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1 Introduction

Family businesses form a majority of profit-seeking entities worldwide (Kachaner et al.,
2012). They contribute significantly to local, regional, national, and global economies. A
majority of the family businesses in the USA and Canada launched their operations in
traditional industries such as manufacturing, trading, and banking. They proliferated to
other business sectors as opportunities arose. Their scope of operations now ranges from
a few million to several billion in US dollars. Some of these firms produce household
brands whereas some produce generic products. Some of these firms utilise the economy
of scale and hold very few items in their product or service portfolios. At the other end of
the gamut, some of these firms utilise the economy of scope to include a multitude of
items in their portfolio. Notwithstanding their scale and scope, some of these family
businesses have become major global players while some have chosen to be limited to
domestic markets. Due to their sheer contributions to creating wealth globally,
researchers have shown surging interests in the last three decades to unravel the nature of
family businesses in terms of their definitions (Shanker and Astrachan, 1996; Astrachan
and Shanker, 2003; Villalonga and Amit, 2006; Li and Srinivasan, 2011); Sarkar et al.,
2014), ownership transfers and involvement (Chang et al., 2008; Bjuggren et al., 2011;
Chirico and Salvato, 2016), innovation and entrepreneurship (Laursen and Salter, 2006;
Ahuja et al., 2008; Lee et al., 2010; Zahra, 2012; Ko6nig et al., 2013), performance
management (Anderson and Reeb, 2003; Block et al., 2013), knowledge management
(Kogut and Zander, 1992; Calantone et al., 2002; Chirico and Salvato, 2008), technology
adoption (Chen et al., 2011; Block, 2012; Kotlar et al., 2013; Brinkerink and Bammens,
2018) and involvement in economic development (Basco, 2015; Stough et al., 2015;
Galvan et al., 2017). The above are representative categories of research related to family
businesses, and by no measure, they imply to be exhaustive.

Performance assessment of family businesses remains a central research question in
contemporary business research due to the importance of these types of businesses to the
overall growth of our economies. The performance of family firms involves quantitative
indicators such as the ones captured by accounting and marketing-based measures.
Non-quantitative measures also are explored by several researchers. There is quite a few
research that use both quantitative and non-quantitative measures to build a multi-faceted
construct for firm performance (Pérez-Cabafiero et al., 2012; Venkatraman and
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Ramanujam, 1986). The family firm performance is partly dictated by the motivation of
family managers because the success and failure of these firms are governed by how
these managers (agents) pursue the organisational goals such as financial objectives,
reputation, longevity, image, identity, and efficiency in resource utilisation set by the
owners (principals) in tandem with their personal goals and aspirations such as career
progression and their personal well-being (Anderson and Reeb, 2003; Miller and
Le Breton-Miller, 2006; Chrisman et al., 2015). Due to the lack of a consensus regarding
what constitutes performance and how it is measured, the issue becomes complicated and
convoluted (Kim and Gao, 2013). At this juncture, our research aims to bring clarity to
establish the strategic determinants that reflect on the performance of family businesses
in the USA and Canada.

2 Relevant literature

Several studies show that the firm size is one of the most well-developed and validated
determinants of a public firm’s economic performance (Lee and Xiao, 2011; Wolff and
Pett, 2000). Lawless et al. (2015) posit that banks are the primary source of funding for
small and medium firms, while capital markets make up most of the substantial firm
funding. Thus, the size of the firm changes the amount of access to capital the company
has, which affects the ability of the firm to fund its growth. These differences present
advantages to firms depending on their sizes, e.g., providing larger firms with an
economic benefit because of wider access to external leverage.

According to Gomez-Mejia et al. (2001), variations in the size of the firm may lead to
changes in decision making. The changes in the size of the company also have an impact
on the mix of family and non-family managers, and firms can obtain the benefits of
non-family manager specialisation without worrying about the threats as the firm grows
(Fang et al., 2016). Therefore, it would make sense for family-owned firms of more
substantial size have improved financial performance, as they can diversify their
management pool and hire key decision makers that are highly specialised in their field.
This diversification would likely lead to improved operational benefits and thus increase
the profitability and performance of the overall firm.

On the other hand, Li and Zhu (2015) found that privately owned Chinese firms
experienced stronger economic performance with higher family involvement in smaller
companies, but the impact decreased with the size of the firm eventually leading to a
negative impact on performance. Poza (2007) offers that smaller family firms
can recognise their competitive advantages because they can better maintain the
family-business relation that gives them the differentiation as a family-owned business.
Additionally, Chu (2011) concludes that SMEs are more likely to recognise increased
firm performance because of family ownership than large firms. The empirical findings
of Lwango et al. (2017) display that there is an adverse moderating effect of firm size
(along with firm age) on the profitability of a firm, further increasing the evidence of a
negative relationship with size and profitability. From the evidence found in prior
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literature, we draw our hypothesis to align with the negative association of firm size and
profitability within family-owned companies. Our study aims to evaluate the relationship
between the size of a firm and its impact on economic performance in family-based
businesses.

In order for a company to remain competitive amongst other firms in their industry, it
is generally accepted that the company must invest in research and development (R&D)
to promote their technological innovations (Boso et al., 2013; Guarascio et al., 2016;
Makrini, 2015). It is no surprise, therefore, that R&D expenditures are positively
correlated with the profitability of a firm in both the current and long term (Liao and Lin,
2017). This study also adds that increases in R&D expenditures positively impact the
stock price of the firm. R&D is found to contribute to improved performance through
more competitive advantages (Kotlar et al., 2014). Further, De Simone et al. (2016)
claim, however, that R&D spending does not guarantee increased profits and that firms
must maintain their R&D costs do not outweigh the benefits the intensity provides.
Besides, innovation is found to be moderated by firm size, with larger firms benefitting
from basic research and smaller from applied research (Belenzon and Patacconi, 2014).

In comparing innovation and processes, Classen et al. (2014) found that family SMEs
tend to invest less extensively than non-family SMEs, and the family-owned SMEs have
higher innovation activities than non-family institutions of similar size. Sciascia et al.
(2015) explain that if only a small percentage of a family’s wealth is from the firm
equity, the owners will have a long-term focus and will invest more heavily in R&D since
they can bear the investment risks. Additionally, Chrisman et al. (2015) observed that
family firms are less willing to invest in R&D. Because family firms tend to be more
risk-averse and lack diversity in skills, they are not as willing to innovate. However,
because of their more stake in the company, family businesses may be able to benefit
more than non-family businesses if they were to increase their R&D intensity. The study
by Matzler et al. (2015) found that large firms with family managers and directors are
positively correlated to innovative intensity, and therefore can obtain a stronger
competitive advantage and increase the profitability of the firm by deploying innovations.
Another finding is that there is a curvilinear effect of family commitment on the
innovation intensity of a family-owned firm, and those companies with either high or low
commitments have the most robust innovation commitments (Hatak et al., 2016; Nikolov,
2017).

Kotlar et al. (2014) found that R&D investments in family firms are made more as a
result of suppliers’ bargaining power than profitability goals, and indicate that family
firms may overlook the benefits they could receive from R&D expenditures because of a
focus on multiple goals other than profitability (maintaining family control, etc.). Choi et
al. (2015) explain that there is a negative relationship between R&D intensity and family
ownership. However, the relationship turns positive if growth opportunities are presented.
It is possible that family firms invest in R&D more heavily when the loss of family
control is anticipated.

Advertising is considered to be a significant strategy in contributing to the
performance of a family firm. Marketing resources and marketing capabilities in a firm
are found to be complementary (Ngo and O’Cass, 2012; Sridhar et al., 2014; Sun, 2014),
and effective use of advertising for the firm’s products and/or services can give an
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advantage to the family firm over its competition. Having such an advantage in marketing
strategy would contribute to the overall economic performance of the firm. Steenkamp
and Fang (2011) found the contributions of advertising to be inconsistent, with a stronger
effect on performance during contraction periods than during expansion periods. The
same study also found that the industry cyclicality moderates the advertising effects, with
long-term, strong, and positive effects observed in highly cyclical industries and weak
effects in more stable industries.

In family-owned companies, those that invest in advertising activities have an
increased ROA and stock market performance over non-family firms (Nikolov, 2017).
Teal et al. (2003) found that high-growth family firms allocate a more significant amount
of their budget to mass advertising than their high-growth non-family counterparts. They
are more likely to rely on a first-to-market and a high-quality strategy. The high level of
mass advertising allows for the companies to obtain new customers while keeping their
existing ones in order to continue their fast growth trajectory, leading to increased
profitability. Additionally, Lewis and Reiley (2014) explain that older users are primarily
influenced by advertisements to buy products. The validity of this is questionable because
the study focuses on a single retailer; therefore, lacking an adequate sample size to make
such a significant claim. In the case thorough research in this area confirms the above
finding, it can allow family firms to focus their advertising intensity and benefit from an
increase in sales, and concomitant profitability (Pucci et al., 2015). Further, Gallucci
et al. (2015) explain that firms using their family brand in their marketing strategy benefit
from improved sales growth.

Capital intensity as a strategic factor for a family firm is validated through
performance measures (Leitch and Lamminmaki, 2011), though neither the impact nor
the explanation of the factor is consistent. For example, Hecht (2008) established a
negative correlation between capital intensity and profitability. On the other hand, Isik
(2017) found that the capital expenditures (as a ratio to sales) are not statistically
significant in term of its impact on a firm’s profitability. Generally, the capital intensity
of a firm measures its ability to use its assets to enhance its revenues. Businesses
regarded as highly capital intensive in terms of the investments made in property, plant,
and equipment relative to their total assets (Villalonga and Amit, 2010; Moser et al.,
2017) must generate more revenues than non-capital intensive firms. The drive to invest
in capital assets implies the inclination of a family firm to buttress its ability to deploy
technology to enhance its operations. This drive helps the company lower its costs while
increasing the quality of their output (Fahlenbrach, 2009; Villalonga and Amit, 2010).
Despite the importance of this topic, little research has been done to establish capital
intensity as a strategic factor to improve the performance of a family business.

Labour productivity is another strategic factor that explains the amount of output a
company can achieve relative to employee efforts. Increases in productivity can stem
from either increase in total output with a set amount of capital invested in labour, or
from a decrease in the cost to produce the same amount of output. Firms with low
efficiency in their labour have low profitability in general (Golas, 2011). Fabling and
Grimes (2014) concluded that better human resource management (HRM) practices
provide a positive impact on the labour productivity of a firm, especially in
manufacturing industries and higher level professional services.
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Despite the positive relationship between the productivity and profitability of a firm,
lower productivity is often found in family firms because they have difficulty in
attracting the best candidates from the labour market (Chrisman et al., 2017). Further,
family firms might have retaining the best employees as they are less likely than
non-family firms to use incentive-based pay (Memili et al., 2013). Greer et al. (2016)
found that recruiting practices to increase the performance of a firm in terms of labour
productivity. Therefore, our literature survey indicated that family firms should focus
their attention on improved labour productivity through hiring and training. If this
relationship holds valid, firm performance will increase as a result of the increase in
labour productivity.

Debt leverage is one of the important factors in strategy decisions, but it is a
double-edged sword. While the use of debt to finance a firm’s operation can vastly
improve its performance, it makes the firm riskier because of the increase of debt. If the
firm is not able to leverage the debt to earn profits, it can fall behind in meeting its
obligations which can throw the company in a downward spiral to progressively increase
losses. An increased level of debt may bring a few tax advantages to a firm. However,
there is an optimum level of leverage that allows the firm to most efficiently operate
(Kane et al., 1985). Kazempour and Aghaei (2015) explain that there is a positive and
significant correlation between the capital structure measured through debt leverage and
firm performance. Provided a firm’s debt leverage is adequately financed, it may increase
profitability.

Further, Yildirim (2015) noted that it is better to focus on the change in leverage than
leverage itself as an indicator of a firm’s growth. In contrast, Zelgalve and Berzkalne
(2015) argued that the size of the firm and the type of debt have a bearing on a firm’s
growth. Their study indicated that larger firms have a less-negative relationship between
profitability and debt. Further, they found that short-term debts are more likely to
decrease profitability than long-term debts. The finding that larger firms react more
favourably to debt affirms that debt is a necessary factor to support growth. This is due to
the reason that large firms need additional access to capital than the small firms as equity
financing becomes more and more expensive in that situation. It was also found that
firms with greater leverage experience significantly reduced performance when compared
to the competition in economic duress (Gonzalez, 2013). Further, Strebulaev and Yang
(2013) found that firms with zero or near-zero leverage that pays dividends to have larger
cash balances and are more profitable despite higher tax burden. This phenomenon is not
explained by the size of the firm and the type of industry. In the context of family-owned
firms, van Essen et al. (2014) found that they are more conservative when choosing
financial structures, and therefore prefer less leverage than non-family firms (Nguyen et
al., 2013). This modus operandi allows family firms to maintain control of their company
and utilise equity financing to avoid conflict with external financing entities (Colot and
Croquet, 2009).

The capital structure of a family firm is guided by whether it uses debt or equity and
internal or external financing predominantly (Hovakimian et al., 2001; Lopez-Gracia
Sanchez-Andujar, 2007; Madashetti and Kibona, 2013; Shin et al., 2015). One of the
essential drivers of the capital structure is the current ratio which is defined by the ratio of
current assets to current liabilities. The ratio ascertains the liquidity of a firm. A high
current ratio indicates the ability of a firm to meet its short term resource needs (Romano
et al., 2001; Zainudin and Regupathi, 2010; Wang, et al., 2015). The financial risk of a
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firm is directly associated with its capital structure which is measured by the ratio of debt
to equity (Leitch and Lamminmaki, 2011). Family firms are more likely to engage in risk
aversion strategies and utilise lower debts compared to non-family firms. They maintain a
higher level of liquidity to mitigate the risk associated with the loss of family control
(Zainudin and Regupathi, 2010, Bigeli and Sanchez-Vidal, 2012; Malik and Bukhari,
2014; Ma et al., 2017). Colot and Croquet (2009) established that the long term debt of
family businesses tend to be higher than their non-family counterpart.

In the studies of performance of family firms, the age of the firm has often been used
as a control variable (Girma et al., 2004; Fryges and Wagner, 2010; Kneller and Pisu,
2010; Larimo, 2013; Kim and Gao, 2013; Cucculelli et al., 2014; Lu et al., 2015).
However, several studies relate firm’s age to strategic choices family firms pursue to
improve their performance (Sorensen and Stuart, 2000; Jovanovic, 2001; Levesque and
Minniti, 2006; Marshall et al., 2006; Minetti et al., 2015). While firm performance
solidifies over the age due to implementation of productive processes and adoption of
new technologies (Cohen and Levinthal, 1990; Pakes and Ericson, 1998; Acemoglu et al.,
2006; Bloom et al., 2008), some firms show inflexibility, inertia, and risk aversion as
they age (Leonard-Barton, 1992; Hall et al., 2001; Agarwal and Gort, 2002; Miller and
Shamsie, 2001; Demirhan (2016). Aging of some family firms manifests in passive
learning which makes them learn from their mistakes when they stay in business long
enough (Gémez-Mejia et al., 2001, 2007; Carney, 2005; Tsao and Lien, 2013). On the
contrary, there are many family firms that pursue active learning, i.e., the act of learning
by doing (Geroski, 1995; Balasubramanian and Lieberman, 2010; Park et al., 2010;
Esteves and Rua, 2015). The literature is, thus, ambivalent about the influence of age on
family firms.

3 Research hypotheses

The preceding discussion leads to several hypotheses relative to family firms operating in
the USA and Canada.

H; The size of the firm is significantly and positively associated with its performance.
H, R&D intensity is significantly and positively associated with the firm performance.

H;  Advertising intensity is significantly and positively associated with the firm
performance.

Hs Capital intensity is significantly and positively associated with the firm
performance.

Hs Debt leverage is significantly and negatively associated with the firm performance.
H¢ Current ratio is significantly and positively associated with the firm performance.

H; Labour productivity is significantly and positively associated with the firm
performance.

Hg Firm’s age is significantly and positively associated with firm performance.
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4 Research method

4.1 Samples and data collection

We collected the data for this empirical research from 2017 Global Family Business
Index which covers the rankings of the top 500 largest businesses that have a minimum
of 32.5% control by a single family (http://familybusinessindex.com). The preceding link
also mentions ‘For a privately held firm, a firm is classified as a family firm in case a
family controls more than 50% of the voting rights. For a publicly listed firm, a firm is
classified as a family firm in case the family holds at least 32% of the voting rights’. In
order to be consistent, we focused on the US and Canadian firms. Further, we excluded
finance-related firms (SIC 6000-6999) and government and special service related firms
(SIC 9000-9999) because of their different accounting structure in performance
measures. Due to the availability of data, a total of 105 firms were finally selected for this
study (see Table 1). The data for various performance variables and other explanatory
variables employed in this study were taken from the Research Insight and Capital 1Q for
the period 2011 through 2015 (see Table 1). We employed a five-year aggregated average
value because the sample is a quasi-panel dataset and had missing values for some firms
and years. A five-year data period was chosen to avoid any possible issues that may be
associated with one-year fluctuation. Aggregated averages were used to minimise the
potential effect of any outliers or idiosyncratic variations (Lee and Hall, 2008). Family
firms with reasonably reliable data over the years were selected to ensure comparability
across different models across different performance measure used in this research.

4.2 Description and measurement of performance variables

The following exogenous and endogenous variables were selected to explore the effects
of selected strategic factors on a family firm’s economic performance concerning both
market- and accounting-based measures. As stated before, most previous empirical
studies on the family firm’s performance have focused on the use of accounting and/or
finance-based performance. Although accounting-based measures are historical and have
been the primary focus of much of the past empirical research (Tallman and Li, 1996),
we incorporated market-based measures of performance to reflect the market’s
perceptions of future performance (Dubofsky and Varadarajan, 1987; Michel and Shaked,
1984). As accounting-based measures of performance reflect the past year’s earnings and
market-based measures of performance reflect the market’s perceptions of future earnings
as financial sources for sustainable growth, the hybrid of the two streams of performance
can be expected to do an excellent job of benchmarking the overall performance of a
family firm. In order to gain a more accurate assessment of firm performance and to
minimise possible weaknesses associated with the use of any single performance
measure, this study considered the various indices of performance measures attributed to
accounting-based and market-based performance.
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Descriptive statistics for selected variables by industry affiliation

Table 1
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4.3 Accounting-based performance

Accounting-based performance is based upon the firm’s balance sheet and income
statement. As presented in the variable measurement, return on assets (ROA) indicates
the firm’s ability to utilise its assets to create profits. Return on equity (ROE) signifies
how well the firm is maximising shareholder’s wealth based on the book value of
shareholders’ equity, not the market value. Return on investments (ROI) indicates what
percent of the firm’s capital investment contribute to net income. More specifically, they
are measured quantitatively by the following ratios.

Return on assets (ROA) = (Earningsbefore interest and tax)/(Total assets)

Return on equity (ROE) =
(Earnings before interest and tax)/(Common shareholders’ Equity)

Return on Investment (ROI) =
(Earnings before interest and tax)/(Invested Capital)

4.4 Market-based performance

In addition to using accounting-based indices, three market-based performance measures
were used to assess the investors’ expectations about the future profit such as:

1 Tobin’s Q
2 market value
3 sales growth.

Tobin’s Q is a measure of the growth prospects of the firm, and the rents form more
long-term or tangible assets. As one of the most representative market-based performance
measures, Tobin’s Q is defined as the ratio of the market values of the firm (i.e., the
present value of future cash flows) to the replacement cost of its tangible assets (Lang
and Stulz, 1994). Q value below 1 (price less than replacement book value) implies that
the firm earns less than the required rate of return. Alternatively, a (marginal) dollar
invested in the firm’s assets results in future cash flows whose present value is less than
$1. Such firms are poor performers. Compared to stock returns in accounting
performance, Tobin’s Q does not require risk adjustment as well as normalisation.

Tobin’s Q = (Market value of shareholder’s equity

+ Liquidating value ofthe firm’s outstanding preferred stock
+ Book value of total debts)/(Bookvalue of total assets)

In this context, market value is the amount a firm could be sold as a continuing operating
business in the stock market. It also indicates the firms operating power to generate
positive cash flows to security investors in determining the value of the firm’s financial
securities. Managers and investors will frequently be interested in knowing the value of
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the firm because of its going-concern value rather than its liquidation value (i.e., amount
of money that could be realised if an asset or a group of assets is sold separately from its
operating organisation). Market value is measured by the product of the fiscal year end of
stock price and the total outstanding shares.

Market value = Ln (Year —endclosing stock price)

* (Common shareholders’ outstanding shares)

Sales Growth is a good indicator of how quickly the sales revenues for the company’s
products are growing compared to the prior period.

Sales Growth = [Sales ;) —Sales._) | / Sales )

4.5 Selected strategic explanatory variables

The following key explanatory variables were employed in this study in order to explore
the potential strategic determinants of the family firms’ economic performance. The
explanatory variables incorporated in this study are,

1 firm size
capital intensity
R&D intensity

advertising intensity

2

3

4

5 debt leverage
6  current ratio

7  labour productivity
8 firm’s age.
More specifically,

1 Firm size is used to indicate a firm’s competitive power and economies of scales in a
given industry.

2 Capital intensity is used to measure a firm’s efficiency in deployment of its assets for
operational processes.

3 R&D intensity is used to measure a firm’s innovation efforts in products and
services.

4 Advertising intensity is used to demonstrate a firm’s products and services to the
consumers.

5 Debt leverage is used to measure a firm’s sound capital budgeting.
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6  Current ratio is used to measure a firm’s ability to pay back its short-term financial
obligations.

7  Labour productivity indicates the efficiency of an average worker for sales revenue.

8  Firm’s age indicates the firm’s historical business experience since the firm was
established. It was measured by the number of years since the firm was established.

Besides, one dummy variable (manufacturing vs. non-manufacturing) was employed to
investigate the influence of different types of industries on performance. Each of the
above variables was operationalised in the following manner.

e firm size = natural log value of total sales (us$-based)

e  capital intensity = total assets / total sales

e  debt leverage = book value of total debt / shareholder’s equity
e current ratio = current assets / current liabilities

e labour productivity = sales (US$) / number of employees

e R&D intensity = R&D expenditure / total sales

e advertising intensity = advertising expenses / total sales

e firm’s age = no. of periods (years) since firm is established (as of 2016)

industry dummy: manufacturing (1) vs. service (0).

We included the above set of variables because, we believe, these are the most relevant
strategic factors that affect the performance in family-oriented firms. Our survey of
current literature further reinforced our conviction.

5 Empirical model

We employed the traditional OLS multiple regression analysis to investigate the effect of
selected strategic determinants on a firm’s multidimensional performance, namely,
accounting and market performance. We were convinced that the OLS multiple
regression is a powerful technique to uphold or refute the assertions made in our
hypotheses.

The specific empirical model is as follows:

EconomicPerformance (Accounting-based and Market-based Performance) =
0l + B;Firm size + 3,R&D intensity + B; Advertising intensity
+ B4Capital intensity + BsDebt leverage + ¢ Current ratio + [3; Labour productivity
+ BgFirm’s age + BoINDSTRY +¢
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6 Empirical analysis and major findings

As presented in Table 1, the sample employed in this study was adequate to generalise
the empirical results in light of the limited number of databases available for
family-oriented businesses. The means and standard deviations of all performance
variables including selected strategic determinants are presented in Table 1. The
non-manufacturing firms show relatively higher means ($28,846,040) than
non-manufacturing firms ($18,463,233 in terms of total sales revenues during the period
under study. However, manufacturing firms showed higher market performance than
non-manufacturing firms in 2 out of 3 measures: Tobin’s Q (1.454 vs. 1.166) and In of
market value (9.235 vs. 5.301). In the criterion of sales growth, non-manufacturing firms
fared better with 15.752% compared to manufacturing firms’ 12.667%. Regarding
accounting performance, the manufacturing firms group performed better than the
non-manufacturing group in ROA (6.271% vs. 4.928%) and ROE (36.161% vs. 24.51%).
Non-manufacturing firms led only in ROI (11.241% vs. 9.398%). As expected,
manufacturing firms invested more in both R&D (1.7%) and advertising (2.5 %)
compared to the non-manufacturing firms (0.8% and 0.9%, respectively). The labour
productivity in manufacturing sector converted from In to normal values ($575,550) is
considerably higher than the non-manufacturing sector ($304,737) based on the total
number of employees (both full-time and part-time). The labour productivity in the
non-manufacturing industry sectors is likely to be concentrated in wholesale trade firms
while petroleum refining led the pack in the manufacturing sector.

Table 2 presents the intercorrelations among variables employed, the performance
measures, and selected strategic factors. The table also presents their means and standard
deviations. Although we applied the exclude case list-wise method in treating missing
values, i.e., only cases with valid values for all variables were included in the analysis,
the impact of selected explanatory variables on firm performance varied depending on
which performance measures are being considered. First of all, capital intensity shows a
positive correlation with all marketing-based and accounting-based indicators at least at a
significance level of 0.05 or lower. Firm size and advertising intensity show a positive
correlation with marketing and accounting-based indicators except for ROE at a
significance level of 0.05 or lower. Labour productivity and firm’s age are highly
correlated with marketing-based performance measures, i.e., Tobin’s Q, market value,
and Growth rate in sales, at the 0.05 level of significance. Interestingly, R&D intensity is
more likely to be significantly and positively correlated with market-based performance
(except market value) and return on investment (ROI) only.

Thus, the impact of the strategic factors on performance seems to vary across
different indices of firm economic performance. However, firm size, advertising
intensity, capital intensity, labour productivity, and firm’s age tend to be uniformly and
positively correlated with mostly market-based performance measures. On the other
hand, the firm size (except ROE), is positively correlated with accounting-based
performance. In particular, capital intensity and current ratio that is used to measure a
firm’s financial liquidity to cover its obligations appear to be uniformly and positively
correlated with all accounting-based performance indicators included in this research.
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7 Traditional OLS multiple regression analysis

In an attempt to further explore the strategic determinants of firm economic performance
concerning both market-based (Tobin’s q, market value, and compound growth rate in
sales) and accounting-based performance (ROA, ROE, ROI) measures, the traditional
OLS multiple regression analysis was utilised. The analysis was utilised to provide
information on which factors can be used as significant determinants of firm performance
individually. The results of the multiple regression analysis are contained in Table 3
(market-based performance) and Table 4 (accounting-based performance). Before we
proceeded with this analysis, we first checked the existence of the collinearity problem
which could hinder our regression analysis. As presented in Tables 3 and 4, there was no
evidence of multicollinearity because all variance inflation factors (V.LF.) in overall
models were between 1.052 and 3.112.

Concerning market-based performance presented in Table 3, the employed model is
enough to explain potential strategic determinants with R’ values between 0.4558 and
0.5204, R%,4 between 0.3012 and 0.4699, and F-value between 12.523 and 15.306,
p < 0.001 in all models). Thus, most models accounted for almost 45.59% to 52.04% of
the variance in market-based performance. As would be expected, the results confirm that
the firm size, advertising intensity, capital intensity, current ratio, labour productivity,
and firm’s age are most likely to have a significant and positive impact of most market
performance measures and are important explanatory factors in predicting market
performance. Although the effects of firm performance and selected factors showed some
variations in its significance, it should be noted that the overall effect of selected factors
except debt leverage and R&D intensity (except for market value) on market-based
performance were significant (p < 0.05). Likewise, the employed strategic determinants
employed in the model can predict the account-based performance measures as evidenced
in Table 4 with R’ between 0.3521 and 0.4653, R?,; between 0.2945 and 0.3785, and
F-value between 9.856~13.495, and p < 0.001 in all models). Table 4 further shows that
some strategic factors such as the firm size, capital intensity, current ratio, and labour
productivity are statistically significant in determining accounting performance measures.
These results go hand in hand with the outcome of the marketing-based performance
measures. Interestingly, R&D intensity (except ROA and ROE), debt leverage, and firm’s
age were not statistically significant in determining accounting performance measures.
As for the industry factor in determining firm performance, there were significant
differences between manufacturing and non-manufacturing industries in both
performance measures.
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Results of OLS multiple regresssion analysis: accounting-based performance?

Table 4
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As hypothesised, firm size, capital intensity, current ratio, labour productivity, and
advertising intensity (except for ROE) are most likely to be the significant strategic
determinants of the family firm performance regardless of performance measures
employed in family-based businesses. However, other factors like R&D intensity, debt
leverage, and the firm’s age seemed to be used as vital strategic factors in determining
firm performance depending on which performance measures are being strategically
facilitated. For instance, while debt leverage is not statistically significant on both
performance measures, the firm’s age bears significance for the market-based
performance but not for the accounting-based performance. The R&D intensity has
significance for a part of the market-based indicator, i.e., Tobin’s Q and Sales Growth (at
least at p < 0.05), and a part of the accounting-based indicator, i.e., Sales Growth (at
p < 0.05). Thus, it is implied that any single or couple of performance measures, if
employed to explore strategic factors, may not be enough to yield optimal results.
Considering all the above results into account, the inference could be made that some
selected explanatory factors cannot be considered as significant strategic determinants
consistently. Even though there may be some arguments in justifying the generalisability
of performance measures, our research strongly supports that our selected strategic
factors (e.g., firm size, R&D intensity, adverting intensity, capital intensity, current ratio,
labour productivity, and even the firm’s age) are most likely to be used as robust and
significant factors in most accounting-based measures (ROA, ROE, and ROI) and
market-based performance measures (Tobin’s Q, Market value, and Sales Growth) in
family-oriented businesses.

8 Conclusions and implications

The purpose of this study was to empirically examine the nature of the influence of the
strategic determinants on the economic performance relative to accounting-based and
market-based performance measures in the leading US and Canadian family-oriented
firms. The main questions addressed in this paper relate to

1 the impact of strategic determinants that are traditionally studied in business and
management literature on various dimensions of firm performance measures

2 and the generalisability of the strategic relationships between selected strategic
factors and firm performance across different industries.

Notably, this study explored the directions and magnitudes of vital strategic factors, such
as the firm size, R&D intensity, advertising intensity, labour productivity, and firm’s age
on the firm’s economic performance with respect to diverse indices of performance
measures such as accounting (ROE, ROA, and ROI) and market-based performance
(Tobin’s Q, market value, and sales growth).

More specifically, this study has attempted to explore the existence of linkages
between a selected set of strategic variables and economic performance measures, and
determine the relative importance various business strategies individually for improving
business performance in the family-based businesses. Further, the research empirically
examined the validity and applicability of the general findings previously posited by
other studies that have predominantly relied on the sample of publicly listed large firms.
Although there are some differences in the direction, the results of the study indicate that
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R&D and marketing activities can be viewed as one of the major determinants for
improving competitive performance in the family-oriented firms.

Table 5 Summary of significant strategic determinants of firm performance

Market-based performance

Strategic factors Tobin’s Q Market value Sales growth
Firm size + * + * + sk
R&D intensity + * +ns + o
Advertising intensity + * + * + *
Capital intensity + * + * + *
Debt leverage - ns -ns -ns

Current ratio + * + * Hesk
Labour productivity + ok + * + *
Firm’s age + ook + otk + ok

Accounting-based performance

Strategic factors ROA ROE ROI
Firm size + * + *ok + *
R&D intensity + ns + ns + *
Advertising intensity + * + ns + *
Capital intensity + *ok + * + o
Debt leverage -ns - ns -ns

Current ratio + * + * + *
Labour productivity + * + * + *
Firm’s age -ns - ns R ns

Notes: *p < 0.05; **p < 0.01; ***p <0.001.
ns: not significant at the 5%.

The motivation for this study initially stems from an interest of whether traditionally
employed strategic factors can be equally used to determine the firm’s performance
concerning market-based in the family-oriented business. The study of competitive
dynamics in the family business sectors are scarce until now. This scarcity especially is
true in the case of the association of strategic factors by different corporate functions
within business organisations and its constituents, with various firm performance
measures. This paper investigates a multidimensional aspect of strategic resources for
family firm performance in order to promote business sustainability in today’s
competitive market. The empirical results of this study and exploratory relationships are
summarised in Table 5.

Moreover, the emphasis of this study to support these relationships in general terms
may be relatively comprehensive because it employs potential strategic factors for
various firm performance measures independently rather than hinging on a single
measure of financial profitability. The significance of each of the selected strategic
factors will be different according to the various indices of financial performance pursued
by a family firm.
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As is true with all empirical studies, there are limitations of the present study that may
have altered the results in an unplanned way. One limitation is that the results reported
may have been biased by both a selected sample and insufficient sample firms across
different industries. Moreover, the present study only looked at an aggregated firm setting
with some missing values extracted from limited databases, particularly constrained by
the type of family firms. A more extensive longitudinal database with inclusion of more
firms, if available, may uncover other significant findings particularly concerning the
strategic significance of R&D and advertising intensity on firm performance.
Notwithstanding these limitations, this study offers some insightful directions to beacon-
flash further studies. Finally, more advanced statistical methods will provide better
insightful findings and shed lights on other aspects of the studies.

Nevertheless, the significant findings of the present study will be of great importance
because it not only identifies the key strategic elements that lead to success in diverse
economic contexts, but it also is useful for managers in determining the appropriateness
of a specific competitive strategy employed, particularly in family-oriented businesses.
Additionally, this study provides the decision makers responsible for managing the
family-oriented business with a better understanding of strategic resources and
performance relationships across countries. In sum, this study has attempted to provide
the family-oriented firms with the strategic directionsthey need, to harness operating
synergies while buttressing economic performance by allocating the scarce resources
available to them with orchestrated strategies.
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