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TMT Involvement in Family Firm’s Growth-Related Strategic Decision-Making:
A Dynamic Capability Perspective

Implication de TMT dans la prise de décision stratégique liée a la croissance de Uentreprise familiale :
Une perspective de capacité dynamique

Participacion del equipo de alta direccion en la toma de decisiones estratégicas relacionadas con
el crecimiento de las empresas familiares: Usando la perspectiva de las capacidades dindmicas

Mariateresa Torchia
International University of Monaco
INSEEC U Research Center

ABSTRACT

Drawing on the dynamic capabilities perspective we
examine the relationship between top management
team'’s (TMT’s) involvement in strategic decision-making
and family firm growth. Additionally, we posit that this
relationship varies by firm’s prioritized growth mode,
internal dynamism and environmental dynamism.

Data from 357 German family firms suggest that family
firms with highly involved TMTs are less likely to grow
in contexts of high internal dynamism, whereas growth
benefits from highly involved TMTs in context of
environmental dynamism.

Keywords: Family firms, dynamic capabilities, top
management teams, growth, internal dynamism,
environmental dynamism
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Résumé

En nous inspirant de la dynamic capabilities perspective,
nous examinons la relation entre U'implication de l"équipe
de direction dans la prise de décision stratégique et la
croissance de l'entreprise familiale. De plus, nous
postulons que cette relation varie selon le mode de
croissance prioritaire de l'entreprise, le dynamisme
interne et le dynamisme environnemental. Les données
de 357 entreprises familiales allemandes suggérent

que les entreprises familiales avec des TMT fortement
impliquées sont moins susceptibles de se développer
dans des contextes de dynamisme interne élevé, alors
que la croissance bénéficie de TMT fortement impliquées
dans un contexte de dynamisme environnemental.

Mots-Clés : Entreprises familiales, capacités dynamiques,

top management teams, croissance, dynamisme interne,
dynamisme environnemental

Resumen

Basandonos en la perspectiva de las capacidades
dindmicas, en este articulo examinamos la relacion

entre la participacion de los equipos de alta direccién en

la toma de decisiones y en el crecimiento de las empresas
familiares. Ademas, argumentamos que esta relacion varia
segun el modo de crecimiento priorizado de la empresa,

el dinamismo interno y el dinamismo del entorno. Usando
datos de 357 empresas familiares alemanas, nuestros
resultados sugieren que las empresas familiares con
equipos de alta direccion altamente involucrados tienen
menos probabilidades de crecer en contextos de alto
dinamismo interno, mientras que, en entornos dinamicos,
las empresas familiares se benefician de una participacion
alta de los equipos de alta direccion.

Palabras Clave: Empresas familiares, capacidades
dindmicas, equipos de alta direccién, crecimiento,
dinamismo interno, entorno dindmico
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Growth is a topic of fundamental importance to family firm’s survival and
prosperity (Wiklund 2007; Salvato 2004) and represents a crucial endeavor to
react to today’s changing environments (Chirico and Salvato 2008; Van Gils,
Voordeckers, and van den Heuvel 2004). Much effort has therefore been devoted
to the identification of growth-related determinants of family firms (Casillas,
Moreno, and Barbero 2010; Eddleston et al. 2013). However, the potential con-
tributions of TMTs in this process remain understudied.

Although family firms are not homogeneous (Westhead and Howorth 2007;
Leal-Rodriguez, Peris-Ortiz, and Leal-Millan, 2017) TMTs in family firms are
typically composed of a majority of family members that have a strong interest
to engage in strategic decision-making (Minichilli, Corbetta, and MacMillan 2010;
Nielsen 2009; Miller and Le Breton-Miller 2006), but at the same time favor
family over business interests (Le Breton-Miller, Miller, and Lester 2011). As a
result, such TMTs tend to have in-depth knowledge of family owner’s goals
(Colombo et al. 2014) and organization culture (Chirico and Nordqvist 2010). They
are also characterized by some rigidity that prevent them from quickly recognizing
environmental dynamics (Kénig, Kammerlander, and Enders 2013). Given these
contradictories, research on TMT correlates with growth reports inconclusive
evidence, ranging from positive effects due to enhanced knowledge sharing
within family TMTs (Zahra, Neubaum, and Larrafieta 2007) to negative effects
due to family TMT's interest in preserving the family’s identity, influence, and
transgenerational intention (Colombo et al. 2014).

Theoretically, scholars have predominantly drawn on upper-echelons theory
to examine the contributions of TMTs in family firms (Ling and Kellermanns 2010;
Minichilli, Corbetta, and MacMillan 2010; Sciascia, Mazzola, and Chirico 2013;
Patel and Cooper 2014), proposing that strategic decisions reflect on the collective
demographic characteristics of TMT members (Hambrick and Mason 1984).
However, the upper-echelons tradition has produced mixed results in explaining
the impact of TMTs on strategic decision-making in family firms. Whereas some
studies have corroborated the TMT demographic approach (Kellermanns et al.
2012), others found non-linear relationships (Sciascia, Mazzola, and Chirico 2013;
Minichilli, Corbetta, and MacMillan 2010} or no support (0'Boyle, Pollack, and
Rutherford 2012). One reason for these inconsistencies could be that demographic
characteristics represent coarse proxies of TMT behavior (Carpenter, Geletkanycz,

and Sanders 2004) and oversimplify how TMTs affect strategic decisions (Ensley
and Pearson 2005; Ling and Kellermanns 2010]).

In this study, we incorporate the dynamic capabilities perspective (Eisenhardt
and Martin 2000; Teece 2007; Teece, Pisano, and Shuen 1997) into this line of
thought for reconciling inconsistent findings regarding the TMT-family firm
growth relationship. The emergence of the dynamic capabilities perspective
enhanced the resource based view (Barney, 1991). Indeed, while the resource
based view was considered to be static in its view, Teece et al. (1997: p.516) define
dynamic capabilities as “the firm'’s ability to integrate, build, and reconfigure
internal and external competences to address rapidly changing environments”.
So the term dynamic refers to the importance of the capacity to renew compe-
tences to address major changes in business environments (Eisenhardt and
Martin 2000). The term capabilities emphasizes the importance of successfully
adapting, integrating and reconfiguring internal and external organizational
skills, resources and functional competences to achieve congruence with
changing environments (Teece et al. 1997). In this context the role of TMT is
fundamental. The dynamic capabilities approach argues that in order for firms
to gain competitive advantages over competitors, possessing unique resources
and capabilities is not enough, those resources must be allocated and recon-
figured to cope with environmental changes (Teece, 2007, 2009). In this context
TMT has a fundamental role. Indeed, TMT perceptions of the environment will
determine the way that resources are utilized (Easterby-Smith, Lyles, & Peteraf,
2009; Teece, 2007). TMT also provide the vision of processes that shape the
dynamic capabilities (Easterby-Smith et al., 2009). Thus, Teece (2007: 1346) finds
that dynamic capabilities reside in large measure with a firm’s TMT.

While there is a much literature on dynamic capabilities, studies on the
dynamic capabilities of family firms are still few (e.g. Chirico and Salvato, 2008).
Those studies argue that generating dynamic capabilities in family firms is
different from what happens in non-family firms. Indeed, family firms are
characterized by a particular learning process and knowledge management
because of the interaction between the family and the firm. So the context of
family firms represents an interesting one. Drawing on dynamic capabilities
literature and considering the peculiarity of family firms in using dynamic
capabilities, in this study we aim at understanding how TMT's involvement in
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strategic decision-making affects family firms growth. Furthermore, we posit
that this relationship is moderated by how TMTs react to prioritizing an organic
growth mode and perceived changes in firm’s internal and external environments
(Ambrosini and Bowman 2009; Teece, Pisano, and Shuen 1997). Such conditions
are likely to alter how senior managers evaluate growth opportunities (Ara-
gon-Correa and Sharma 2003), leading them to initiate different strategies
(Eddleston et al. 2013; Helfat and Martin 2015).

Testing our hypotheses in the context of German family firms, our results
show that TMT's strategic involvement represents an important mechanism
through which family firms adapt to dynamic environments. The integration of
the dynamic capabilities perspective adds knowledge to the debate on how TMT
behavior translates in firm strategies (Hambrick 2007; Carpenter, Geletkanycz,
and Sanders 2004; Bromiley and Rau 2016}, with a particular focus on family
firms (Ling and Kellermanns 2010; Ensley and Pearson 2005). Prior research
has primarily looked at coarse proxies of family firm TMTs (Minichilli, Corbetta,
and MacMillan 2010; Sciascia, Mazzola, and Chirico 2013), but rarely considered
the heterogeneity in their actual strategic decision-making involvement. We
propose an intermediate step to explain how dynamic capabilities are translated
in firm-level behavior (Martin 2011; Teece 2007) and seek to add to the contra-
dictory findings in previous family firm growth research (Zahra, Neubaum, and
Larraneta 2007; Colombo et al. 2014). Furthermore, we find that the beneficial
effect of TMT strategic involvement on firm growth is context-dependent.
Whereas family firms with highly involved TMTs grow less in contexts of high
internal dynamism, highly involved TMTs are beneficial in contexts with high
environmental dynamism and marginally in contexts of high priority to an organic
growth mode. These findings contribute to the discussion about how contextual
characteristics shape TMT strategic decision-making beyond industry dynamics
(Carpenter, Geletkanycz, and Sanders 2004; Le Breton-Miller and Miller 2015;
Yamak, Nielsen, and Escriba-Esteve 2014) by theorizing and measuring how
TMTs perceive the firm’'s prioritized growth strategy and the available resources
in the firm and the environment.

Finally, our findings suggest that is necessary to motivate TMT members to
actively participate in setting strategic objectives, developing and evaluating
strategic options, and implementing growth strategies.

Theory and Hypotheses

A Dynamic Capability Perspective On Top Management Teams

Arich body of literature contends that firms can cope with changing environments
by transforming their dynamic capabilities (Helfat and Peteraf 2003; Teece, Pisano,
and Shuen 1997; MacLean, MaclIntosh, and Seidl 2015). Dynamic capabilities refer
to organizational and strategic routines by which managers reconfigure a firm’s
resource base in such a way that they generate new strategies (Eisenhardt and
Martin 2000; Versailles and Foss, 2019). In other words, dynamic capabilities are
processes embedded in firms designed to acquire, exchange and transform internal
and external resources in new and distinctive ways (Teece et al., 1997; Eisenhardt
and Martin, 2000). Thus, they consist of specific “organizational processes like
product development, alliancing, and strategic decision making that create value
for firms within dynamic markets by manipulating resources into new value-creating
strategies” (Eisenhardt and Martin, 2000: 1106). Specifically, to family firms they
need to develop capabilities in order to shed or reconfigure for example resources
which erode in value and become obsolete quickly in changing markets (Chirico
and Salvato, 2008). Capabilities are unique in family firms as they are the result
from the interactions between the family, its individual members and the firm
(Sirmon and Hitt, 2003]). Family firms are by definition committed organizations
characterized by intense interactions among family members within the family
and the business (Chirico and Salvato, 2008). For these reasons, they represent
an interesting context to use the dynamic capability approach. This is the only type
of organization where family members are both active in the family and in the firm
thus influencing in many ways how they deal with the changing environment and
how they reconfigure resources. According to Dyer (1994, p. 125), “feeling and
emotions related to change are likely to be deeper and more intense” in family
than in non-family firms, thus making capabilities change more difficult. This
rigidity may prevent family firms to adapt to the change environment. For instance,
if some family members are not emotionally committed to a change initiative, they
may not use their knowledge deliberately. On the contrary, highly committed family
members are likely to provide emotional support to change, hence making use of
capabilities and knowledge more timely and efficient (Chirico and Salvato, 2008).
As reconfigurations require support from organization leaders, few scholars would
challenge the potential impact of TMTs on firm growth. This point of view stems
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from the idea that decision-making outcomes reflect on how TMTs create, extend,
and modify the way in which firms react to environmental changes (Adner and
Helfat 2003; Teece 2007; Sirmon and Hitt 2009). Subsequent empirical work has
shown that family members on TMTs (Zahra, Neubaum, and Larrafeta 2007;
Chirico and Bau 2014) and family generations involved in TMTs (Sciascia, Mazzola,
and Chirico 2013) are important means to understand how family firms deal with
changing environments.

Such studies have largely followed the upper-echelons theory agenda (Ham-
brick and Mason 1984; Hambrick 2007), focusing on TMTs' collective demographic
characteristics and their effects on outcomes such as growth (Weinzimmer 1997).
With a few conceptual (Kor and Mesko 2013) and qualitative exceptions (Mar-
tin 2011), these studies therefore implicitly assume a homogenous involvement
of TMTs across firms, but rarely describe or measure this involvement. In other
words, their focus is on observable demographic proxies rather than actual
behavior (Carpenter, Geletkanycz, and Sanders 2004). The result is that our
understanding of how TMT pursue their functions is limited, primarily in regard
to the decision-making process (Beck and Wiersema 2013; Martin 2011). We
posit that focusing on TMT’s involvement in such decision-making represents
an important layer to better understand their contributions regarding growth.
Figure 1 presents our research framework.

FIGURE 1

Research framework

Top Management Team Strategic Involvement And Family Firm Growth

An emerging consensus in the dynamic capabilities literature suggests that the
involvement of TMTs in the strategic decision making process might result in
in superior performance (Sirmon and Hitt 2009). However, it is also important
to acknowledge that the involvement of TMT in the strategic decision making
process might also have negative consequences (Samba, Van Knippenberg and
Miller, 2018). Indeed, TMT is often a conflation of multiple and conflicting ideas,
preferences, and beliefs (Cyert and March 1963] which can create, strategic
dissent thus having a negative effect on firm outcome. However, there are also
studies suggesting positive effects of strategic dissent (e.g., Harrison and Klein,
2007) thus we argue that TMT involvement in strategic decision making has a
positive impact on family firm growth. This is even better explained in context
of family firms where we contend that high strategic involvement of TMTs in the
strategic decision making process facilitates firm growth for three reasons.

First, firm growth is likely to be facilitated by how intensively TMTs identify
opportunities and threats through scanning, searching, and exploring changes
in the firm’s environment (0’Reilly and Tushman 2008). This is related to under-
standing latent demands of customers, technological advancements, and
employee’s attitude to support growth (Chirico and Nordqvist 2010; Teece 2007).
Previous studies indicate that highly involved TMTs are likely to better handle
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opportunity identification (Martin 2011), because involvement provides access
to task-relevant information (Boone and Hendriks 2009), increases TMT member’s
confidence in their own abilities (Clark and Maggitti 2012), and eases the pro-
cessing of available information (Kuvaas 2002). In contrast, low involved TMTs
are more likely to rely on narrow information identification strategies (Hender-
son 1994), look only for familiar information (Hambrick 2007), and limit the
exchange of ideas to a few scenarios (Kuvaas 2002). This is even more important
in the context of family firms where TMT represents interests that are linked
to both the family and the business. Indeed, family involvement in TMT strategic
decision making process might bring unique benefits (Habbershon and Wil-
liams 1999]). The involvement of family firms TMTs in the strategic decision
making process might lead to positive outcome (such as growth). Indeed, family
firms TMTs involve in the strategic decision making process to develop more
successfully seize opportunities in the market (Le Breton-Miller and Miller,
2008), give new employment opportunities to succeeding generations, or simply
increase distributable dividends. Thus in the specific context of family firms,
growth is not only a measure of business success but also of the well-being of
the family over time (Olson et al., 2003; Calabro et al., 2017). Moreover, Family
involvement in the TMT is crucial for growth (Campopiano et al., 2019) due to
the critical role of top managers in strategic planning and execution.

Hypothesis 1.
TMT strategic involvement is positively related to family firm growth.

The Moderating Effect Of Prioritizing An Organic Growth Mode

Extant research suggests that family firms grow with different patterns (Eddleston
etal. 2013), and we expect that the impact of TMTs depends on family firm’s priority
for an organic growth mode. Organic growth refers to firm-internal extensions
of existing operations and products (Penrose 1959). In contrast to acquisitive
growth, an organic growth mode is likely to increase the emotional attachment
of the owning family with the firm and avoid the risk of losing control over the
business (Gomez-Mejia, Patel, and Zellweger 2015; Miller, Le Breton-Miller, and
Lester 2010, Bouzgarrou and Navatte 2014; Cadiou et al., 2017). Further, an organic
growth mode requires less effort to integrate different resource portfolios (Zaheer,
Castafer, and Souder 2013), which in turn could help family shareholders to
uphold a consistent image of the firm (Dyer and Whetten 2006).

Following Penrose (1959), organic growth strongly depends on the capacity
of TMTs to see and act upon matching perceived growth opportunities with the
firm’s resources (Lockett et al. 2011; McKelvie and Wiklund 2010). Over time
firms develop strong routines that limit the capacity of senior managers to
pursue this matching procedure (Vermeulen and Barkema 2001). This in turn
is likely to result in focusing on fine-tuning existing products and services instead
of identifying growth opportunities (March 1991) and places strong rigidities in
pursuing organic growth activities (Lockett et al. 2011). We contend that TMTs
with a high strategic involvement are better capable to deal with such burdens
when there is a priority to organic growth.

First, TMTs with a high involvement in strategic decision-making may be
better able to learn about a firm'’s existing operations. Penrose (1959) argues
that managers unfamiliar with a firm’s existing operations and services lack
the ability to identify growth-related opportunity and threats, especially when
they are new to the TMT. Such unfamiliarity is likely to increase TMT's time spent
to learn about firm’s products, services, and customers and leave little room
to develop a routinized way to delegate work to subordinates and focus on
planning for growth activities (Coad and Guenther 2014}, which is an important
aspect of successfully reconfiguring resources (Teece 2007). In comparison to
non-family firms, highly involved family firm TMTs are unlikely to have such
unfamiliarity, as their awareness of organization culture (Chirico and Nordg-
vist 2010), knowledge of a firm’s industry, competition and technological trends
(Zahra, Neubaum, and Larraneta 2007), networks with external stakeholders
(Zahra 2010) and intense social relationships between family members (Chirico
and Salvato 2008) may increase their capability to sense, size and reconfigure
resources to attain growth.

Furthermore, a clear priority to organic growth is likely to increase the focus
of TMTs to identify growth opportunities. In contexts of high priority to organic
growth, highly involved TMTs may be better able to accumulate knowledge about
firm specific procedures instead of dividing their scarce time to a variety of
activities. Salvato, Lassini and Wiklund (2007) for example show that positive
outcomes from pursuing a certain growth mode particularly accrue when family
managers are capable to accumulate, storage, and exploit knowledge from
inside the firm. As TMTs with a high strategic involvement are more likely to
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access a variety of information (Martin 2011) and better process available
information (Kuvaas 2002), we expect that highly involved TMTs are more capable
to contribute to family firm growth when there is a clear priority to pursue an
organic growth mode.

Hypothesis 2.

A priority for organic growth moderates the TMT strategic involvement-family
firm growth relationship such that the positive relationship is stronger when
family firms prioritize an organic growth mode.

The Moderating Effects Of Internal Dynamism And Environmental Dynamism
We further argue that the relationship between TMT strategic involvement and
firm growth is moderated by internal dynamism and environmental dynamisms.
Both factors have been recognized as important to explain the link between
dynamic capabilities and decision-making outcomes (Aragon-Correa and
Sharma 2003; Drnevich and Kriauciunas 2011; MacLean, Maclntosh, and
Seidl 2015). Our distinction between internal dynamism and environmental
dynamism is consistent with previous research (Teece, Pisano, and Shuen 1997;
Ambrosini and Bowman 2009) and follows from the argument that TMTs have
more discretion to deal with internal dynamism (Schaffer and Willauer 2003).

Internal Dynamism

Internal dynamism relates to unpredicted changes in a firm’'s stock of financial,
technological, and reputational assets (Teece, Pisano, and Shuen 1997) and
serves as an important antecedent for manager’s effectiveness in anticipating
and implementing strategic decisions (Sch&ffer and Willauer 2003). High levels
of internal dynamism create uncertainty and variability in the firm and in its
relations with external actors (Tushman and Rosenkopf 1996). As a result,
managers tend to centralize decision-making, decrease long-term planning,
non-selectively cut resources, and lose support from subordinates (Cameron,
Kim, and Whetten 1987). We expect that TMTs with a high strategic involvement
are more capable to avoid such drawbacks for two reasons.

First, previous research shows that senior managers tend to increase their
psychological commitment to the firm when there is high level of internal
dynamism (Reilly, Brett, and Stroh 1993). As family TMT members are typically
characterized by such strong commitment (Patel and Cooper 2014), highly
involved TMTs are likely to better circumvent drawbacks from internal dynamism

and in turn realize growth when their involvement in decision-making is high.
This is likely to be facilitated by family firm leaders promoting a growth-supportive
organization climate (Chirico and Nordqvist 2010) and fostering family firm's
continuity and unity (Eddleston et al. 2013}, especially through sharing information
with all employees (Upton, Teal, and Felan 2001). In turn, as highly involved TMTs
are characterized by a strong sense to set strategic objectives and developing
strategic options, we expect that TMT strategic involvement is particularly
beneficial when internal dynamism is high.

Second, high internal dynamism is associated with perceptions of an insecure
future and inadequate treatment by the organization (Kiefer 2005) as well as a
destabilization of relationships between organizational departments (Maltz,
Souder, and Kumar 2001). Highly involved family TMTs are more likely to have
a deep understanding of such inner-organization dynamics and social relation-
ships (Salvato and Melin 2008) and hence are more capable to anticipate resistance
in the firm and include information from a variety of sources in their deci-
sion-making. Accordingly, we suggest that firm growth is likely to benefit from
high TMT strategic involvement in a context of high internal dynamism.

Hypothesis 3.

Internal dynamism moderates the TMT strategic involvement-family firm
growth relationship such that the positive relationship is stronger as internal
dynamism increases.

Environmental Dynamism

Environmental dynamism refers to the degree of unpredictable changes in a
firm’'s environment (Miller and Friesen 1983) and is characterized by information
ambiguity and inaccuracy as well as a need to engage in fast, yet comprehensive
decision-making processes (Eisenhardt 1989). As TMTs in such contexts are
likely to lack complete information and sufficient time to discuss growth strategies
(Hmieleski and Ensley 2007), TMTs with a higher strategic involvement should
be more capable to sense, size, and reconfigure resources to attain growth.

Previous research suggests that dynamic environments require higher levels
of efforts as well as more time for scanning information than stable environments
(Milliken 1987), with TMTs who do not actively participate in this process are likely
to suffer from a lack of information (Hmieleski and Ensley 2007). Senior managers
in dynamic environments also tend to be more proactive in searching information,
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due to their willingness to anticipate emerging opportunities rather than reacting
to strategic moves by competitors (Amit and Schoemaker 1993; Aragon-Correa
and Sharma 2003). In family firms TMTs such proactive searches are likely to
result in a better identification of promising strategies (Sharma 2000) and higher
investments in the development of new products and designs (Aragon-Correa and
Sharma 2003). Consistently with that family firm’s decision-making speed increases
family managers’ beliefs in how easy it is to attain growth through proactive,
innovative and risk-taking behaviors [Casillas, Moreno, and Barbero 2010).

Conversely, stable environments are characterized by less ambiguity and
time restrictions (Hmieleski and Ensley 2007, in turn decreasing the need for
TMT family members to become actively involved in strategic decision. Senior
managers in stable environments primarily draw on existing information and
mental models to formulate decisions (Hough and White 2003) and take a passive
line in identifying growth opportunities to extract resources for private family
gains (Chirico and Bau 2014). Furthermore, due to their informal governance
mechanisms (Calabro and Mussolino 2013), family firms show great speed in
their decision-making processes (Casillas, Moreno, and Barbero 2010), signaling
that TMT family members in stable environments are less likely to dedicate
adequate time and effort to strategic decision-makings. Accordingly, we contend
that family firm growth benefits from high TMT strategic involvement in contexts
of high environmental dynamism.

Hypothesis 4.

Environmental dynamism moderates the TMT strategic involvement-family
firm growth relationship such that the positive relationship is stronger as
environmental dynamism increases.

Methods

Sample

Our hypotheses were tested through survey data from German family firms.
Consistent with previous research (Calabro et al. 2016), we identified all firms
listed in the Bureau van Dijk AMADEUS database that had (1) at least two family
members serving on the TMT, and/ or (2] at least 50.1% ownership by one family.
1,567 firms fulfilled these criteria. Following a key informant approach (Kumar,
Stern, and Anderson 1993), we sent the survey to the firm’s highest ranking TMT

member in summer 2013, with a follow-up mailing administered several weeks
afterwards. This approach was suitable for our study, as these individuals consist
of the most accurate overview of strategic decision-making (Zahra 2010; Zahra,
Neubaum, and Larrafieta 2007). We used a Kolmogorov-Smirnov (K-S) two-sample
test to identify a potential bias by comparing CEO and non-CEO responses
regarding our key variable firm growth and found no differences (p = 0.989). We
achieved 460 responses for a response rate of 29.4%. Excluding 103 cases with
missing data leaves us with a sample of 357 firms.

We assessed a potential sample selection bias by using an ANOVA between
respondents before and after the follow-up mailing and the results indicated
no differences. We also conducted K-S two-sample tests to assess whether the
mean and distribution of firm size (total number of employees), firm sales (total
sales in EUR], family ownership (% of equity held by the family) and family
generation (number of family generations since founding) were different for
firms with completed and non-completed questionnaires. Analyses showed that
sample selection bias is unlikely to confound our results (p . = 0.650;
P firmsates = 0-7605 P i wnership = 0-7 793 P irm age = 0.420). 44% of the firms had 250
employees or less, 13% had between 251 and 500 employees, and 43% had more
than 500 employees; the average firm age is 95 years. In comparison to other
studies on German family firms (Zellweger et al. 2012; Calabro et al. 2016), the
sample includes larger and older firms. One reason for these deviations may
be that our sample is considerably larger than that in prior research, and our
identification criteria follow a stricter family firm definition.

Variables

TMT Strategic Involvement

The measure of TMT strategic involvement was developed for the purpose of our
study based on Judge and Zeithaml's (1992) scale and Calabro et al.'s (2013) and
Santulli et al. (2010) suggestion to adapt it to family firm settings. Germany has
a two-tier governance system with a strict separation between TMTs (management
boards) and supervisory boards. We only addressed TMT members in our
questionnaire and reworded the original scale according to the German specifics.
Respondents were asked on a five-point Likert scale to assess the degree to
which the TMT during the 2009-2013 period was (1) setting strategic objectives,
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(2) developing strategic options, (3) evaluating strategic options, (4) implementing
corporate strategies, and (5) evaluating the implementation of strategy. The
variable was computed as a mean of the five items. To validate this measure,
we performed a principal component analysis. Results suggested that the items
well replicated the overall construct (KMO = 0.830; p of Bartlett's test = 0.000;
AVE = 0.788), Cronbach’s Alpha was 0.931.

Organic growth priority

Previous research used secondary data to operationalize organic growth (Delmar,
Davidsson, and Gartner 2003; Lockett et al. 2011), yet this approach looks at
realized rather than prioritizing an organic growth mode. Accordingly, we measured
organic growth priority with a dummy variable by asking the respondents whether
they considered organic growth of high relevance for the firm. To establish the
construct validity of this measure, we asked the respondents whether they
considered growth via acquisitions and mergers of high relevance for the firm.
Both variables showed a modest yet significant negative relationship (r=-0.094,
p < 0.05), indicating that organic and acquisitive growth represent different
growth modes.

Internal And Environmental Dynamism

Adopting the approach by Drnevich and Kriauciunas (2011) and comparable with
Halevi, Carmeli, and Brueller (2015), we calculated asset dynamism (as a measure
of internal dynamism) and profitability dynamism (as a measure of environmental
dynamism) by asking the respondents to evaluate how the firm’s total assets/
profitability changed during the 2009-2013 period (Miller and Friesen 1983).
Response options included: (1) shrinking significantly, (2) shrinking moderately,
(3) about the same, (4] grew moderately, (5) grew significantly. We then calculated
the measure for asset/ profitability dynamism by comparing the firm’s response
with its industry average (Drnevich and Kriauciunas 2011; Milliken 1987).

Firm Growth

We used four items from Eddelston et al.’s (2013) scale to measure firm growth.
Respondents were asked on a five-point Likert scale to which degree the firm
currently (2013) grows much worse or much better than its competitors in terms
of (1) sales, (2) market share, (3) number of employees, and (4) profitability. The

variable was computed as a mean of the four items. Validity was tested through
a principal component analysis that suggested a good reflection of the construct
by the items (KMO = 0.753; p of Bartlett’s test = 0.000; AVE = 0.635], Cronbach’s
Alpha was 0.795.

Control Variables

At the firm level, we controlled for the logarithm of firm size (total number of
employees), the logarithm of firm age (number of years since founding), the
family generation in charge (number of family generations since founding), and
past employment growth, i.e. the extent to which the number of employees
increased during the 2009-2013 period on a five-point Likert-scale (Kraiczy,
Hack, and Kellermanns 2015), as these factors may influence growth (Eddleston
et al. 2013). Logarithms were used due to the right-skewness of the variables.
Considering the importance of industry on growth (Moreno and Casillas 2007)
we further controlled for industry (1 = manufacturing; 0 = otherwise] to account
for different levels of competitiveness in a firm’s environment (Delmar, Davidsson,
and Gartner 2003). Family ownership (% of equity held by the controlling family)
reflected on the association between family ownership and risk taking (Zahra 2005;
Houssam and Navatte, 2014). At the CEO level, we controlled for CEO family origin
(CEO being a family member vs. non-family member) and CEO tenure (number
of years in the CEO position). These measures reflected on the CEOQ’s influence
on strategic decision-making (Minichilli, Corbetta, and MacMillan 2010]. At the
TMT level, following previous research (Weinzimmer 1997; Zahra, Neubaum,
and Larrafeta 2007; Chirico and Bau 2014), we controlled for family TMT ratio
(number of family TMT members divided by the total number of TMT members)
and the logarithm of TMT size (total number of TMT members). The logarithm
was used due to the right-skewness of the variable.

Common Method Bias

As our variables were derived from survey measures, common method bias
could cause spurious results. We accordingly applied procedural remedies to
avoid a common method bias (Podsakoff et al. 2003). This included adjusting the
questionnaire through the help of a panel of academics and practitioners, placing
the variables of interest in different survey parts, guaranteeing confidentiality,
and relying on clearly-worded operationalizations. Furthermore, we employed
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a regression-based marker technique (Siemsen, Roth, and Oliveira 2010) and
estimated our models by including a marker variable that (1) was not correlated
with our variables of interest (correlations ranged between r = -0.126 and
r=0.008], and (2) was likely to suffer from social desirability bias. We used an
item capturing the extent to which the family firm’s goal is providing job and
entrepreneurial opportunities for family members as our marker variable.
Including this marker variable in our analyses did not confound the results,
indicating that common method bias is not a severe problem.

Analysis and Results

We tested our hypotheses using hierarchical linear regression analysis with
Huber/White heteroscedasticity-consistent standard errors. All variables involved
in calculating the interaction terms were mean-centered to facilitate the inter-
pretation (Aguinis, Gottfredson, and Wright 2011). None of the variance inflation
factors (VIF) approached the commonly accepted threshold of 10. The highest VIF
value (2.415) was acceptable; the average VIF in the full model was 1.455. The
Breusch-Pagan/ Cook-Weisberg test (x2 (1) =0.62, prob > x 2= 0.432) and the White
test (x? (122) = 139.07, p = 0.138) signaled no heteroscedasticity problems.

A potential endogeneity problem was tested by utilizing an instrumental
variable for TMT strategic involvement. We identified family economic goals as
an instrument, measured by asking respondents on a five-point Likert scale to
which extent maximizing profits is important for the firm. The item was mean-
centered by the average response to this question in the firm’s industry. The
instrument showed a significant positive correlation with TMT strategic involvement
(r=0.324, p < 0.01), but was not correlated with firm growth (r=0.032, p > 0.10).
The theoretical rational is that family firms differ in the degree to which they
pursue economic goals, and this may affect how involved TMTs are in growth-
related strategic decision-making, independent from actual growth (Eddleston
et al. 2013). Using STATA's IVREGRESS command, we calculated a two-stage
least squares regression with Huber/White heteroscedasticity-consistent standard
errors. The Wu-Hausman F test (F = 0.200, p = 0.655) and the Durbin-Wu-Hausman
Y’test (x?=0.210, p = 0.647) were non-significant, indicating that our independent
variable is exogenous and the OLS results are robust.

Results

Table 1 provides the descriptives, and Table 2 the correlations for our variables.
Table 3 presents the results of the analyses. Model 1 includes only the control
variables. They remained insignificant throughout the analyses, with the exception

of a

positive effect of firm size and past employment growth on firm growth.

This is in line with previous research in that larger and fast-growing firms have
more resources for future growth investments (Casillas, Moreno, and
Barbero 2010; Colombo et al. 2014).

TABLE 1
Descriptive statistics

Variable SD
1 | Firm size (ln) 6.06 1.80 0.00 12.55
2 | Firm age (ln) 4.35 0.66 1.79 b.44
3 | Family generation in charge 3.21 1.66 0 10
4 | Past employment growth 3.70 0.93 1 5
5 | Industry (manufacturing) 0.64 0.48 0 1
6 | Family ownership 97.34 9.67 40 100
7 | CEO family origin 0.84 0.37 0 1
8 | CEO tenure 19.98 13.80 0 60
9 | TMT size (ln) 0.91 0.55 0.00 2.89
10 | Family TMT ratio 0.61 0.36 0 1
11 | Organic growth priority 0.92 0.27 0 1
12 | Internal dynamism 0.01 0.80 -2.77 1.23
13 | Environmental dynamism 0.03 0.99 -2.42 1.58
14 | TMT strategic involvement 4.24 1.01 1.00 5.00
15 | Firm growth 3.37 0.61 1.50 5.00
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TABLE 2

Correlations
Variable
1| Firm size (ln) 1
2 | Firm age (ln) 23%* 1
3 | Family generation in charge 26** .83** 1
4 | Past employment growth 18%* -.12* -.13* 1
5 | Industry (manufacturing) 3 18** 2% -.04 1
6 | Family ownership -.05 -.01 -.01 .02 .02 1
7 | CEO family origin —40** | -16%F | -20%* .10 -.09 24%* 1
8 | CEO tenure -.23** -.02 -.08 .02 -.07 13* A 1
9 | TMT size (ln) L2 J4* 6%* .09 .03 -.02 —.15%* .02 1
10 | Family TMT ratio -.D4** -.13* - 17** -.07 -.08 21 .62%* 36** -.50** 1
11 | Organic growth priority 3** A1 .08 18** .03 -.07 -.01 .04 .07 - 11* 1
12 | Internal dynamism .10 -.07 -.12* 59** .01 A .09 .07 .06 -.03 5% 1
13 | Environmental dynamism .05 -.04 -.03 37** -.03 18** .10 .09 .04 .02 9 Lb** 1
14 | TMT strategic involvement .00 .01 .01 23** .05 .03 A7 .09 .01 .03 .01 .30** A1 1
15 | Firm growth J9** - 11 -1 .38** -.01 .04 -.03 -.02 .06 - 13** 9** 36** LT 26**

Note: N =357.p < 0.01; * p < 0.05. All reported significances are two-tailored.

TABLE 3
Results of hierarchical regressions analysis on firm growth

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7
Control variables
Firm size (ln) 0.037 0.034* 0.035* 0.039* 0.035 0.042* 0.045*
(0.023) (0.023) (0.021) (0.022) (0.022) (0.020) (0.022)
Firm age (ln) -0.142 -0.149 -0.120" -0.112 -0.123 -0.013 -0.134
(0.097) (0.098) (0.070) (0.112) (0.110) (0.000) (0.106)
Family generation in charge 0.035 0.035 0.026 0.025 0.028 0.028 0.031
(0.041) (0.040) (0.021) (0.050) (0.049) (0.047) (0.046)
Past employment growth 0.233*** 0.206*** 0.110** 0.115** 0.106** 0.107** 0.103**
(0.036) (0.040) (0.041) (0.041) (0.040) (0.040) (0.040)
Industry (manufacturing) 0.020 0.015 -0.002 -0.008 -0.005 0.005 -0.008
(0.066) (0.068) (0.061) (0.063) (0.064) (0.063) (0.063)
Family ownership 0.001 0.000 -0.005 -0.004 -0.005 -0.005 -0.003
(0.004) (0.004) (0.003) (0.004) (0.004) (0.004) (0.004)
CEO family origin -0.040 -0.086 -0.083 -0.075 -0.079 -0.068 -0.046
(0.114 (0.121 (0.105 (0.114 (0.120) (0.115) (0.112)
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TABLE 3
Results of hierarchical regressions analysis on firm growth

Variables Model 1 Model 2
CEO tenure 0.001 0.001 0.000 0.000 -0.000 -0.001 -0.001
(0.003 (0.003 (0.002 (0.003 (0.003) (0.003) (0.002)
TMT size (ln) -0.027 -0.081 -0.022 -0.046 -0.009 -0.038 -0.031
(0.073 (0.146 (0.066 (0.077 (0.079) (0.077) (0.071)
Family TMT ratio -0.090 -0.069 -0.068 -0.092 -0.059 -0.062 -0.066
(0.142) (0.143) (0.121) (0.134) (0.146) (0.137) (0.126)
Main effects
TMT strategic involvement 0.109** 0.107*** 0.102** 0.097* 0.120*** 0.089*
(0.036) (0.030) (0.039) (0.044) (0.036) (0.041)
Moderators
Organic growth priority 0.182 0.184 0.179 0.192 0.190
(0.115 (0.129 (0.132) (0.124) (0.130)
Internal dynamism 0.002 0.003 -0.001 -0.001 -0.009
(0.048 (0.056 (0.055) (0.055) (0.056)
Environmental dynamism 0.253**x* 0.251*** 0.256*** 0.246%** 0.252%*x*
(0.033) (0.039) (0.038) (0.038) (0.036)
Interaction effects
Organic growth priority* 0.241 0.270°
TMT strategic involvement (0.158) (0.168)
Internal dynamism* -0.035 -0.0921
TMT strategic involvement (0.044) (0.053)
Environmental dynamism* 0.089* 0.099*
TMT strategic involvement (0.044) (0.047)
Constant 3.662%** 3.2271%*x 4.175%** 4.053*** 4.184%** 4.156*** 4.047%**
(0.500) (0.343) (0.419) (0.504) (0.331) (0.392) (0.493)
F 6.169*** 6.801*** 11.465%** 11.159*** 10.783*** 11.432%** 10.900***
R? 0.151 0.178 0.319 0.329 0.321 0.334 0.353
Adjusted R? 0.126 0.152 0.291 0.299 0.291 0.305 0.320
Change in R? 0.157%** 0.027*** 0.147%** 0.010* 0.002 0.015** 0.034***

Note: Unstandardized coefficients with heteroscedasticity-consistent standard errors in parentheses. N = 357.*** o < 0.001; ** p < 0.01; * p < 0.05; T < 0.10.
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FIGURE 2

Moderating effect of organic growth priority on the relationship
between TMT strategic involvement and firm growth
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moderate the relationship between TMT strategic involvement and firm growth.
The results in Model 4 (B =0.241, p > 0.10) and Model 7 (3 = 0.270, p < 0.10) provide
marginal support for this hypothesis. Hypothesis 3 proposes that internal
dynamism would positively moderate the relationship between TMT strategic
involvement and firm growth. However, as shown in Model 5 ( =-0.035, p > 0.10)
and Model 7 (B =-0.092, p < 0.10), the interaction term has a marginal negative
relationship. Hence, hypothesis 3 is not supported. Hypothesis 4 suggests that
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FIGURE 4

Moderating effect of environmental dynamism on the
relationship between TMT strategic involvement and firm growth
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Discussion and Implications

Prior research on TMTs in family firms has predominantly relied on coarse proxies
of TMT behavior (Minichilli, Corbetta, and MacMillan 2010; Sciascia, Mazzola, and
Chirico 2013) and reports mixed results regarding their contributions for strategic
decision-making (0'Boyle, Pollack, and Rutherford 2012). In this study, we contend
that integrating a dynamic capabilities perspective into this line of thought adds
knowledge to how TMT's heterogeneous involvement across family firms shapes
firm growth, and thereby also make a contribution to disentangle the mixed findings
in previous research at the TMT-family firm growth interface (Zahra, Neubaum,
and Larraneta 2007; Colombo et al. 2014; Melin and Nordqvist 2007)

Our findings first underline that growth in family firms depends on the extent
to which TMTs are involved in the strategic decision making process (0'Reilly
and Tushman 2008; Teece 2007). Highly involved TMTs contribute to family firm
growth due to their capacity to collect and synthesize information on growth-re-
lated opportunities, analyze multiple alternatives and their drawbacks, and
evaluate decision consequences from a variety of perspectives. Our results thus
confirm that TMT’s involvement in strategic decision-making can be considered
an organizational routine through which the firm'’s resource base is altered to
generate new strategies (Eisenhardt and Martin 2000), and represents a mech-
anism to translate managerial traits into decision-making outcomes (Hinsz,

Tindale, and Vollrath 1997). Previous research has focused on demographic
TMT attributes, such as the number of TMT family members (Zahra, Neubaum,
and Larrafneta 2007; Minichilli, Corbetta, and MacMillan 2010}, although such
attributes show little, if any, consistent relationship with strategic decision-making
outcomes (0'Boyle, Pollack, and Rutherford 2012). Our focus on TMT's actual
involvement therefore adds to the sparse literature on processes among senior
executives in regard to adapting a firm's resources to its environment (Martin 2011;
Kor and Mesko 2013; Salvato, Lassin, and Wiklund 2007). By investigating the
impact of their involvement in strategic decision-making, we offer an intermediate
step to explain how dynamic capabilities are translated in firm-level behavior,
complementing previous research that focused on managerial collaborative
behaviors and interactions (Martin 2011).

We further expected that the relationship between TMT strategic involvement
and firm growth is likely to vary by context characteristics. In support of hypoth-
esis 2, we find that highly involved TMTs are more capable to devote their scarce
time and efforts to identify growth opportunities when there is a clear organic
growth priority. We take this finding as a possible way through which TMTs help
to overcome organizational rigidities that are typical results of an organic growth
mode (Lockett et al. 2011; McKelvie and Wiklund 2010; Vermeulen and Barkema 2001).
Consistent with the Penrosean logic that manager’s joint experience in combination
with a proactive search for opportunities is an important means to attain growth
(McKelvie and Wiklund 2010; Penrose 1959), prioritizing organic growth may create
a clear, common understanding of strategic issues among TMT members that
allows both efficiently accumulating and allocating resources to attain growth
(Kellermanns et al. 2011). In turn, a priority for organic growth could sustain the
strong emotional attachment of the owning family with the firm (Gomez-Mejia,
Patel, and Zellweger 2015; Miller, Le Breton-Miller, and Lester 2010) and the desire
to uphold a consistent image of the firm (Dyer and Whetten 2006).

In hypothesis 3 we theorized that high levels of TMT's involvement in strategic
decision-making circumvent the drawbacks from high internal dynamism
(Kiefer 2005; Maltz, Souder, and Kumar 2001). Our findings yet indicate that
growth is weakened from highly involved TMTs in such contexts. One potential
explanation follows from the political perspective on strategic decision-making
(Eisenhardt and Bourgeois 1988). Internal dynamism may create tensions within
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TMTs to compete for shrinking assets and increase rivalry among TMT members.
In turn, increased TMT strategic involvement is more concerned with political
maneuvering than with exploring growth opportunities. Our interpretation is
consistent with prior research in that competing interests within family firm
TMTs have a diminishing impact on growth (Colombo et al. 2014) and performance
(Chirico and Bau 2014).

We further received support for our hypothesis 4 that the relationship between
TMT strategic involvement and firm growth is moderated by environmental
dynamism. High TMT strategic involvement is particularly beneficial for growth
in dynamic environments, as such TMTs have more time for scanning information
(Milliken 1987) and are less likely to suffer from a lack of information (Hmieleski
and Ensley 2007]). This finding is consistent with Teece et al. (1997) in that
manager’s contribution to the strategic decision making process benefits from
highly dynamic environments, and complements previous research that focused
on the moderating role of environmental dynamism on the relationship between
family TMT members and firm performance (Chirico and Bau 2014). Interestingly,
we also observe a direct effect of environmental dynamism on growth regardless
of TMT’s involvement. This is in line with Sciascia, Mazzola, and Chirico (2013),
and indicates that family firms operating in dynamic environments are particularly
able to profit from perceived changes in their environment by discovering,
creating and exploiting growth opportunities.

Two important contributions emerge from our study. First, our research adds
to the literature on TMTs in family firms by clarifying the effect of TMT strategic
involvement. We show how TMT's strategic involvement affects growth, and
hence provide novel insights to previous studies that found mixed evidence
regarding the effect of TMTs on family firm growth (Zahra, Neubaum, and
Larrafneta 2007; Colombo et al. 2014). Second, we add some knowledge to the
literature on contextual factors of TMT's impact on strategic decision-making
(Yamak, Nielsen, and Escriba-Esteve 2014; Bromiley and Rau 2016} by differ-
entiating between firm’s internal (priority for an organic growth mode, internal
dynamism]) and external context determinants (environmental dynamism). Our
results show that the effect of TMT strategic involvement on firm growth is likely
to be altered by how differently senior executives perceive the firm'’s internal
and external environment, supporting and extending the suggestion that TMTs

do not operate in a vacuum (Carpenter, Geletkanycz, and Sanders 2004). With
respect to the family firm literature, we also provide empirical support to a
recent suggestion that “industry characteristics, when coupled with firm-specific
behaviors associated with family governance, can account for why some types
of family businesses do well” (Le Breton-Miller and Miller 2015, 1350; Miller
and Le Breton-Miller 2003).

Our findings have also implications for family owners. First, family owners
must be aware that TMT composition attributes, such as a having family TMT
members, may only be a conditioning rather than a determining factor to attain
growth. Instead it is necessary to motivate TMT members to actively participate
in setting strategic objectives, developing and evaluating strategic options, and
implementing growth strategies. Second, family owners may benefit from clearly
articulating their prioritized growth mode to TMTs. As highly involved TMTs are
especially positive for firm growth when there is a strong priority for an organic
growth mode, TMTs must be considered to be a valuable asset to deal with potential
drawbacks from an organic growth mode. Finally, family owners should look out
for the contextual conditions in which TMTs operate. This is important as the
effect of TMT strategic involvement on firm growth differs according to dynamism
in the firm’s internal and environmental context. Whereas family owners can
profit from a highly involved TMT in context of high environmental dynamism,
they should be more cautious in contexts of high internal dynamism.

Conclusion
This study draws attention to the context-driven impact of TMT strategic involvement
on family firm growth. Most importantly, growth is facilitated by TMTs with a high
involvement in the strategic decision making process in contexts of high priorities
to an organic growth mode and high environmental dynamism, while —in contexts
of high internal dynamism- growth is more likely to occur with a comparatively
low TMT strategic involvement. In sum, our findings illustrate that the dynamic
capabilities literature offers interesting insights for understanding family firm
growth and the contributions of family firms TMTs in this regard.

Our study has some limitations that offer several future research routes.
First, due to the limited availability of information in archival sources, it was
difficult to obtain longitudinal data. We relied on a perceptual growth measure,
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following from the notion that such measures strongly correlate with objective
performance data (Ling and Kellermanns 2010) and well captures the construct’s
multidimensionality (Dess and Robinson 1984). We encourage scholars to verify
our findings by using objective growth measures and employing a longitudinal
research design. Second, our sample firms are mainly dominated by a family
CEO. Although we do not find that this condition affects our model, it raises
some interesting questions; for instance, how do TMTs and CEOs interact with
each other to recognize growth potentials? Future studies should incorporate
this aspect in a multi-level research design. Third, we limit our study to TMT's
strategic involvement as a determinant of how managers reconfigure a firm's
resource base to attain growth. Future research may investigate if other TMT
factors such as human or social capital affect how TMTs react to changing
environments. Forth, our data unfortunately do not allow differentiating between
various industries and therefore cannot calculate objective measures for external
dynamism. Future research may want to compare our guestionnaire-based
approach with more objective measure for the main constructs. In line with our
study we encourage further studies on the dynamic capabilities of family firms
which are few and represents a fruitful and interesting area of research.

Finally, the family firms studied are quite large and old. Given that growth is
bounded to size contingencies (McKelvie and Wiklund 2010), further research
should explore other rationales to explain growth patterns.
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