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ABSTRACT
We review the theoretical and empirical literature on the resource-based view in the context of
family businesses using a framework of intangible resources. This approach allows us to
structure the present research on value adding resources in family firms into four clearly distinct
groups — organizational culture, reputation, human capital and networks — and provides us with
the opportunity to examine the interactions of these intangible resources. We use these

relationships to offer a future research agenda that is focused on the creation of competitive

advantage through the combination and recombination of these resources.
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INTRODUCTION

Over the last decade, the question as to whether family firms outperform non-family firms and

the reasons for this postulated outperformance have become one of the most intriguing topics on



the family-firm research agenda. Although most studies suggest that family firms perform better
than non-family firms (e.g., Anderson and Reeb 2003; Lee 2006; McConaughy, Matthews and
Fialko 2001; Miller and Le Breton-Miller 2006a; Villalonga and Amit 2006), more nuanced
conclusions are also often drawn (e.g., Barontini and Caprio 2006; Lubatkin, Durand and Ling
2007; Miller, Le Breton-Miller, Lester and Cannella 2007; Steier 2001), and it is argued that
several conditions need to be met for a family firm to have superior performance. Barontini and
Caprio (2006), for example, find that only family firms where the company’s founder is the CEO
show superior performance, and Miller et al. (2007) even suggest that only public family firms
where only the founder and no other family members are present perform better. Other proposed
requirements are a high level of trust (Steier 2001) and a psychosocial form of parental altruism
(Lubatkin et al. 2007).

In order to capture the uniqueness of family firms, family-business scholars using primarily
a resource-based view have introduced concepts such as ‘familiness’ (Habbershon and Williams
1999), ‘family capital’ (Hoffman, Hoelscher and Sorenson 2006), the ‘family effect’ (Dyer 2006)
and ‘family social capital’ (Arregle, Hitt, Sirmon and Very 2007). The resource-based view
focuses on the way in which competitive advantage is achieved and sustained over time (Penrose
1959; Prahalad and Hamel 1990; Wernerfeldt 1984) and examines idiosyncratic firm resources
that contribute to sustaining the competitive advantage (Barney 1986, 1991). The unique
resources of family firms originate in the interaction of the family and the business and are
considered complex, dynamic and intangible (Habbershon and Williams 1999). Moreover, it is
asserted that the unique bundle of family-firm resources can create both advantages and

disadvantages for the family firm (Sirmon and Hitt 2003).



To date, research on family firms has developed considerably (Craig, Moores, Howorth and
Poutziouris 2009) and is characterized by a broad diversity in approaches. Thus, a review of the
literature can provide an integrative framework. The aims of this paper are to review the body of
theoretical and empirical contributions in the field using an integrative framework and to propose
new avenues for future research. Among the possible resources, intangible resources are
considered the most likely to provide a competitive advantage (Barney 1991). While most
authors acknowledge that the resources that make family firms unique are intangible (e.g.,
Habbershon and Williams 1999; Sirmon and Hitt 2003), they fail to use an intangibles
framework to study them. We use the intangibles framework introduced by Hall (1992, 1993) as
an integrative tool to take stock of the current literature. Building on Hall’s (1992) framework,
we discuss the literature on the basis of four groups of family firm intangibles: organizational
culture, reputation, human capital and networks. This enables us to provide a new integrative
way of looking at, and categorizing, intangible family resources thereby enlarging our
understanding of the added value of these features for family firms. Furthermore, we use this
framework to propose and discuss new directions for future research by exploring how family
specific intangible resources and their interactions provide family firms with a sustained
competitive advantage over non-family firms. In previous research, the resources of family firms
have generally been discussed separately as sources of competitive advantage, but we build on
the idea of Penrose (1959) that resources rarely create value in isolation and suggest that
intangible resource recombinations may be a source of value (Lockett, Thompson and
Morgenstern 2009). As such, we propose a dynamic framework to depict how these intangibles

influence each other in their creation of competitive advantage and suggest new directions for



research based on recombinations of these resources to understand the ‘family effect’ on several
performance variables.

First, we provide a general discussion of the theoretical perspectives used to study
competitive advantage of intangible resources in the context of family firms. Second, we discuss
the four overall groups of family-firm intangibles. Third, we present a dynamic model of
interacting family firm intangibles. Finally, we offer some concluding remarks about how these

ideas might be extended.

THEORETICAL PERSPECTIVES

Resource-based view

In the comparison of the performance of different types of firms, the resource-based view is an
important perspective (Wernerfelt 1984). This theory suggests that the performance level of a
firm is mainly attributable to its resources (Penrose 1959). It assumes that resources are
asymmetrically distributed among competing firms and are not perfectly mobile (Barney 1991).
To provide a sustained competitive advantage, a resource must be valuable, rare, and imperfectly
imitable and must have no equivalent substitute (Barney 1991). Barney (1991) describes a
resources as valuable when it can be used to enhance the firm’s effectiveness or efficiency and
rare when it is not used by a large number of firms at the same time. These two characteristics
enable a resource to be the basis of a competitive advantage. In order for the competitive
advantage to be sustained, the resource should also be imperfectly imitable; that is, other firms
should not be able to copy it. Lastly, there must be no equivalent substitute for the resource, i.e.,
there is no resource that allows another firm to pursue the same strategy. In addition, it is also

important to ascertain how these resources are used by their owner. Specifically, resources need



to be converted into administrative or productive capabilities (Hahn and Doh 2006; Hansen,
Perry and Reese 2004; Penrose 1959). Both types of capabilities refer to the ability of a firm to
undertake a productive activity by deploying bundles of resources (Teece, Pisano and Shuen
1997), but administrative capabilities refer specifically to the role of the managers in deciding
how resources should be used.

Barney (1991) points out that there are three types of resources: physical capital resources,
human capital resources and organizational capital resources. The first category corresponds to
the group of tangible resources while human and organizational capital resources are intangible
by nature (Michalisin, Smith and Douglas 1997). Tangible resources are concrete and include
resources such as materials and land (Haanes and Fjeldstad 2000). Intangible resources,
however, are immaterial and mostly tacit (Carmelli 2004; Villalonga 2000). It is commonly
asserted that intangible resources can provide firms with a competitive advantage (e.g., Barney
1991; Michalisin et al. 1997; Penrose 1959; Prahalad and Hamel 1990). While tangible resources
are flexible and fairly easily imitated (Carmeli 2004), intangible resources are difficult to
develop or replicate (Itami 1987).

We believe that looking at the resource-based view through an intangibles lens is especially
useful for studying family firms. Family firms possess certain intangible resources resulting from
the interaction between the business and the family that have the characteristics needed to
provide a sustained competitive advantage over non-family firms. The next section describes and

justifies the framework that we have chosen to discuss family firm intangibles.



The existing intangibles frameworks

Family firms are considered unique when compared to their non-family counterparts with regard
to their resources and capabilities (Habbershon and Williams 1999). Their tangible resources
may be comparable to those of non-family firms, but the characteristics of family-firm intangible
resources appear to be quite distinctive. Some of these intangibles are brought together under the
concept of ‘familiness’ (Cabrera-Sudrez, Sad-Pérez and Garcia-Almeida 2001; Chrisman, Chua
and Steier 2005; Habbershon and Williams 1999; Sirmon and Hitt 2003). It is suggested that
‘familiness’ results from the interaction between the family and the business and refers to a
number of unique resources (Habbershon and Williams 1999). Sirmon and Hitt (2003) identify
five resources as components of ‘familiness’: human capital, social capital, survivability capital,
patient capital and governance structure. Other family intangibles have been identified under the
notion of ‘family capital’: information channels, obligations and expectations, reputation,
identity and moral infrastructure (Hoffman et al. 2006). Focussing on the family relationships,
the concept of ‘family social capital’ can be added to the list (Arregle et al., 2007).

However, there is no generally accepted definition for what intangibles denote. Furthermore,
the concepts of intangibles and of intellectual capital show similarities and in practice are used
interchangeably.l In order to study intangible resources, we need to be able to identify and
classify them. Therefore, numerous classifications for intangible resources have been developed.
None of these classifications, however, is widely accepted (Canibano, Covarsi and Sédnchez
1999). Johanson, Martensson and Skoog (2001) constructed an overview of these classifications,
identifying four types of classifications for intangible resources: (1) The most common,

according to Johanson et al. (2001), have been the classifications based on two opposite groups

! Although historically the distinction between intangible assets and intellectual capital has been vague, intangibles
is a broader term than intellectual capital (Guthrie 2001). Therefore, we will use this term.



such as the classification proposed by Hall (1992, 1993) who identifies two ways to distinguish
between intangible resources. The first option classifies intangible resources into assets and skills
with assets being taken as commercial brands, patents, contracts, reputation and networks and
skills as human capital and culture. Hall’s (1992, 1993) second proposal for classifying
intangible resources is based on whether or not intangibles depend on persons. The other
classification types indentified by Johanson et al. (2001) include (2) a three way classification
into human, market and structure capital (e.g., Petrash 1996), (3) a classification of investments
in R&D, software, marketing and organization (e.g., OECD 1992) and (4) a classification that
distinguishes competence resources from relational intangible resources (e.g., Haanes and
Lowendahl 1997). Johanson et al. (2001) conclude that the choice for a classification of
intangibles depends on the type of firm and should be made in function of how the performance
drivers of the firm are identified.

In the light of this previous work, we examined these classification types to ascertain those
most suited to analyse family businesses. We concluded that Classification Types 3 and 4 were
inadequate for the purpose of this paper for the following reasons. Type 3 concerns investments
in R&D, software, marketing and the organization. The intangible resources that we want to
study in this paper need to explain the uniqueness of family firms. Several authors (Habbershon
and Williams 1999; Sirmon and Hitt 2003) argue that the distinctive resources of family firms
result from the interaction between the family, its individual members and the business. We
doubt that the intangible resources resulting from this interaction are measurable by the amount
of money invested in R&D, software, marketing or the organization. Therefore we did not select
this classification of intangible resources. Type 4 concerns intangible resources based on

relational resources as well as competences such as client-specific databases and technology.



Relational resources include, for example, reputation and client loyalty, which would be useful to
categorize the intangible resources that are distinctive for family firms. However, the intangible
resource ‘organizational culture’ is not included in the relational resource category, but,
according to several authors (Denison, Lief and Ward 2004; Zahra Hayton and Salvato 2004), it
is a distinctive intangible resource for family firms and therefore a resource that we want to
consider. Moreover, Type 4 also includes competence resources such as databases and
technology, which are not unique to family-owned businesses relative to non-family owned
businesses. For these reasons we do not opt for a Type 4 classification.

After a review of theoretical and empirical articles in this area, the two remaining
classification categories appear to be the most frequently applied. Both categories can be useful
when studying family firms, but instead of grouping intangibles into human, structural and
market capital (Type 2), we follow the framework of Hall (1992, 1993) (Type 1) for the
following reasons. First, Hall’s (1992, 1993) framework is based on firm assets that result in
sustained competitive advantage (Hall 1993), which supports our aim. Second, one of Hall’s
(1992, 1993) classifications is based on whether or not the intangibles depend on persons. This
classification seems particularly suitable for studying family firms since the uniqueness of
family-firm resources is largely attributable to the personnel (Habbershon, Williams and
MacMillan 2003) and the relationships among family members (Sharma, Chrisman and Chua
1997). We will, therefore, group the intangible resources of family firms into (1) organizational
culture, (2) reputation, (3) human capital and (4) networks, as suggested by Hall (1992, 1993).
Intangible resources that are independent of people, such as contracts, licenses and patents, are
not significantly different in family firms as opposed to non-family firms. In the next section, we

discuss the four people-dependent intangibles in a family business context.



FAMILY FIRM INTANGIBLE RESOURCES

Organizational culture

Hofstede (1980) and Peters and Waterman (1982) introduced the intangible resource
organizational culture as a possible source of competitive advantage. According to Schein
(1983: 14), ‘organizational culture is a pattern of basic assumptions that a given group has
invented, discovered, or developed in learning to cope with its problems of external adaption and
internal integration — a pattern of assumptions that has worked well enough to be considered as
valid and, therefore, to be taught to new members as the correct way to perceive, think, and feel
in relation to those problems’. This collection of values, beliefs, assumptions and symbols
(Barney 1991) can influence employees in way that is beneficial to financial performance. When,
for example, there is a culture of trust within the firm, employees might be strongly motivated to
do a better job in order to maintain this trust (Davis, Schoorman and Donaldson 1997).
According to several scholars (e.g., Denison et al. 2004; Zahra et al. 2004), the family business
culture is distinct and difficult to imitate. The organizational culture of a family firm might,
therefore, provide the firm with a competitive advantage.

Zahra et al. (2004) identify four cultural dimensions that can be associated with family
firms. First, the family firm culture might be more group oriented, which means that employees
in family firms may share knowledge and collaborate more readily as their relations are mostly
based on kinship and trust (Zahra et al. 2004). Moreover, family employees are said to behave
altruistically towards each other (Lubatkin, Schulze, Ling and Dino 2005; Schulze, Lubatkin and
Dino 2003; Schulze, Lubatkin, Dino and Buchholtz 2001). According to Sirmon and Hitt (2003),

these altruistic relations provide family firms with lower governance costs because of mutually
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shared objectives. This group orientation can, therefore, provide family firms with a competitive
advantage over non-family firms.

Second, the family-firm culture can be characterized by a stronger internal focus, that is to
say, knowledge and expertise are usually developed within the boundaries of the firm (Miller and
Le Breton-Miller 2006b; Zahra et al. 2004). In addition, family firms tend to appoint family
members and friends as directors (Schulze et al. 2001, 2003) thereby reinforcing the family
character of the firm. However, this may not always be beneficial as it can hold back new
external ideas and consequently stifle entrepreneurial behaviour (Schulze, Lubatkin and Dino
2002). On the other hand, this inside orientation can have a positive effect on firm performance
as family employees usually show high levels commitment and loyalty to the family firm (Ward
1987).

Another cultural aspect is the degree in which decisions are centralized. Although this
varies among different types of family firms, the influence of the founder in family firms on
strategic decisions is generally greater than in non-family firms (Denison et al. 2004). According
to Schein (1983), the founder can even be seen as the embodiment of a family firm’s culture. As
such, his or her influence on the firm will continue even when he or she is no longer active in the
family firm. Moreover, this centralization of decision-making power can facilitate the decision
making process, thereby enhancing the competitive advantage of family firms (Gedajlovic,
Lubatkin, Schulze 2004; Schulze et al. 2001). However, this centralization may also become a
burden in later stages of the firm’s life cycle, while an evolution to a more open culture may be
beneficial for the entrepreneurial process of the family firm (Hall, Melin and Nordqvist 2001).

Lastly, it is the goal of the founders of most family firms to pass the firm on to later

generations (Poza 2007), so many family firms are focused on the long-run (James 1999; Ward
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and Aronoff 1991a). Having a long-term investment horizon decreases the chance of liquidation
(Dobrzynski 1993) and makes it easier for family firms to pursue innovative strategies (Teece
1992). Sirmon and Hitt (2003) refer to these advantages as patient capital and argue that this

focus on the long-run can be a valuable resource for family firms.

Reputation
The next intangible that we discuss as a possible antecedent of family firm performance is
reputation. A firm’s reputation can be defined as ‘a perceptual representation of a company’s
past actions and future prospects that describes the firm’s overall appeal to all of its key
constituents when compared with other leading rivals’ (Fombrun 1996:72). There is no doubt
that a favourable reputation is beneficial to a firm and will provide a competitive advantage
(Fombrun and Shanley 1990). Authors like Aronoff and Ward (1995), Craig, Dibrell and Davis
(2008) and Hoffman et al. (2006) regard the family firm’s reputation as a resource that can lead
to a sustained competitive advantage. According to Aronoff and Ward (1995), the family firm’s
reputation is a basis for survival and prosperity. Recent research by Craig et al. (2008) also
suggests that the promotion of a family-firm identity to customers has a positive influence on
firm performance. Hoffman et al. (2006) discuss reputation as a dimension of ‘family capital’
since the strong ties in family firms can lead to an increased collective awareness among its
employees. In turn, this creates obligations and expectations that enhance its reputation and thus
create a potential sustained competitive advantage.

A number of authors describe the kind of reputation frequently associated with family firms
(Ward and Aronoff 1991b; Short, Payne, Brigham, Lumpkin and Broberg 2009). According to

Ward and Aronoff (1991b), family firms are perceived as more trustworthy than others because
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customers often know the older as well as the current generation of family members active in the
family firm. In this case, the family firm can enjoy the trust of customers based on a long-term
relationship (Ward and Aronoff 1991b), so it is not surprising that many firms promote the
family nature of their business. Johnson and Johnson, for example, a large multinational
company that specializes in consumer health-care products and services, stresses in its
advertising campaign they grew from a family company and that they are a family of companies
that cares for all families.

Furthermore, family firms are sometimes said to have a reputation of being less risky to do
business with (Short et al. 2009) because the family is usually the principal owner so failure
would have a high personal cost (La Porta, Lopez-De-Silanes and Shleifer 1999). The usually
high ownership stake combined with the management position that controlling owners might
have can result in high personal risk in private family businesses, especially in first-generation
firms (Gedajlovic et al. 2004; Schulze et al. 2003). Gémez-Mejia, Haynes, Nufiez-Nickel,
Jacobson and Moyano-Fuentes (2007) suggest that family firms will also accept a higher risk of
lower financial performance (called performance hazard risk by the authors), in order to maintain
family control. However, these authors also assert that family firms will take less risky strategic
decisions, which they call venturing risk. Hence, family-firm owners do not want to take on
projects with a high variance in possible outcomes because of the high personal loss in the event
of failure. Since risk of failure is one of the most important concerns for customers, suppliers and
banks, they may perceive family firms to be less risky.

Furthermore, the CEOs, owners and family-member employees of family firms might
attach great importance to the family firm’s reputation. It is commonly found that the average

CEO tenure is longer in family firms than in non-family firms (e.g., Gomez-Mejia, Nufiez -
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Nickel and Gutierrez 2001; Ward 2004). Whereas CEOs of non-family firms might see their job
as a short-run objective, CEOs of family firms are more likely to view their position as a long-
term commitment so it would be more important for them to make sure that the family firm has a
positive reputation. This long-term thinking also holds for the family firm as a whole (Ward and
Aronoff 1991a) because owners of family firms generally want the business to endure several
family generations and a good reputation is a good investment for the future (Ward and Aronoff
1991b).

Moreover, family businesses are likely to put more effort in establishing their reputation
because of closer identification with the firm (Dyer and Whetten 2006). As a negative reputation
would be detrimental for the family name (Post 1993) and family members working in the family
firm are associated with this name, they might well make great efforts to uphold it (Dyer and
Whetten 2006). Even family shareholders who are not closely involved with the firm can take
great pride in being co-owner of the family firm (Thomas 2009). Moreover, the association of
the family name with the product or service can provide motivation to maintain and improve its
quality (Hoover and Hoover 1999 and Cooper, Upton and Seaman 2005), which will likely lead

to a greater degree of trust and a better reputation.

Human capital

The next intangible resource that we explore is human capital, which represents ‘the acquired
knowledge, skills, and capabilities that enable persons to act in new ways’ (Coleman 1988: 100).
In family firms, human capital stands for the know-how and skills of both family and non-family

employees.
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It has been suggested that there are downsides to the human capital of family firms (e.g.,
Dunn 1995; Schulze et al. 2001). According to Dunn (1995), favouring family members over
non-family candidates can lead to a less qualified workforce. Schulze et al. (2001) discuss this
adverse selection in management positions, pointing out that family firms are more likely to hire
managers from within the family instead of possibly more qualified non-family members. Also,
it has been argued that it is more difficult for family firms to attract and retain qualified
managers due to a lack of promotion possibilities or payment in the form of stock (e.g., Covin
1994a, 1994b; Schulze et al. 2003).

However, these drawbacks can possibly be outweighed by several positive attributes of
family-firm human capital. First of all, the turnover rate in family firms has been found to be
lower than that of non-family firms (Miller and Le Breton-Miller 2003), which means that
knowledge and experience is preserved within the business for a longer period. Tagiuri and
Davis (1996) argued that working in a family firm generates unusual motivation. This may be
partly explained by the family owners’ more personal relationship with employees and the more
flexible work practices that prevail in family firms (Goffee and Scase 1985). Moreover,
Voordeckers, Steijvers and Peeters (2010) assert that altruistic behaviour towards non-family
members adds to the development of a quasi-family acting in the best interest of the firm.

When we specifically consider family members working in family businesses, the
commitment to their job is said to be even greater than that of non-family employees (Donnelly
1964; Horton 1986). Also, descendants often get involved in the family business at a young age,
which gives them an opportunity to develop deep, firm-specific knowledge (Dyer 2006; Sirmon
and Hitt 2003). Moreover, family members have been found to be willing to sacrifice much in

order for the firm to succeed (Dyer 2006).
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Networks

The last intangible that we consider here concerns networks. Following the intangibles
framework of Hall (1992:138), networks are ‘personal relationships which transcend the
requirements of organizational structure’. The resources that can be provided by networks have
been specified by Hitt, Ireland, Camp and Sexton (2001) as information, technologies, access to
markets and complementary resources. The establishment of networks is increasingly being
considered necessary to obtain maximum business performance (Hoffman et al. 2006).

Networks can be linked to the term social capital, which is the sum of actual and potential
resources embedded in these personal relationships (Nahapiet and Ghoshal 1998). In family
firms, there are two types of social capital: (1) family social capital, which results from the
relationships amongst family members and (2) organizational social capital, which is created
through the social relations within the firm (Arregle et al. 2007). According to Arregle et al.
(2007) organizational social capital is largely dependent on family social capital through
different mechanisms. Consequently, family firms have several distinctive characteristics that
make their networks different from those of non-family firms. The long-term perspective of
family firms gives them the opportunity to develop long-term relationships with banks, suppliers
or important clients (Le Breton-Miller and Miller 2006). According to Ward (2004) business
partners find it easier to rely on family firms because they usually have a stable management. Le
Breton-Miller and Miller (2006) propose that these long-term relationships provide family firms
with an increased amount of customer loyalty and quality input resources. In addition to the
length of the relationship, it is more likely that network contacts will develop a personal
attachment to a family that owns and manages a firm more so than they would to a non-family

firm (Dyer 2006).
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However, several authors cite possible drawbacks to family-firm networks. First of all,
strong familial bonds might cause family firms to regard potential partners as untrustworthy or as
competitors simply because they are from outside the family (Dyer 2006). When the network is
focused only on kinship and friendship, it might be too homogeneous to provide a range of
diverse resources (Anderson, Jack and Dodd 2005). Arregle et al. (2007), however, suggest that
more interactions become possible and more information exchanges can occur as a family
evolves. It is also likely that, as a family grows, the group becomes more heterogeneous as
regards its interests and ideas (Kellermanns and Eddleston 2007), which can resolve this
problem. Furthermore, Arregle et al. (2007) argue that the family social capital is the most

powertful form of social capital.

WHAT DOES THE EMPIRICAL EVIDENCE SAY?

The empirical testing of the value of intangible resources using the resource-based view is a
recent phenomenon, especially in the family business literature. A detailed overview of the

empirical findings is given in Table 1.

[Insert Table 1 about here]

In the few empirical studies on intangible resources in family businesses using the
resource-based view, the most commonly used methods have been qualitative approaches,
regression analyses and structural equation modelling. We find that the most frequently studied

resource is human capital. This might not be surprising since data on human capital may be easy
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to obtain relative to data on more abstract resources such as reputation or organizational culture.
In the studies that focus on human capital, there are two main issues: family and non-family
management (DeNoble, Ehrlich and Singh 2007; Poza, Hanlon and Kishida 2004), and the
unique characteristics of human capital in family businesses. In the latter category, reciprocal
altruism (Eddleston, Kellermanns and Sarathy 2008), family cohesiveness (Salvato and Melin
2008) and family support (Chang, Memili, Chrisman, Kellermanns and Chua 2009) have been
studied. Eddleston et al. (2008) suggest that reciprocal altruism can lead to a competitive
advantage especially in the presence of technological opportunities. Salvato and Melin (2008)
discuss how family cohesiveness and other determinants of family human capital can expand the
firm’s access to external resources. Chang et al. (2008) focus on the effect of human capital on
the firm’s readiness to launch ventures. There are also a few articles that report empirical results
on organizational culture (i.e., Tokarczyk, Hansen, Green and Down 2007; Zahra et al. 2008) and
some that focus on the uniqueness of family business networks (i.e. DeNoble et al. 2007).
Whereas Zahra et al. (2008) highlight the competitive advantage of a family-orientated culture,
Tokarczyk et al. (2007) discuss the positive effect of family influence on a market-orientated
culture. DeNoble et al. (2007) stress the importance of network maintenance during succession
processes. Almost absent in this list are empirical studies on the unique resource that the
reputation of a family firm can be, a notable exception being the recent study by Craig et al.
(2008) on the competitive advantage of family-based brand identity. The authors assert that a
family-based brand identity contributes positively to a customer-centric orientation which results

in a better firm performance.
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DISCUSSION AND FUTURE CHALLENGES: RELATIONS BETWEEN

FAMILY FIRM INTANGIBLE RESOURCES

We have discussed the research on intangible resources in family firms for each intangible
separately. However, it is unlikely that one resource can provide a firm with a competitive
advantage, so combinations of resources need to be pursued (Dyer and Singh 1998; Penrose
1959; Teece et al. 1997). By combining and recombining resources that are complementary,
related or co-specialized, firms might be able to create a competitive advantage (Lockett et al.
2009). We argue in this section that the intangible resources of family firms discussed above are
not only related to each other but also mutually reinforcing, which suggests that certain
combinations can indeed create opportunities for family firms. Relating this to the literature on
capabilities (e.g., Teece et al. 1997), we note that family firms might be proficient at creating
capabilities since the investment in one of their intangible resources can enrich others and
themselves. In what follows, we offer a research agenda by discussing how the intangible
resources are related to each other and how they can reinforce each other. We propose different
relationships that promise to be fruitful avenues for further development and testing in order to
understand the potential of family firms to generate a sustained competitive advantage through

their intangible resources. Our research agenda is summarized in Figure 1.

[Insert Figure 1 about here]

Several authors have already suggested some relationships between intangible resources in

family firms. Arregle et al. (2007), for example, describe how organizational social capital is
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developed through family social capital. Salvato and Melin (2008) propose several relationships
between intangible resources, such as the positive influence of norms, obligations and
expectations on family cohesiveness. In the rest of this section, we present arguments for the
following reciprocal relationships: (1) between organizational culture and human capital, (2)
between organizational culture and networks, (3) between human capital and networks, (4)
between human capital and reputation and (5) between reputation and networks. We do not
propose to argue that there is a direct relationship between organizational culture and reputation
since such influence must always be effected through people either by application of human

capital or by networks.

Organizational culture and human capital

Two intangible family resources that can strengthen each other when combined are
organizational culture and human capital. According to Schein (1985), organizational culture is
developed or learned by a group and consequently is the property of a group of people. Since it is
created through experience and knowledge, there is naturally an effect of human capital on the
culture of an organization. This relationship can be especially strong in family-owned businesses,
as the influence of the founder generally remains significant (Gedajlovic et al. 2004). This is an
important characteristic since it is usually asserted that the founder of a firm plays a very
important role in the creation of organization culture (Schein 1983). The founder usually has an
idea or vision of how his or her employees should look at the world and address problems. If the
proposed solutions to problems work, the group believes that this is the right way to handle these

problems and continues to work in this manner without questioning it (Schein 1983).
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However, as the vision of the founder often becomes common knowledge in a family firm,
it also affects and develops the firm’s human capital. Therefore, as is shown in Figure 1, there is
also a backward influence of the organizational culture on the human capital. Organizational
culture is taught to new members when they enter the firm (Schein 1985). Especially in family
firms, where many family employees’ children are introduced into the business, the influence of
the organizational culture can be substantial due to the young age at which the children are
introduced in the firm. Additionally, new employees are selected by people who act upon certain
assumptions and will thus likely fit into the existing organizational culture of the family
business. Furthermore Harel and Tzafrir (2004) suggest that organizational culture affects the
cohesiveness of employees. Since the organizational culture in family firms is characterized by
strong group orientation (Zahra et al. 2004), the influence of organizational culture on the
employees’ cohesiveness and hence on human capital may be even stronger than in non-family
firms. Empirical research by Wang, Shieh and Wang (2008) confirms that the culture of an

organization influences the way people act toward each other.

Organizational culture and networks

There may also be a reciprocal reinforcing relationship between organizational culture and
networks. In general, it has been suggested that organizational culture is an important
determinant of how people interact with each other (Schein 1985). Beugelsdijk, Noorderhaven
and Koen (2006) suggest that interorganizational relations can be derived from the culture of
organizations. Specifically, they find that an innovatively-oriented as well as a stability-oriented
organizational culture has a positive influence on the creation and management of network ties.

Empirical research on alliances also suggests that the organizational culture of a business is very
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important when it comes to selecting a strategic partner (Dyer, Kale and Singh 2001). In the
context of family firms, Arregle et al. (2007) suggest that organizational identity and rationality,
two concepts closely linked to organizational culture, influence the development of the social
capital of the firm. The orientation of the culture of family firms towards the long-term facilitates
the formation of trust-based and stable network ties (Beugelsdijk et al. 2006). Empirical research
on this matter (e.g., Niemeld 2004) indicates that the organizational culture of family firms
influences the development and quality of interfirm relations. Therefore, we content that there is
likely to be a positive relationship between a family firm’s organizational culture and the value
of the firm’s intangible resource networks.

Although organizational culture changes slowly, networks can also have an influence on
this concept. First of all, in the description of Schein (1983), organizational culture is also based
on assumptions about a business’s environment and relationships. When, for example, the
organizational culture is characterized by decision-centralization and autocracy, which might
well be the case in family firms, positive external relations might lead to a more open culture
(Schein 1985). Moreover, family firms’ networks are usually long term. This may well make
them more influential, since people who share a long history have a more powerful impact on

beliefs and values (Schein 1985).

Human capital and networks

We suggest a mutual reinforcing relationship between human capital and networks is likely in
family firms. Initially, network contacts are approached because they are known to the
entrepreneur (Jack 2005), so in the start-up phase the human capital of the founder is very

important for the development of the firm in general. In family firms this is expanded to all of
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the personal networks of the family members (Anderson et al. 2005). Empirical results
confirming this idea can be found in the case-study research by Niemeld (2004). Moreover,
through the long-term orientation and stability in employment practices in family firms (Arregle
et al. 2007), networks built on personal contacts are more easily sustained than would otherwise
be the case.

Consequently, the network relations will also influence the human capital of family firms.
As employees interact with other organizations, they are likely to learn from them (Burt 1997;
Dyer et al. 2001). Given that in family firms, network relations show a strong long-term
orientation (Le Beton-Miller and Miller 2006), this knowledge transfer may be even more
effective. Furthermore, when there is a climate of trust, which is more likely in family-firm
networks (Ward 2004), unique learning can occur (Gulati 1995). This learning can imply, for
example, the exchange of information about changes in the business environment or the
suggestion of solutions to complex problems (Abrams, Cross, Lesser and Levin 2003). Case-
study research by Salvato and Melin (2008) also suggests that better-quality personnel can be

acquired through the networks of family firms.

Human capital and reputation

We suggest that there may well be a reciprocal relationship may exist between the human capital
of a family firm and the firm’s reputation such they reinforce each other and create a potential
competitive advantage. Potential customers of a family firm can observe the quality of the firm’s
employees and so predict the kind of service that they can expect (Hitt, Bierman, Shimizu and
Kochhar 2001). Employees with good qualifications can, therefore, contribute to the positive

reputation of the firm. However, family firms may not always be led by a highly qualified family
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manager. First, it is argued that adverse selection that favours family members creates internal
labour markets (Schulze et al. 2001). As a result, managers of family firms are often selected
from a small labour pool, which is likely to reduce the quality of the manager chosen. Second,
empirical results from Bennedsen et al. (2007) suggest that, on average, descendant CEOs are
substantially less educated compared to non-family CEOs. That is, they less frequently attend
college or a graduate program and stay for a shorter period of time at school. A connection can
be made with the findings by Bloom and Van Reenen (2007), which suggest that succession by
primogeniture (the eldest son becomes CEO) can lead to poor management as the CEO selection
is not based on his managerial qualities. Nevertheless, family managers might still contribute to
the reputation of the firm as they can build up a positive reputation over an extended period. As
family CEOs typically have a longer tenure than non-family CEOs, they have the time and
opportunity to prove themselves qualified for the job and hence enhance their reputation.
Moreover, based on several case studies, Steier (2001) proposes that a great deal of a family
manager’s established reputation is passed on to the next generation in family firms. Customers
retain a great amount of trust in the new CEO just because he or she carries the same family
name (Steier 2001). Conducting business with family CEOs might also have the advantage of
obtaining a short line of communication, as the family CEO can often make decisions without
first having to consult other family owners (Gedajlovic et al. 2004).

The reputation of a company also has an effect on the value of its human capital. The
primary reason for this is that people prefer to work for a firm with a good reputation. According
to Fombrun (1996), a good reputation makes it easier for a firm to recruit good personnel.
Turban and Cable’s (2003) results support this proposition in that they find that firms with better

reputations attract more applicants and also present evidence suggesting that the quality of the
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applicants is higher. Fombrun (1996) contents that, for equal pay, people will choose a firm that
treats its employees well and produces quality products. Not only in the recruiting phase but also
afterwards, a good reputation has a positive effect on the employee (Fombrun 1996). However,
research on family firms suggests that family firms have difficulties attracting high quality
employees because family firms usually do not reward them with stock-options and favour
family members when it comes to promotion (Schulze et al. 2003 and Lubatkin et al. 2005).
Therefore, it is important to send positive signals to the labour market, for example, by installing
reward and promotion systems that are based on objective performance measures. This would
add to the family firms’ reputation of having a more personal relationship with employees and

more flexible work practices (Goffee and Scase1985).

Networks and reputation

We suggest that the relation between networks and reputation, just as with the previous
relationships, is likely to be one of mutual influence that can lead to a sustained competitive
advantage. That is, conducting transactions with network actors affects the reputation of firms.
The literature on network ties suggests that strong as well as weak ties enhance or to worsen the
reputation of firms (e.g., Jack 2005). Empirical research by Gliickler and Armbriister (2003)
suggests that transactions that have been positive in the past create personal trust and, since
family firms’ networks generally consist of long-term relations, the reputation of family firms
can benefit from their networks. The authors also find that network actors are often consulted in
order to obtain information about potential network actors. So, even if there has been no direct

contact between the family firm and another firm, other network contacts can develop and extend
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its reputation. This suggests that the reputation of family firms is positively affected by their
networks.

Moreover, reputation will naturally influence the network capabilities of a firm. Gliickler
and Armbriister (2003) explain that both a personal reputation based on previous personal
experience with direct relations and a public reputation based on general perceptions and ideas
that circulate in the network influence a firm’s network. They suggest that a reputation —
personal as well as public — of trustworthiness will lead to more collaboration. Thus, here again,
the long-term orientation of family firms can enhance their networking capabilities. Especially,
the continuity of management and ownership (provided by the long CEO tenure and family
successions) may positively influence the personal reputation of family firms. Moreover, the
public reputation of a firm, which is available through the market, may signal general areas of
competence of a firm and may well lead to new transactions. There are numerous empirical
studies that suggest a good reputation leads to an increased networking capability. Shane and
Cable (2002), for example, find that investors are more likely to fund a project of a firm with a
good reputation. Corporate reputation is also an important determinant of partnerships (Muller
and Pénin 2006), alliances, joint ventures and other interorganizational relationships (Dollinger,

Golden and Saxton 1997).

CONCLUSION

We have given an overview of the existing literature on the value-adding resources of family
firms, using an intangibles framework. As proposed by Hall (1992, 1993), we review and

categorize family intangible resources into organizational culture, reputation, human capital and
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networks. We summarize the research in function of each of these categories and note the
underlying relations between these intangibles for the family firm. We offer a research agenda by
highlighting the importance of combining and recombining these resources instead of studying
them separately. That is, we discuss how these intangible resources interact and enrich each other
via reciprocal relationships. Future research could further develop the theory on, and empirically
test, these relationships. Additional research could, for example, examine whether these
intangible family resources and their interactions vary with the governance system, the
management or the generational stage of a family firm.

However, the empirical testing of these relationships calls for vigilance because of the
difficulties one can encounter when searching for empirical evidence based on the theoretical
foundations of the resource-based view. For instance, testing hypotheses built on this perspective
means looking for resources that are unique and non-substitutable (Barney 1991). These kinds of
resources are unlikely to be easy to identify, let alone measure. Furthermore, empirical research
on the advantage of a resource implies the creation of a sample of homogeneous firms that have
this resource, which would violate the definition of the uniqueness of that resource. Several
scholars such as Gibbert (2006), Newbert (2007), Armstrong and Shimizu (2007) and Hansen et
al. (2004) point out these difficulties and make suggestions for overcoming them. The use of
panel data sets is a common suggestion but techniques such as Bayesian analysis are also
promising (e.g., Hansen et al. 2004). This Bayesian methodology does not violate the assumption
of uniqueness since this technique does not rely on averages of a homogeneous sample to

calculate the parameters of interest (Hansen et al. 2004 and Hahn and Doh 2006).
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Figure 1: Reciprocal Relationships between Organizational Culture, Human Capital,

Networks, Reputation and Competitive Advantage: Future Challenges



Table 1: Overview of Empirical Findings on Family Firm Intangible Resources

Author(s) (year)

Analytical approach

Intangible resources
investigated

Findings (only sign. results)

Poza et al. (2004)

DeNoble et al.
(2007)

Tokarczyk et al.
(2007)

Sirmon, Arregle,
Hitt and Webb
(2008)

Craig et al. (2008)

Eddleston et al.
(2008)

Factor analysis,
multivariate analysis of
variance and univariate
test of variance

Qualitative study

Qualitative study

Regression analysis

Structural Equation
Modeling

Regression analysis

Human capital

- Human capital
- Networks

- Organizational
culture
- Human capital

- Organizational
culture
- Human capital

- Reputation

- Organizational
culture
- Human capital

¢ CEOs differ from the rest of the family and from nonfamily managers in
perceptions of management practices, perceptions of succession processes,
assessment of family participation, harmony, and tolerance of differences in the
family.

¢ The perception of business opportunity and the interaction between the firm and
the family influences managerial practices.

¢ In order for a succession to be successful, the heir should possess a high degree
of self-efficiency.

® The successor must build carefully on his relations with managers, employees,
customers, suppliers and other key stakeholders, and he must have certain
general business skills.

e Familiness has a positive influence on the long-term success of the family
business.
¢ Familiness has a positive influence on the creation of a market-orientated culture.

¢ Imitability negatively affects firm performance.

¢ The strategic actions of R&D investments and internationalization fully mediate
the relationship between imitability and performance.

¢ Family influence positively moderates both the imitability/R&D investment
relationship and the imitability/internationalization relationship.

¢ The positive relationship between family-based brand identity and firm
performance is fully mediated by the level of customer-centric orientation.

¢ Innovative capacity and reciprocal altruism are both positively related to family-
firm performance.

¢ Strategic planning negatively moderates the relationship between innovative
capacity and family firm performance.

¢ Technological opportunities positively moderate the relationship between
reciprocal altruism and family-firm performance.
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Zahra et al.
(2008)

Salvato and Melin
(2008)

Sorenson et al.
(2009)

Chang et al.
(2009)

Levie and Lerner
(2009)

Hierarchical regression
analysis

Qualitative study

Structural equation
modelling

Structural equation
modeling

Regression analysis

Organizational
culture
Human capital

Organizational
culture
Human capital
Networks

Organizational
culture
Human capital

Human capital
Networks

Human capital

A strong family-oriented culture and a stewardship-oriented organizational
culture both have a positive influence on the strategic flexibility of a family firm.
Stewardship positively moderates the relation between a strong family-orientated
culture and a firm’s strategic flexibility.

Family members’ network centrality positively influences the controlling
family’s appropriability (i.e., ability to leverage the family’s bridging social
capital to access external resources).

Family business complexity positively moderates the relationship between the
network centrality and the family’s appropriability.

Closure of ties within the controlling family and trustworthiness among family
members positively influences family generated human capital.

The family business life cycle moderates the relationship between internal family
ties and family generated human capital.

Closure and trustworthiness among family members positively influences norms,
obligations, and expectations generating family cohesiveness.

Family cohesiveness positively influences access to external resources and the
creation of family human capital.

The level of collaborative dialogue is positively related to the development of
ethical norms in a family firm.

The level of ethical norms has a positive influence on the formation of family
social capital.

The level of social capital has a positive effect on the level of firm performance.

An entrepreneur’s knowledge base, family support and external support have a
positive influence on venture preparedness of the entrepreneurs.

Family support and venture preparedness have a positive influence on start-up
decisions.

Family businesses (as compared to non-family businesses) have lower levels of
human capital, are more likely to show opportunism, are more likely to operate
relatively unattractive niches and are less likely to take in external equity than
external debt.







