-house which
is based on the belief they know more than anyone else
about what it takes to succeed. Despite these factors, many
family-owned firms are among the most innovative in their
industries (Llach — Nordqvist, 2010; Craig — Dibrell, 2006).

The paper starts with reviewing the definition of family
firms, innovation and key concepts related to innovation
research in family firms as well as the results of empiri-
cal analysis carried out in European countries in the past
decades. Then, the methodological procedure is explained
and the main results of the survey are presented. The paper
concludes with the summary of findings and conclusions
as well as limitations of the empirical investigation.

Literature review and definitions
What kind of companies are family firms?

Family firms are the backbone of most national economies,
consisting of very diverse, heterogeneous groups of firms. The
share of family firms within the total number of enterprises
oscillates between 20 to 70 percent across the EU countries
and about 70 percent in the Hungarian economy. According to
estimates, these firms are responsible for more than half of the
GDP and employment in Hungary (Noszkay, 2017).

The relevance of family firms motivated researchers to
make classifications for better understanding of this com-
plex system. This ambition resulted in a wide variety of
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understandings of family firms in the literature. Some re-
search articles understand family business run by the nu-
cleus family of founders, while some others also include
the extended family, i.e. cousins and uncles as second and
multiple generations of heirs or successors (Gersick et al.,
1997; Habbershon — Williams, 1999).

Handler (1989) made one of the first classifications of
definitions of family firms by using the following four fac-
tors: 1) ownership-management, ii) definitions building on
subsystems, iii) definitions highlighting generation succes-
sion, and iv) concepts based on multiple criteria. Notwith-
standing, researchers seems to agree that ownership, rather
than governance or management, is the key differentiating
factor between family and nonfamily firms (Klein, 2000).

Chrisman et al. (2005) reviewed important trends in the stra-
tegic management approach to studying family firms and con-
cluded on the definition of family firms in the following way:

“...the theoretical issues with respect to defining the
Sfamily firm are still open to debate; however, the compo-
nents-of-involvement and the essence approaches appear
to be converging” (Chrisman et al. 2005, p. 557.).

We can see a general tendency in the literature that
family firm definitions move toward multiple criteria,
because these extended interpretations, including fam-
ily firms owned and run by the founder, multi-generation
family firms, firm owned by several families, family firm
run by external managers, etc., provide more research op-
portunities and possibilities for comparisons. In line with
this understanding, Poza (2007, p. 6.) provides with the
following definition of family firms:

1. ownership control (15 percent or higher) by two or

more members of a family or a partnership of families,

2. strategic influence by family members on the ma-
nagement of the firm, whether by being active in
management, by continuing to shape the culture,
by serving as advisors or board members, or by
being active shareholders,
concern for family relationships, and
4. the dream (or possibility) of continuity across gene-

rations.

b

In addition to academic definitions, there is a Euro-
pean definition of family firms, which is based on a report
produced by an expert panel led by KMU Forschung Aus-
tria (EC, 2009). On request of the European Commission,
Mandl (2008) analysed 90 different definitions of family
firms in 33 countries and could not identify a universal defi-
nition that could be used in wide range of areas, such as
public administration, statistics or socio-economic research.
Still, the expert panel came up with a definition of family
firms, which has the following key elements: a family busi-
ness: 1) reserves most decision rights for natural person(s)
who founded the enterprise, or such natural person(s) who
have obtained ownership in the enterprise or spouse, par-
ents, children or children’s children of the persons already
mentioned, ii) majority of decision-making rights are indi-
rect or direct, iii) at least one representative of the family
is formally involved in the governance of the firm and iv)
stock-exchange-listed companies can be considered as fam-
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ily businesses in the case when the person who founded the
company or purchased it or his family, descendants have
ownership over at least 25 % of shares represents right deci-
sion (EC, 2009).

In conclusion, we have our own definition of family
firms that contains the following characteristics out of
which at least two should be fulfilled:

- one or more family owns at least 50% of the pro-

perties of the firm,

- agroup of family members exercises the control

over the firm,

- at least one family member takes part in the mana-

gement of the company and has a leadership role,

- at least two family members take part in the

operation of the company as manager, consultant or
employee.

Innovation and family firms

Innovation usually starts with an idea or invention,
and it is a first attempt to carry it out in practice. In or-
der to turn an invention into innovation, individuals and
companies need to combine different types of knowledge,
skills and resources. This process is highly complex and
it has the following main aspects: i) the fundamental un-
certainty inherent in all innovation projects, ii) the speed
of the process, because innovators should move quickly
before some other do other they can’t reap the economic
reward, and iii) the prevalence of resistance to new ways
at all levels of society, which threatened to destroy all new
initiatives and urge entrepreneurs to fight hard to succeed
in their projects (Fagerberg, 2005).

Innovation and entrepreneurship are closely related
terms, and innovation is often understood as heart of en-
trepreneurship. This is because entrepreneurs often use
innovation to create change and exploit an opportunity.
We can say that innovation is the introduction of some-
thing new or novel but it should not be something mould-
breaking. The role of innovation and innovativeness in the
entrepreneurial process was first highlighted in the semi-
nal work of Schumpeter (1934) who described the concept
of “new combination”. The definition of innovation is of-
ten associated with Schumpeter’s (1934) work and with
his approach to economic development. One of the most
quoted paragraphs of his book describes the meaning of
this concept and covers five cases of innovation: i) the in-
troduction of a new or improved good or service, ii) the
introduction of a new method of production, iii) the open-
ing of a new market, iv) the conquest of a new source of
supply or raw materials or half-manufactured good,; and
v) the carrying out of the new organisation of any industry.

Innovation is difficult to define because it represents
a continuum of activities from invention and paradigm
shifts to incremental changes in products, processes and
marketing. It should be stressed that even a series of small
incremental innovations or little improvements could have
an enormous impact on competitive advantage. In fact,
the majority of commercially significant innovations are
incremental rather than radical innovations. In addition,
the frequency of innovation (i.e. occasional, frequent and
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continuous) contributes to the impact of innovation on
competitive advantage (Burns, 2013).
According to Burns (2013, p. 384.) the most frequent
forms of innovation in corporate entreprencurship are:
- product innovations — improvements in the design
and/or functional qualities of a product or service,
- process innovation — revisions to how a product or
service is produced so that it is better and cheaper, and
- marketing innovation — improvements in the mar-
keting of an existing product or service, or even a
better way of distributing or supporting an existing
product or service.

Also, innovation could be seen as a process of reducing
uncertainty, because learning more and proceeding lower un-
certainty and risk associated with unknown. The idea behind
the “innovation funnel” is that the further we go into the in-
novation project, the more it will cost and require more re-
sources, but we will know much more. In fact, the innovation
funnel is a roadmap that provides us with support to make
decisions about resource commitment (Tidd — Bessant, 2013).

Conditions for successful innovation have been an im-
portant subject in the innovation management literature in
the past decades. Success factors include cross-functional
cooperation, commitment at the top and work floor, effec-
tive processes, customer-involvement, expertise, outstand-
ing skills, adaptive capacity, networking, and company
culture. Beck et al. (2010) focused in their research on
human-related factors that are recognised as antecedents
of innovation. Their results demonstrate that skills present
in the company, involvement of the employees in the in-
novation process, and the clarity of direction of the top to
the work floor matter the most in successful innovations.

Since Schumpeter’s (1934) work, there has been a
consensus in the literature that innovation is one of the
main factors that has a positive effect on company growth.
Casillas — Moreno (2010, p. 269.) goes further and state
that “...strategy of innovation in new products and new
processes have a positive and significant influence on the
firm’s growth rate.” Therefore, innovation enables compa-
nies to explore new business opportunities and improves
the company’s competitive edge.

Family business research revealed that innovation
processes in family firms are different from the one in oth-
er companies, because of the co-existence and interaction
of two systems, namely the family and the company. This
specialty makes family firms different from other enter-
prises, which has several implications on their innovation
approach and processes.

Studies focusing on the relationship between the overall
performance of family firms and their innovation activities
conclude that family firms seem to innovate less, despite
their ability to innovate more than other type of compa-
nies. De Massis et al. (2015) investigated how family firm
managers can resolve this paradox and unlock the inno-
vation potential of the organisations in which they work.
They came up with the model of Family-Driven Innova-
tion, which is a fit between the characteristics of a given
family firm and the components of its innovation strategy.

The Family-Driven Innovation framework builds on
contingency theory that indicates that there is no best way
to organize innovation activities, because those processes
are contingent, with other word dependent, on the internal
and external situation. De Massis et al. (2015, p. 9.) defines
Family-Driven Innovation model as “...an internally con-
sistent set of strategic innovation decisions that allow fam-
ily firms to resolve their innovation paradox by ensuring a
close fit between these decisions and the characteristics of
the family firm.” According to this model, three contingen-
cy factors describe the characteristics of family firms and
capture their heterogeneity. These factors are the where,
how, and what of family firms which could lead to hetero-
geneous innovation decisions. Also, innovation highly de-
pends on the fit between the contingencies of heterogeneity
of innovation decisions and the contingencies of heteroge-
neity of family firms. If there is a misfit between innovation
decisions and family firm characteristics, it is unlikely that
the company could create a competitive advantage through
innovation. Finally, it should be stressed that if innovation
decisions match the characteristics of the family firm, then
FDI is possible and can lead to the creation of competitive
advantage through innovation (De Massis et al., 2015).

Li — Daspit (2016) devoted their paper to better under-
standing of the heterogeneity of family firm innovation, be-
cause family business studies provide inconsistent findings
with regard to the relationship between family involvement
and firm innovation. They developed a typology of fam-
ily firm innovation strategies, positing that the risk orien-
tation, innovation goal, and knowledge diversity of family
firms vary depending on i) the degree of family involvement
in governance, and ii) the type of socio-emotional wealth
(SEW) objective or intentions. According to these charac-
teristics, family firms could implement the following four
innovation strategies: i) limited innovator, ii) intended inno-
vator, iii) potential innovator, and iv) active innovator. This
classification has practical application possibility for manag-
ers of family firms who develop more appropriate innovation
strategies.

According to Steeger — Hoffmann (2015) underlying
reasons for innovation related differences between family
and non-family firms can be divided into three categories:

» resources and capabilities,

e agency issues, and

* innovation strategies.

These concepts were utilised in a comprehensive study
investigating a cross sectional sample of 1200 German SMEs.
The conclusions of the study demonstrate that self-assessed
family firms are less innovative than non-family firms. They
also found that the level of ownership and management seem
to play an important role. In addition, other elements such as
the R&D-intensity, internationality, and radicalness explain
innovation output to a greater extent. This indicates that
family firms are potentially not as different from non-family
firms concerning innovation (Steeger — Hoffmann, 2015).

While researchers have very similar point of views re-
garding R&D expenditures of family and non-family firms,
there are contradictory findings of the correlation between
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innovation performance and the so-called “familiness”. One
of the strongest features of the resource-based point of view
of family business was written by Habbershon — Williams
(1999). According to Habbershon — Williams the "famili-
ness" is the unique combination of resources which come
from the family, from the interaction of family and the busi-
ness system, and it provides a long-term competitive advan-
tage of family businesses. Chrisman et al. (2003) believes
that the familiness is an interaction between competence
and resources arising out of family ownership. Pearson et
al. (2008) describes it as a phenomenon that generates a
competitive advantage and a source of family wealth. The
research found that familiness has a positive impact on busi-
ness, the business viability, the short and long term perform-
ance, but it may have negative consequences in some cases.
According to Klein (2008) and Milton (2008) if the family
business is based on confidence, on the direct communica-
tion line, on the selfless devotion of family members and on
the long-term interests (such as improving the organization's
identity), the familiness becomes a positive characteristic.
If the family business is driven by a short-term personal
interests the familiness has rather negative impact through
apathy, inflexibility, nepotism, because of it reduces the en-
ergy levels of the organization. Habbershon et al. (2003) also
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warn that the familiness related with the family business re-
sources and capabilities simultaneously can help and restrict
the operation of the family business.

Chin et al. (2009) analysed the patenting activity of
companies and came up with the conclusion that there is a
negative correlation between family influence and innova-
tion performance of the firms. Gudmundson et al. (2003)
found that family firms outperform non-family business in
launching successful products and services.

Hsu — Chang (2011) view that family firms have some
advantage because of their long-term, strategic-orientation
that favour innovation. Craig — Dibrell (2006) see higher
innovation potential of family firms because of their more
flexible decision machining mechanisms. Notwithstanding,
several scholars concludes that relatively few large-scale
empirical investigation was carried out in this field of busi-
ness research; therefore it is important to pay more atten-
tion to the analysis of innovation orientation of businesses
and their innovation performance (O’Boyle et al., 2012).

Several researches were carried out in European coun-
tries that used both qualitative and quantitative research
methods in order to analyse the complex system of in-
novation in- and outputs as well as the characteristics of
family firms. The following table summarises the vari-

Table 1 Overview of main conclusions of family business research carried out in Europe focusing on innovation

performance
Country Author(s), year Main conclusions
Austria Hauck — Priigl Adaptability of the family and harmony between the family members positively
(2015) influences the succession of the founder and provides opportunities for innova-
tion, while family traditions and authority between generations has a negative
impact on innovation.
Weismeier —Sam- | Innovation orientation as familiness supports the generation of new business
mer (2014) ideas, their exploitation and implementation - based qualitative assessment of a
family business in tourism.
Belgium, Classen et al. Wide research based innovation activities were revealed in case of non-family
Netherlands (2012) businesses.
Beck et al. (2011) | Market oriented behaviour at multigenerational businesses is lower that set back
their innovation performance.
United Kingdom | Laforet (2013) Market conditions, the sector, business goals and long-term orientation has a
positive impact on the innovation activity of family businesses.
Germany Bergfeld — Weber | Ten successful family dynasty that supports radical innovation, represents a

(2011)

progressive culture for the maintenance of long-term survival

Classen et al.

Family businesses outperform non-family businesses in the implementation of

(2014) process innovation

Hillebrand (2018) | The family management involvement impedes the level of innovation in family
firms. The intention to cede family control to succeeding generations promotes
the level of innovation in family firms.

Kraiczy (2013) Large proportion of family members in top managements negatively influences

the risk taking of the CEO and the portfolio of new products.

Steeger —Hoff-
mann (2016)

The authors use different categories: self-assessed family businesses (willing),
group them into majority ownership and proprietor led (able), and minority ow-
nership family business (unable) and compared them to their nonfamily counter-
parts. Based on the sample (1,200 German companies) the researchers find that
self-assessed family businesses generate less revenue with new products than
nonfamily
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Italy

Casprini et al.
(2017)

This case study offers some insights into the family firm’s distinctive capabiliti-
es that allowed it to overcome the barriers to knowledge acquisition and transfer
in executing an open innovation strategy. These distinctive capabilities, labelled
imprinting and fraternization, are theoretically rooted in two distinctive family
firm traits, namely, the existence of non-economic goals.

Cassia et al.
(2012)

Common family values, intentions for reinforcement of the goodwill of the
family, open communication between family members and low agent costs sup-
port product development processes.

Cucculelli et al.
(2016)

Family management hinders the introduction of new products, but succession
could strengthen new product orientation.

De Massis et al.
(2016)

Professional external project leaders outperform those family businesses where
project leaders are family members.

Lazzarotti (2013)

Absorptive capacity of companies is influenced both by family and non-family
factors in micro scale businesses.

Pittino et al.
(2013)

Family businesses rely more on research collaboration than non-family busines-
ses.

Spain

Sanchez-Famoso
et al. (2014)

Social capital has a positive impact on innovation performance.

Sweden

Grundstrom et al.
(2011)

There is no direct link between innovation orientation of businesses and the
structure of management.

Source: authors’ compilation

ous approaches applied by scholars in different European
countries (Table 1).

Eddleston — Kellermanns (2007) found that family firm
performance improved when owner-managers involved
other family members in the business and the involvement
in management by family members can increase innova-
tive behaviour (Zahra, 2005). Chrisman et al. (2015) states
that there is an ongoing discussion in family business re-
search about the “capability-willingness paradox”. This
paradox says that family firms have higher capability and
lower willingness with regard to their innovation attitude.

Based on the literature review, we can present factors
of familiness in the context of innovation capability and
willingness paradox (7able 2).

Table 2 Factors of familiness in the context of innova-
tion capability and willingness paradox

Innovation capability

* Long-term orientation
* Strong family ties

* Tacit knowledge of the
founder originated from

long leadership role
» Family wealth and assets

Source: authors’ compilation based on Patel — Fiet (2011),
Gbmez-Mejia et al. (2007), Chrisman et al. (2015)

In conclusion, we can present the key findings of exist-
ing research on the topic of family firm’s innovation proc-
ess, which is different from the one of their non-family
counterparts in terms of family involvement on innovation
inputs, activities, and outputs:

VEZETESTUDOMANY/BUDAPEST MANAGEMENT REVIEW

L. EVF. 2019. 5. SZAM/ ISSN 0133-0179 DOI: 10.14267/VEZTUD.2019.05.06

62

L.

Innovation inputs: family firms invest less resources
in research and innovation activities (De Massis et
al., 2015). Based on 108 primary studies, a meta-
analysis shows that family firms generally invest
less in innovation but achieve higher innovation
outcomes (Duran et al., 2016). Even if family firms
invest less in research and innovation, due to their
longer-term orientation, the impact is higher. This
could be because of concentration of wealth in-
creases the sensitivity of owners to uncertainty and
affects investment preferences of their firms. This
attitude is different from those of other forms of
organisations. Furthermore, the level of this invest-
ment correlates with the family invested. If it is low,
the cautious behaviour of family firms is replaced by
a more innovative attitude resulting in higher inno-
vation investments (Gémez-Mejia et al., 2007).

Innovation willingness 2. Innovation activities: innovation activities are hand
- Objectives and intentions led differently in family versus non-famﬂy firms.
of the owners The reason behind could .be the interaction gf the tyvo
« Economic and non-econo- systems, ngmely the family iand the ente.rprlse, which
mic goals affect. the innovation behav101.1r of family ﬁr.ms (De
« Motivations Mass1s fat al., 2016). Als-o, family firms organize their
« Organisational orientation 1nn0V.at10n processes dlfférent.ly and generally. use a
« Socio-emotional capital functional o.rgamsatlor.l with high levels of decisional
autonomy given to project leaders. On the other hand,
non-family firms mainly establish cross-functional
teams to carry out these projects, with limited delega-
tion of decisional authority that could have an impact
on the speed of implementation of innovation projects.
3. Innovation outputs: family involvement affects in

novation outputs, however findings of articles in the
field are rather controversial. Some studies conclude
that family involvement is negatively associated with



the quantity and quality of patents obtained, while
others show that family involvement positively affects
innovation outputs (Chin et. al., 2009; Kellermanns et
al., 2008). In addition, family involvement could mean
high level of control over the firm. Several years of
shared history between the family and the firm leads
to socio-emotional endowments. This has strong im-
plications not only on financial, but also non-financial
goals, most importantly the continuation of family in-
fluence and the perseverance of long-established ties
both within and outside the firm. The consequences
might include several organisational aspects, such as
the organisational culture, norms within the firm, the
available routines and capabilities, as well as the net-
work of the firm (Zellweger et al., 2012).

In the context of the theoretical background of our em-
pirical research, we follow Schumpeter’s (1934) classifi-
cation of innovation and we define it as an offering in the
format of new or novel product, service, process or an expe-
rience with a viable business model adopted by customers.

Management control system and family firm’'s
innovation performance

The definition of management control systems (MCS)
has evolved over the years. Early this activity was focus
on the provision of more formal, financially quantifiable
information to assist managerial decision making. Nowa-
days MCS embraces a much broader scope of information
(external information related to markets, customers, com-
petitors, nonfinancial information related to production
processes, predictive information) and MCS is included
several decision support mechanisms, formal or informal
personal and organizational controls (Chenhall, 2003).
“Management control systems provide information that is
intended to be useful to managers in performing their jobs
and to assist organizations in developing and maintaining
viable patterns of behaviour” (Otley, 1999, p. 364.).

Conventionally, MCS are perceived as a passive tool
providing information to assist managers. MCS is more ac-
tive, it can give power to achieve the goals of the owner and
manager. Contingency-based research perceives MCS as a
passive tool designed to assist manager’s decision making.
Contingency-based research have focused on the following
dimensions: budgeting, formality of communications and
systems sophistication, budget slack, post completion au-
dits, ABC/ ABM (Anderson — Young, 1999), non-financial
performance measures, economic value analysis (Biddle et
al., 1998), sophisticated capital budgeting cost conscious-
ness, competitor focused accounting, strategic interactive
controls and diagnostic controls, information which is re-
lated to issues concerning customers, product design, time,
cost, resources and profitability (Davila, 2000).

In Simon’s (1995) framework MCS have four levers:
belief, boundary, interactive and diagnostic. The most
MCS studies have focused on the interactive and diagnos-
tic levers (Davila, 2000; Bisbe — Otley, 2004). Bisbe — Ot-
ley (2004) argued that compared to the belief and bound-
ary levers, the interactive and diagnostic levers place more
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attention on the relevance of the way controls are used.
Accordingly, given that the current study aims to examine
the effect of the MCS on the innovation performance of
the firms, the study focuses on the interactive and diag-
nostic approaches to using controls.

The interactive approach uses the controls as an inter-
action and communication channel between managers at all
hierarchical levels (Simons, 1995). These decision-making
activities highlight the changing conditions of organizations.
The interactive approach encourages the communication and
can facilitate organizational learning and innovation. It can
help the management to focus on critical performance vari-
ables which are linked to the implementation of organiza-
tional strategies (Dodge et al., 2017; Su et al., 2017).

Beside aspects of innovation performance, another in-
teresting avenue of family business research is the analysis
of the management control methods and the performance
of the family firm. Implementation and application of man-
agement control systems and financial planning, cost ac-
counting and economic or financial analysis methods also
plays an important role in the performance of the SME
firms as key success factors should take to planning, budg-
eting, analysing, measuring and evaluating useful informa-
tion for decision making (Cosenz — Noto, 2015). The study
by Duhan (2007) found that the information- and planning
systems are useful management tools for achieving the stra-
tegic objectives of the firm and these technics generate cre-
ative innovation and balance between control and flexibility
(Simons, 1995). The level of the involvement in manage-
ment of family members and the consequent trust within
the management team, the family firm long-term orienta-
tion may influence on the applied methods of management
control. (Senftlechner — Hiebl, 2015), so the family nature
of firms affects the use of management control systems.

Duréndez et al. (2007) analysed the relationship with
the culture of organisation, management control systems
and performance of Spanish family and non-family firms
and confirmed that family businesses have higher hier-
archical values and lower values of adhocracy than non-
family businesses and the family businesses use a lesser
extent of management control methods. The main reasons
may be the following (Jorissen et al., 2005): overlap of the
owner and manager relationship and centralised decision-
making, the individual authority of the owner, and the
strong interaction between the family and the company.

There are large number of studies which have a strong
focus on the impact of the management control methods on
the innovation performance. Davila (2000) related positively
the use of the management control methods with innovation.
Bisbe — Otley (2004) found in Spain that the greater use of
the management control methods has greater effect of inno-
vation on the performance of small and medium enterprises.
Several studies argue that the use of the management con-
trol methods has a positive impact on business performance
(Adler et al., 2000; Laitinen, 2008; Duréndez et al., 2016).

Research design and sample information
Our empirical research focused on the investigation
of influencing factors of innovation in family firms and
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the differences/similarities of innovation performance of
the surveyed companies, which included both family and
non-family firms. In addition to shed light on the innova-
tion performance of these two type of firms, we also in-
vestigated the use of management decision-making tools.
This could be seen as a novel and relevant research aspect,
because this issue was not explicitly analysed in the litera-
ture yet. Our underlying assumption is that if family firms
use more extensively management decision tools, ¢.g. ana-
lytical technics such as value analysis, Balanced Score-
card technique, then they could increase the efficiency of
their business processes, which might result in higher in-
novation performance than that of their counterparts.

In order to analyse this topic, we designed and carried
out an on-line survey. The sample was compiled by using
the Bisnode HBI database. First, we selected all those com-
panies that have a headquarter in Hungary and their size is
between 50 and 249 employees and the net income between
10 and 50 million euros and/or a balance sheet total between
10 and 43 million euros. We excluded from our survey those
companies in which the state or any municipality has a ma-
jority share directly or indirectly. Also, we excluded compa-
nies from the financial sectors and the not-for-profit compa-
nies. This way we got a Hungarian medium-sized business
sample that included 5,904 companies. We sent an email to
3,745 companies (the others didn’t have an email address
included in the Bisnode database) between 9 and 11 October
2016, and we closed the survey on 15 December 2016.

The rate of responses was rather low (5.21%) even if we
sent reminders to companies, we selected into our sample.
Still, we got 195 responses altogether that served the basis of
our investigation. Taking into account the family control as a
dichotomy factor, we classified 65% of our respondent com-
panies as family firms and 35% as non-family firms (7able
3). 75% of the respondents became owner of the company
in questions as founder, 17% purchased the company, and
3% purchased the company from family members, while 5%
of the respondents inherited the ownership of the company.

Table 3 Company demography of respondents

Descriptive statistics | Family business | Non-family

(average) (N=127) business
(N=68)

Number of 04 114

employees (person)

Age of company 2.6 30

(year)

ROL,,5 (%) 8,75 12,03

ROE,, s (%) 21,35 84,44

ROA,,,; (%) 9,71 13,41

Source: authors’ compilation
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Even if we tried to focus on medium-sized compa-
nies in the survey, 39% of the respondent companies has
less than 25 employees, 8% between 26 and 50 employ-
ees, 20% between 51 and 100 employees, 32% between
101 and 250 employees. There were 127 family firms
in our sample out of which 40% could be considered in
the first-generation phase, meaning that the company is
fully managed and controlled by the founder. Apart from
them, 35% of the respondent companies went through a
succession, 19% of the companies were managed by pro-
fessionals coming from the same company and a mere
6% had professional leadership coming from outside
the company in question. In order to make the analysis
with the same number of companies in each category, we
made a data compression and used the following catego-
ries in our investigation:

* companies managed by the founder (40%),

* companies with multi-generation management
(35%), and

» family firms with professional management (25%).

Results
Innovation orientation versus ownership
structure

First, we aimed to characterise the innovation orienta-
tion of the firms in the sample. These are managerial de-
cisions that highly influence innovation performance and
growth patterns of companies. For this purpose, we listed
12 items considering the results of the literature research
(Miller, 1983; Lumpkin — Dess, 2001; Sandig et al., 2006;
Casillas — Moreno, 2010). In order to use the internal ori-
entation as a dependent variable in a later variance analy-
sis, we applied factor analysis. We executed the analysis
based on both the principal component analysis and the
maximum likelihood method from the compression meth-
ods of factor analysis, and finally based on the variance
proportion explained we left the solution valid according
to the principal component analysis. The variance propor-
tion confirmed the solution based on the Kaiser criterion
concerning the number of factors since with the help of
the three factors the variance proportion accepted in social
sciences can be available that is 60%. Relating to the given
factor analysis the cumulative variance of the three fac-
tors is greater than 69% which highly exceeds the expected
minimum value.

In order to interpret the factors unambiguously ro-
tating factors was necessary. Among different rotation
procedures, the most clean-cut factors could be received
by the Varimax rotation, a version of orthogonal rotation
methods which is to maximise the variance explained by
the factors, and tries to simplify the factor matrix in a way
that it maximises the number of the variables of high fac-
tor weights per factor (Table 4).



Table 4 Rotated Component Matrix —
business orientation factor model

Component
1 2 3
A new product and/or service was .805
developed in the last 5 years.
The company is a ‘leader’ in 764
introducing new products / services,
management techniques, operation
technologies etc. Factor 1:
The company takes an ‘initiating” role 741 . .
innovation

in the given sector; competitors just
mainly react to that.
Research, development and innovation

orientation and
proactivity

activities are highlighted at the .688
company.
Management strives to apply new 666

individual processes and production
methods.

Strategic decision making is based on
considering more options.

All financial and non-financial, short
and long-term factors are considered.
Management has the ability to
implement change processes or new
strategic directions.

Business management has a character

.890

.868 Factor 2:
strategic
796 orientation

.863

of having high risk projects. Eagtor 3
g willingness
The company operates with risks in .856
e to take
order to maximise the advantages of risks

utilizing opportunities.

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalisation.
a. Rotation converged in 5 iterations.

Source: authors’ compilation

We continued the analysis of the differences between
the family and non-family firms with analysing the corre-
lation between the identified innovation orientation factor
and the owner background. Concerning innovation orien-
tation and proactive attitude we couldn’t prove significant
difference between family and non-family firms based on
the sample. By innovation orientation we mean introduc-
tion of new products and services, relevant research and
development activities, while a company was considered
proactive if it took some “initiating role” and their man-
agement were striving for application of new production
methods and processes.

Our research results are in accordance with those
Swedish ones of Grundstrom et al. (2011) saying that inno-
vation orientation is independent of management structure.

Innovation orientation in relationship with the
management structure

The connection of innovation orientation and proac-
tivity identified among the factors of internal operation is
also worth being analysed from the point of view of family
business’ management. F-statistics run after the variables’
normality test and the homogeneity of variance resulted as
follows in Table 5.
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Table 5 ANOVA
(family management — innovation orientation)

ANOVA
Sumof |[df |Mean | F |Sig
Squares Square
Inno- | Bet- ,092 2 ,046 ,072 1,930
vation | ween
orien- | Groups
tation | Within | 78,965 | 124 |,637
and Groups
PrO%&™ | Total | 79,057 | 126
tivity

Source: authors’ compilation

The null hypothesis of F-test can’t be rejected consid-
ering the significance levels, thus the category averages
do not differ significantly from each other, so based on
the family business’ management type there is not a dif-
ference concerning innovation orientation and proactivity,
strategic orientation and willingness to take risks. This re-
sult slightly contradicts to the concept stating that family
firms lead by later generations, the innovation orientation
and willingness to take risks would decrease (Kellermans
et al., 2008). Based on our sample, we can say that family
firms managed by descendants of the founder could equal-
ly innovation-oriented, proactive and risk taker than the
founder. This is good news and reflects high motivation of
the generation currently leading of the surveyed firms and
potentially a successful succession process.

Management control methods in relationship
with the ownership, and the innovations

Due to the jungle of concepts and various interpreta-
tions in the area of professionalism it is a crucial question
to make a statement in case of an own interpretation. In
our primary research, we mean professionalism by us-
ing principles and professional tools in decision-making
(Kelly et al., 2000). We excluded firms with less than 25
employees from the analysis because they do not mostly
show a character of having a formalised structure, so we
analysed the answers of 113 respondents. We analysed
organisational frames related to professional manage-
ment as well as methods, strategic and operative decision
support procedures. Companies in the shortlisted sample
perform differently considering individual organisational
issues, solutions, areas of professionalism. 60% of the
firms have strategic and business plans in written format,
and less than 60% of the firms operate accounting, con-
trolling, internal audit and enterprise resource planning
systems. As for formalised training system and corporate
social responsibility institutionalisation is of even a lower
level.

VEZETESTUDOMANY/ BUDAPEST MANAGEMENT REVIEW
L. EVF. 2019. 5. SZAM/ ISSN 0133-0179 DOI: 10.14267/VEZTUD.2019.05.06

65



STUDIES AND ARTICLES

Concerning planning, strategic planning in the first
place we stated in our research that what type of strategies
relating to the business’ sustainable operation are outlined
at the firms in the sample with more than 25 employees.
Out of 113 firms with 25+ employees only 68 answered this
block of the survey. Among them there are 51 family firms
and 17 non-family firms. The majority of the respondents
have strategies in connection with location development
and environment protection, innovation strategy and cor-
porate social responsibility strategy appear in a substan-
tially less proportion in strategic management.

The next segment in the concept of professionalism to
be analysed is the application of strategic management in-
struments. Here we analysed the type and the number of the
instruments applied. Family firms can be characterised by
a higher strategic instrument intensity than the non-family
ones; while the number of the strategic decision support
tools applied by family firms is 3.15 on average, and 2.54
in case of non-family firms. Comparing the values with the
results of an Austrian research in 2013 analysing this prob-
lem in a sample of 432 firms, we can get a clearer picture
since in neighbouring Austria the number of the strategic
tools applied by non-family firms is 5.37 on average, in
case of firms under family influence 3.55 on average. This
means that Hungarian firms are lagging behind the SMEs
in neighbouring Austria in terms of frequency of use of
strategic tools. In our survey, we took into consideration
the international research antecedents (Hiebl et al., 2013;
Cadez — Guilding, 2008) of the topic. The most popular
strategic tools are strategic planning and competitor analy-
sis, more than the half of the firms in question use them.
Only one third of the firms use SWOT analysis, strategic
pricing, customer profitability analysis and value analysis.
Other methods such as target costing, strategic cost man-
agement, lifecycle costing, benchmarking, Balanced Score-
card, show lower application frequency in the sample.

The intensity of operative decision support tool applica-
tion is only slightly exceeding the extension of the strategic
tool application, whereas family firms exceed the non-fam-
ily ones (3.39 and 2.56) in the intensity of method appli-
cation. If we compare these figures with the results of the
Austrian research of 2013 mentioned earlier (Hiebl et al.,
2013) where the number of operative management account-
ing tools by non-family firms is 6.03 on average, in case
of firms under family influence 4.78 on average. There-
fore, we can come to a conclusion that Hungarian SMEs
are far behind concerning the level of application of opera-
tive management accounting tools in daily operation of the
surveyed companies. Among the operative management
control methods, the traditional methods have a definite ad-
vantage like total cost calculation, liquidity planning, budg-
eting, plan-fact analysis, break-even analysis. However, the
crosstab analysis worked out gives a very weak correlation
between the character of the methods and the owner back-
ground (Cramer V=0.121). Forecasting helping the future-
oriented management is typical for less than the third of the
respondents, in equal ratio for family and non-family firms.

If we execute the analysis of the correlation between
the ownership structure of the business and the number

of the decision support tools (including both strategic and
operative) applied with the help of variance analysis, we
can state that there is no significant difference between
the category averages (F=1.573; sign: 0.212). Based on the
means plot figure we can come to a conclusion that family
firms in the sample have more extended methodology than
the non-family ones. As for the number and the character
of the applied tools (both strategic and operative decision
support) respondents vary whether it is a family-owned
business or not, although the difference of the tool inten-
sity is not significant according to the F-test.

Table 6 shows the average number of management
control methods applied in case of different family man-
agement categories.

Table 6 Means of management control methods in dif-
ferent family business management configurations

Management control methods
First generation 4,7
Multigenerational 7,9
Professional 7,0

Source: authors’ compilation

If we narrow down the analysis to the generation
composition and we examine the effect of letting the de-
scendants in concerning the application of professional
tools, then the F-test (F=4,395; Sig.: 0,041) highlights
the correlation between the dependent (total number of
strategic and operative tools) and independent (the gen-
eration composition of the family business’ management)
variables. Based on this result, it can be stated that fam-
ily firms lead by descendants exceed family firms with
the 1st generation management concerning the number of
decision support tools applied. Also, we could cautiously
say that generation change can result in more profession-
alism.

In the survey we looked at a broad variety of innova-
tion activities companies potentially could carry out. In
addition to the most frequent types of innovations such
as product, service, process and marketing innovation
(Burns, 2013), we had a broader understanding of innova-
tion and included in the survey, e.g. logistic, sales and me-
dia innovation. This interpretation of innovation is based
on the Oslo Manual (OECD/Eurostat, 2005). The Figure
1 below sums up the appearance frequency of the 12 indi-
vidual innovation types in our sample.

Figure 1 Frequency of the different innovation types in
the familv firms in the sample (N=108)

New sales channel

Innovation in logistic (transport, storage and handling)
Organisational innovations in business practices
Innovations in product design, form and packaging
Media and promotion innovation

Production process innovation

New organisational methods in external relations
New pricing methods

Innovation in support activities

Product innovation

Service innovation

in workplace or

0% 10% 20% 30% 40% 50% 60%

Source: authors’ compilation
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Concerning the results obtained we highlight that the most
frequently reported innovation is related to workplace organi-
sation (54%), followed by service innovations (50%) and prod-
uct innovations (48%). Concerning succession, innovations
taking place in management and organisation methods are
definitely important (Kraus et al., 2012), some 33% i.e. one
third of family firms reported an innovation of this type.

We also classified the respondent firms into categories
of low, medium and highly innovative firms, based on the
frequency of different types of innovation they carried out
in the past three years. Unfortunately, close to half (44%)
of the surveyed companies didn’t provide answers on their
innovation activity, still it is interesting to see that the ma-
jority (47%) of the remaining firms could be considered as
“medium-innovation performers” introducing 4-7 types of
innovations out of 12 potential ones. We classified 29% of
the companies as “low-innovation performers” and only
24% of respondents introduced at least 8 types of inno-
vation as listed in the Oslo manual. This results indicate
that SMEs could do a lot more to increase their innovation
activities and reflects well the overall low innovation per-
formance of Hungarian firms in the European Innovation
Scoreboard. In the latest report, Hungary is classified as a
“moderate innovator” country where only 15.5% of SMEs
innovate in-house, while the share of SMEs with product
and process innovations is even lower (13.7%) (EIS, 2018).

Furthermore, to measure innovation performance we
formulated the so-called Innov_activity(2012-2015) varia-
ble in the following way: we fixed the individual innovation
output elements as separate variables in SPSS making them
dummy. We combined the 12 variables mentioned express-
ing innovation performance in a new variable (SZUM_IN-
NOV) and by standardising this variable we formulated the
index Innov_ activity(2012-2015). During the correlation
analysis we stated that the family firms’ innovation activ-
ity shows medium positive correlation (r=0.225; 0.255 and
0.363) with all the two types of professionalism.

We used the Pearson’s correlation coefficient and bivar-
iate linear regression analysis in order to test the correlation
between the application of management decision tools as
independent variable and the innovation performance as de-
pendent variable. We found medium correlation (r=0.356)
between application of management decision tools and the
innovation performance. Both the F-test (F=15.522, Sign:
0.000) and the t-test (Sign: 0.000) proved that variety ap-
plied management decision tools positively influences the
innovation performance of investigated companies.

Relationship between innovation orientation
and innovation performance

We analysed the correlation between innovation orien-
tation of the surveyed companies and their innovation ac-
tivity with Pearson’s correlation coefficient and partial cor-
relation coefficient. In the case of innovation activity, we
controlled the size of company and age of company. As a
result, we could observe a medium high correlation through
the Pearson correlation coefficient (r=0.417, Sign: 0.000),
whereas the partial correlation coefficient indicates weaker,
still medium high correlation between the variables.
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We can draw the following conclusions from the F-
and t-test of our bivariate linear regression model where
we defined innovation orientation as independent variable
and innovation activity as dependent variable:

* the determinant correlation coefficient (r2=0.154) in-
dicates weak correlation between the dependent and
independent variable,

* Dboth the significance level of F-test (Sign: 0.000) and
t-test proves the existence of correlation between in-
vestigated variables,

* including strategic orientation in addition to the inno-
vation orientation variable into the regression model
then the determinant coefficient increases (12=0.312)
and improves the explanatory value of the model.

Finally, we can conclude based on the results of the t-
test that both the innovation and strategic orientation posi-
tively influences the innovation activities of firms.

Summary and conclusions

In the literature review, we identified a research gap
and designed an empirical investigation with the objective
to enrich the knowledge concerning innovation perform-
ance of family firms. We set the following main goals:

* to compare family and non-family firms on a Hun-
garian sample based on their professionalisation and
innovations performance,

e to analyse family firms of different management
types concerning professionalisation and innova-
tions performance, and

* to map the relationship between succession, pro-
fessionalism and performance according to indica-
tors based on authentic, reliable financial and ac-
counting data.

We couldn’t prove in our empirical investigation that
there is a significant difference between family and non-
family firms with regard to innovation orientation and
proactive attitude, and willingness to take risks. However,
we could say that family firms have a much stronger strate-
gic, i.e. longer-term orientation than non-family firms. Also,
family firms demonstrate a higher innovation performance
than their non-family counterparts. Interestingly, they also
have more written innovation strategies than non-family
owned companies (44% vs. 35% respectively). The most
frequently reported innovations were i) a new/novel work
organisation or decision method (54%), ii) a new service
introduced (50%), and iii) new product introduced on the
market (48%).

Nevertheless, there are significant differences between
the two groups of companies in the exploitation of stra-
tegic and operative management decisions methods. Our
survey results proved that non-family firms employ more
sophisticated system of this kind of tools.

Concerning innovation performance, the research jus-
tified with statistical tools that there is a correlation be-
tween the level of applying professional organisational
solutions (i.e. strategic planning, controlling, internal au-
dit, managerial accounting, enterprise resource planning,
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managerial training system, external consulting organisa-
tion) and innovation performance. A moderately strong
positive correlation could be found between the corporate
governance practice of the family firms in the sample
and the number of the decision support tools applied, so
emphasising professionalism is not in vain among family
firms. Certainly, analysis of cause and effect relations as
a further research question could be a base for a future
investigation. However, certain manifests of professional-
ism correlate with performance based on F statistics as
follows:

 firms creating site development strategy exceeded
those not having a site development strategy in the
area of growth indicators namely asset expansion,
profitability indicators such as ROA and ROI, and
innovation performance,

* the innovation performance of those having innova-
tion strategy exceeded those not having an innovati-
on strategy,

* the innovation performance of those having a busi-
ness plan for 1-3 years exceeded the innovation ac-
tivity of those not having a plan, and they performed
better in growth pace based on the averages of asset
increase,

« those creating a social responsibility strategy perfor-
med better in innovation performance,

 from the applied decision support methods, kaizen
costing (concerning income increase and innovation
performance) and activity-based costing (concern
ing asset increase) have an effect on performance.

Among the limitations of our research could be men-
tioned that the results of the online questionnaires are not
based on a representative sample, so the findings available
for the whole sample could be analysed further on a larger
representative sample of family firms. Therefore, we can
see the above discussed findings, statements as valid only
for the firms in the sample. Actors of several sectors and
national economy branches took part in both quantitative
data collection, so it would be worth analysing the sector
characters in the future. A single data collection may show
distortions; hence it would be worth doing some longitu-
dinal and panel data analyses among family firms. In our
research the analysis of innovation performance was fo-
cused exclusively on the output side, because there was no
data collected concerning research and development ex-
penditures and personnel. In the future it would be worth
expanding the analysis towards these fields too, in order to
get a more comprehensive picture.
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