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Abstract

Abstract

This thesis investigates the role of institutional logics, as hidden drivers of firm
behaviour, in shaping firm practices and decisions on corporate governance configurations and
engagement in corporate social responsibility. It adopts a quantitative approach to identify and
assess the embeddedness of family and market (non-family) logics in firm decision making,
incorporating several behavioural dimensions in terms of real firm practices that are empirically
proven to differ between family and non-family firms. The thesis builds on the socioemotional
wealth preservation perspective regarding displaying family or non-family firm-like behaviour,
and develops a new, institutional-based classification of firms, comprising family logic-driven
and market logic-driven firms that draw from the notion of firm logic orientation — a latent
explanatory, institutional factor.

This institutional-based approach suggests a distinct view of the familiness and non-
familiness, or marketness, of firms irrespective of ownership status (family or not). Particularly,
this thesis emphasises that it is not family ownership status (or not), but the firm practices and
behaviour that characterise and define firms in terms of their distinctive culture and nature.
Using US-based data of firms listed on the S&P 1500 index in the period of 2006-20186, it tests
the main and moderation effects of firm logic orientation through the empirical windows of

corporate governance and corporate social responsibility.

The analysis finds that family logic-driven firms differ from market logic-driven firms
regarding the firm choice of internal corporate governance configurations and the magnitude of
the established corporate governance determinant-configuration relationships. Specifically,
relative to market logic-driven firms, family logic-driven firms appoint smaller and less
independent boards and pay top managers lower total and equity-based compensation.
Moreover, compared with the marketness logic orientation, the familiness of firms mitigates the
effect of corporate governance determinants, including firm-specific, managerial and
governance characteristics, on corporate governance configurations concerning the structure of

the board of directors and the design of executive compensation.

The findings also show that family logic-driven and market logic-driven firms vary in
terms of the firm social performance of corporate social responsibility and the magnitude of the
relationship between strategic conformity — a legitimacy-seeking activity — and corporate social
responsibility performance. Particularly, relative to market logic-driven firms, family logic-
driven firms perform worse regarding firm engagement in corporate social responsibility.

However, relative to the marketness logic orientation, the familiness of firms amplifies the

iv



Abstract

social gains derived from firm legitimacy in relation to improving the perception of firms’
corporate social responsibility. This mitigates the otherwise negative impact of familiness logic

orientation on corporate social responsibility performance.

The findings indicate that, driving firm behaviour, the familiness logic orientation of
firms presents a distinct, family-oriented business form that, apart from family ownership status
(or not), differentiates firms from the standard, shareholder-oriented view of firms — so-called
marketness logic orientation — in terms of firm practices and decisions. This implies that the
latent institutional factor of firm logic orientation matters at least as much as the facet of
ownership status for firm practices and behaviour. This thesis is one of the first to quantitatively
measure the embeddedness of institutional logics — an intangible construct — in firm decision
making based on the level of observed firm practices as a tangible manifestation of namely
family and market logics, and to empirically examine the influence of family and market logics
on firm practices and behaviour in the contexts of corporate governance and corporate social

responsibility.
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1 Introduction

1 Introduction

The scholars have extensively investigated and attempted to explain the differences in the
practices and decisions of firms, emphasising a certain concept of distinction among firms. To
examine firms and — by extension — understand their practices and behaviour, it is reasonable to
attempt to group them into distinguishable groupings and classifications. To this end, firms are
usually grouped on the basis of ownership criteria. In the family business literature, firms are
commonly and traditionally viewed in terms of their family ownership status and, as such, they
are classified into genuine family firms if they are owned or managed by a family. By default,
all firms that do not fall into this category are considered as non-family firms. Building on this
simple dichotomy, family and non-family firms have been widely analysed in regard to firm
practices and decisioins, with the result that this extensive literature provides ample empirical
evidence of a behavioural discrepancy. However, this difference in firm behaviour deriving

from the ownership status (family or not) of firms is fundamentally ignored in the literature.

A large majority of family-oriented studies is almost exclusively ownership-based, which
relies on the ownership criteria to compare family firms with their counterparts. In doing so;
however, the traditional ownership-based classification of firms falls short of incorporating the
actual firm practices and behaviour. In this thesis, I posit that, contrary to the predominant
ownership-based classification of firms, the behaviour of non-family-owned or managed firms
can potentially be more similar to that of firms that are traditionally included in the family
category. Or it may well be that the behaviour of firms, which are considered to be similar
because of family ownership, can be substantially different when looking at firm practices and
decisions. Thus, ignoring the behavioural perspective in favour of the ownership criteria

represents a crucial misunderstanding and limitation in the family business literature.

Emphasising firm behaviour, in this thesis, | mainly direct attention to the notion of
institutional logics (ILs) as covert drivers of firm behaviour (Friedland and Alford, 1991). To
explain the diversity of firms and how they react differently to the institutional environment in
which firms exist and operate, the concept of ILs has come into play proxying for firm
behaviour. Here, the isomorphism of firms, a key assumption of institutional theory on firms
being uniform or similar (Meyer and Rowan, 1977; Scott and Meyer, 1983; Scott, 1987;
DiMaggio, 1988), becomes less of a major focal point at the field, societal and global levels.
Instead, the focus shifts to the influence of ILs on firms and members at the firm, industry,

market and other levels.

Providing the guidance and prescriptions of appropriate behaviour and means to achieve

it, ILs latently embed in firm decision making (Thornton and Ocasio, 2008; Greenwood et al.,

1



1 Introduction

2011). As such, they portray the culture and nature of firms in running the business that firm
behaviour best demonstrates (Meyer and Rowan, 1977; Friedland and Alford, 1991; Danisman
et al., 2006; Greenwood et al., 2011). According to Danisman et al. (2006), firms may embed
one main culture or nature that reflects an overriding logic at the firm level concerning firm
decision making. Thus, firm practices and decisions are tangible manifestation of such
embedded logics (Greenwood et al., 2010), prompting the discrepancy in firm behaviour.
Therefore, as a latent institutional factor, ILs trigger areas of further investigation regarding
their role in shaping firm practices and decisions. However, previous studies have largely
neglected the role of ILs that implicitly drive firm behaviour. As such, the primary purpose of

this thesis is expanding the knowledge and understanding of the ILs perspective.

According to Thornton (2004), firms exist and operate in a society that represents a multi-
order institutional system comprising multiple, main institutions or societal sectors, both market
and nonmarket. Each of these is associated with a core, unique logic; IL, that addresses the
values, assumptions and norms of the corresponding institution and guides social actions.
Accordingly, firms confront a complex institutional context, encountering multiple and different
institutional demands and pressures imposed by a plurality of logics (Greenwood et al., 2011).
That is, ILs coexist and interplay, and at the same time, contradict one another. Therefore, as
Greenwood et al. (2011) assert, although ILs can interrelate, they often come into conflict as
their guidance is contradictory and incompatible in terms of the symbols and material practices

comprising each institution’s ongoing principles.

A growing interest in ILs is justified by the institutional complexity that firms confront
due to the prevalence of multiple, typically competing logics and the adoption of different
response strategies (Reay and Hinings, 2009; Pache and Santos, 2013). For instance, addressing
the contradictory demands and pressures that firms experience, Greenwood et al. (2010) point
to the inconsistency of family and market logics relating to firm decision on downsizing, where
family logic promotes providing job security more effectively relative to market logic. Further,
Miller et al. (2011) highlight the difference between the norms and prescriptions that family and
market logics impose in terms of the strategic priorities of lone founder and family-owned or
managed firms, thereby explaining firm performance. Likewise, Mair et al. (2015) stress distinct
firm types in relation the setup of governance structures of hybrid firms, identifying the
embeddedness of commercial and social welfare logics in firm decision making and firm
response strategy to them. Still, there is relatively little empirical research on the role of ILs in

driving firm behaviour.

Stressing firm behaviour, in this thesis, | addresses the gap in the literature by first

suggesting the application of the ILs perspective to the concept of distinction among firms,



1 Introduction

rethinking of family and non-family firms in terms of firm behaviour apart from ownership
status (family or not). In other words, | propose that the embeddedness of ILs in firm decision
making plays an implicit role in shaping firm practices and decisions, ultimately determining the
firm type in terms of whether or not a firm is family-oriented. Thereby, | emphasise that it is not
family ownership status (or not), but the firm practices and behaviour that characterise and
define firms in terms of their distinctive culture and nature. Particularly, in this thesis, | identify
and classify family and non-family firms differently relative to the ownership-based studies,
emphasising the display of family and non-family firm-like behaviours irrespective of family

ownership status (or not).

Accordingly, stressing the most prevalent ILs, | emphasise both family and market (non-
family) logics. Drawing on the family business literature, particularly the concept of
‘institutional overlap’, I address the intersection between families and their businesses
(Lansberg, 1983). In this way, | pose a family-oriented business system that is opposing or
inconsistent with the typical shareholder-oriented business setting, emphasising the
contradiction or incompatibility of family and market logics. Thus, in this thesis, | primarily
depict the family logic in the sense of a family-oriented attitude and preference that
fundamentally portrays an overlay between the family and business systems, presenting a
distinct business setting. In contrast, drawing on the firm theory and market discipline
perspectives and given the threat of the takeover market as a primary control mechanism
(Jensen and Meckling, 1976), the market logic underlies a shareholder-oriented business setting
in terms of prioritising the key economic business objective of profitability and shareholders’

wealth maximisation in an archetypal business system.

Stemming from the family business literature, in this thesis, | primarily draw on the
perspective of socioemotional wealth (SEW) to underlie the difference among and classification
of firms. The scholars have found that SEW is the most prominent aspect of family-oriented
identity and the most important differentiator of family firms, where it represents a latent
explanatory factor of their distinct behaviour (Berrone et al., 2012; Cruz et al., 2014). SEW is
founded on behavioural agency theory, introducing the affective endowments of key firm actors
— owners and managers — related to the non-economic benefits, such as authority, reputation,
social ties and job security, derived from the firm (Gomez-Mejia et al., 2007; Berrone et al.,
2012). It presents a primary reference point of family firms around which their problems, issues
and opportunities are framed, irrespective of the economic logic of running the business in
terms of the primary objective of profitability and shareholders’ wealth maximisation. In other
words, relative to non-family firms, family firms carry out practices and decisions that
essentially help maintain or extend SEW regardless of their financial returns, avoiding the

potential loss of SEW.
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Therefore, among the differentiation aspects, the SEW preservation increasingly presents
a key distinguishing factor that explains the difference in strategic choices and managerial
decisions between family and non-family firms (Berrone et al., 2012). In other words, as a key
characterisation of family firms, the priority of SEW preservation captures the uniqueness of
family behaviour in contrast to non-family firm behaviour, primarily exhibiting a family-
oriented attitude and preference. More importantly, SEW is not supposed to be limited to family
businesses, and as such, family ownership or membership is not a condition (Berrone et al.,
2010; Miller and Le Breton-Miller, 2014). Thus, stemming from the family business literature,
in this thesis, | adopt the popular SEW model to frame firm behaviour in terms of depicting and
differentiation between family and non-family behaviours, and in turn, identify and classify

firms.

Drawing on the idea of conforming firms that prioritise a single, dominant logic to direct
firm behaviour (Mair et al., 2015), at one extreme, in this thesis, | introduce and define family
logic-driven firms (FLDFs) as those embedding a family logic in terms of the priority of the
preservation of SEW attached to the firm as a family-oriented attitude and preference. At the
other extreme, | depict market logic—driven firms (MLDFs) simply the opposite, embedding a
market logic in terms of the priority of profitability and maximisation of shareholders’ wealth,
which is a primary economic business objective. Emphasising firm behaviour, in this thesis, |
portray FLDFs and MLDFs as behaving like family and non-family firms, respectively, in terms
of their motives, objectives and essence. In particular, FLDFs (MLDFs) are driven by the same
family (market) logic of family-owned or managed (non-family) firms. This primarily
emphasises the notion of SEW, where the SEW preservation is a vital non-economic reference
point of firm practices and decisions; that is, SEW is a priority that distinguishes between

FLDFs and MLDFs in terms of their practices and behaviour.

Therefore, stressing the perspectives of ILs and SEW, | mainly expect commonalities and
similarities between FLDFs (MLDFs) and family (non-family) firms. In essence, irrespective of
ownership status (family or not), FLDFs and MLDFs exhibit family and non-family firm-like
behaviours as a manifestation of family and market logics embedded in firm decision making,
respectively. Further, building on the fact that ILs can coexist and interplay, as in dissenting
firms that resist the identification with a single, dominant logic (Reay and Hinings, 2009;
Greenwood et al., 2010; Mair et al., 2015), in this thesis, | allow firms to embed both family and
market logics in a hybrid form of firms that exhibit an overlap of family and non-family firm-

like behaviours.

Moreover, emphasising the embeddedness of family and market logics, I posit that such

institutional-based distinction among firms is conceptually superior for characterising and
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defining firms to the traditional split of family and non-family firms that emphasises the
ownership criteria. Particularly, it incorporates firm behaviour regarding actual firm practices
and decisions apart from ownership status (family or not). In other words, | emphasise the idea
that family firms can behave like non-family firms and vice versa, where basically it is the firm
behaviour that is important rather than the facet of ownership status.

Thereby, emphasising the embeddedness of ILs, in this thesis, | mainly suggest a distinct,
institutional-based classification of firms into FLDFs, hybrid firms and MLDFs. Specifically, |
introduce the notion of ‘firm logic orientation’ that depicts and defines the firm type in terms of
the so-called logic-based group of firms, illustrating the embeddedness of family and market
logics by which a firm is driven. Therefore, to describe the logic orientation of firms, | put
forward the constructs of ‘familiness’ and ‘non-familiness’ to identify and classify firms. These
constructs highlight the dominant logic embedded in firm decision making and driving firm
behaviour accordingly irrespective of family ownership status (or not). For precision, simplicity
and clarity, in this thesis, | refer to non-familiness as ‘marketness’, addressing the contrast and
opposition of family and market logics (Miller et al., 2011). Accordingly, the discussion builds
on the rapidly growing ILs perspective to highlight the distinction among firms, suggesting a

distinct view of the familiness and marketness of firms.

Regarding the core of this thesis, it raises an important claim that real firm practices and
decisions tangibly manifest the embeddedness of ILs in firm decision making that portrays the
firm culture and nature, thereby characterising and defining the firm type in terms of firm
behaviour. Advancing the understanding and conceptualisation of firm type and the
classification of firms, it primarily depicts the familiness of firms in terms of a family-oriented
flavour and essence — the concern for SEW preservation — whereas the marketness of firms
presents the opposite — the priority of profitability and shareholders’ wealth maximisation. To
date, no study has directly defined and measured ILs, where most work on ILs is qualitative® —

interview or survey based; this draws attention to a research opportunity.

Therefore, addressing such gap, in this thesis, | develop a quantitative measurement of the
intangible construct of ILs concerning the embeddedness of family and market logics to
determine the logic orientation of firms in relation to firm behaviour. As such, building on the
perspective of SEW preservation, | differentiate between and classify FLDFs and MLDFs based
on real firm practices and decisions in terms of the level of several behavioural dimensions,
including corporate diversification, earnings management, tax aggressiveness and research and
development (R&D) investment. In the family business literature, family and non-family firms

are extensively analysed and empirically proved to vary in terms of these behavioural

! See for example, Mair et al. (2015).
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dimensions, increasingly justifying the distinct behaviour of family firms from the SEW

preservation perspective.

In this thesis, | address another gap in the literature by directing attention to empirically
examining the influence of ILs on firm practices and decisions, emphasising the role of ILs in
driving firm behaviour. So far, research has not focussed sufficiently on the association between
ILs and corporate governance (CG), highlighting an area of investigation given the evidenced
discrepancies in CG, for instance, the difference in the board of directors’ structure between
family and non-family firms. CG introduces the means of control in terms of internal CG
configurations, including the board of directors as the core of CG and executive compensation,
to manage the potential agency problems between owners and managers. It emphasises a central
objective of maximising the wealth of shareholders, as the dominant stakeholder group, by
increasing firm’s financial returns. Given the various CG configurations, CG practices exhibit a

remarkable discrepancy among firms in terms of the setup of firm governance.

While economic hypotheses largely explain the implementation of CG in relation to the
structure of the board of directors and executive compensation plan, there remains an
unexplained idiosyncratic component. Thus, the CG configurations adopted in firms where
ownership status (family or not) is emphasised fall short of adequately explaining the
uniqueness of firm governance practices. While the extant literature has highlighted the
perspective of ILs in identifying and differentiating among firms regarding the setup of
governance structures (e.g. the qualitative analysis of Mair et al. (2015)), less attention has been
paid to empirically investigating and addressing how different CG configurations are. Thus, in
this thesis, | address this lack of understanding and examine whether and how firm logic
orientation affects firm behaviour, focussing first on firm governance. Specifically, drawing on

the perspective of ILs, | emphasise the association between firm logic orientation and CG.

Stemming from the SEW preservation perspective, the premises lie in the unique,
influential identity of FLDFs, which encompasses firm priorities and interests in terms of what a
firm is and what it wishes to become. Stemming from institutional theory, firm identity serves
as a sensemaking tool for the distinct firm behaviour (Ravasi and Schultz, 2006; Glynn, 2008;
Kodeih and Greenwood, 2014). In accordance with this, SEW represents the leading aspect of
family-oriented identity (Berrone et al., 2012; Cruz et al., 2014), providing a demonstration of
the characterisation and distinction of the identity of FLDFs. According to Greenwood et al.
(2011), a stronger firm identity implies more conditions versus, and as such, resistance to
external demands and pressures. Therefore, building on the concern for SEW preservation,

FLDFs derive CG discretion from such an identity, which yields to CG deviance (Aguilera et



1 Introduction

al., 2018), in alignment with SEW-related interests and goals given the non-economic utilities of
key firm actors linked to the firm.

This mainly sheds light on distinct, idiosyncratic governance practices of FLDFs relative
to the dominant shareholder-oriented governance system, which is, drawing on the firm theory
and market discipline perspectives, presumably more likely conformed in MLDFs, given its
overarching objective in relation to shareholders’ wealth maximisation. Stressing the lens of ILs
to investigate firm practices and decisions, the first empirical chapter — Chapter 3 — uses CG as
the focal empirical window to examine whether and how the logic orientation of firms
influences the firm choice of internal CG configurations in terms of the structure of the board of
directors and executive compensation plan. Emphasising the implicit role of ILs as covert
drivers of firm behaviour, it particularly raises a research question of whether ILs shape the

setup of firm governance.

Going a step further, the second empirical chapter — Chapter 4 — investigates whether and
how firm logic orientation affects the relationship between CG determinants and configurations,
addressing a more subtle and in-depth manifestation of firm character — the logic orientation of
firms — in firm behaviour. Stressing the role of ILs in shaping firm practices and decisions, its
underlying research question specifically is, do ILs condition the impact of CG drivers
concerning the setup of firm governance? This mainly extends the initial argument on the
difference in the choices of internal CG configurations between FLDFs and MLDFs.
Particularly, | emphasise the moderating role of firm logic orientation regarding the effect of
well-known CG determinants, including firm-specific, managerial and governance
characteristics, on CG configurations in terms of the board of directors structure and the design

of executive compensation.

Emphasising the perspective of SEW preservation, the key premises underlying the
moderating role of firm logic orientation lie in the application of an organismal filter. According
to Greenwood et al. (2011), external pressures and demands do not affect all firms equally;
however, they pass through organisational filters enacted by the characteristics of firms
themselves, namely firm identity. Firm identity determines the interests and priorities, and as
such, responses of firms to external demands and pressures, which shape the practices and
decisions that firms undertake, making sense of firm behaviour (Scott and Lane, 2000; Albert
and Whetten, 2004).

Accordingly, building on the priority of SEW preservation, the identity of FLDFs serves
as an organisational filter of the CG pressures and demands imposed by the dominant
shareholder-oriented governance practices, where SEW poses the most prominent feature of

family-oriented identity (Berrone et al., 2012; Cruz et al., 2014). Applying the organisational
7
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filter of firm identity between CG determinants and configurations, FLDFs respond differently
to CG determinants concerning CG configurations relative to MLDFs, mainly aligning CG
practices with SEW-related interests and concerns irrespective of the prevailing governance
system, in line with the CG deviance perspective (Aguilera et al., 2018).

Further, stemming from the ILs perspective, firms confront institutional complexity,
given the multiple, typically contradictory logics, to which they respond differently in the way
that best fits them, namely firm response strategy (Greenwood et al., 2011). The response
strategy of decoupling basically implies that firms implement practices that are best aligned
with firm interests and goals, mainly separating between the operational and normative
structures (Meyer and Rowan, 1977; Boxenbaum and Jonsson, 2008; Tilcsik, 2010; Bromley
and Powell, 2012). Emphasising the SEW preservation perspective, FLDFs undertake practices
that most likely conform to their SEW-related interests and goals in the name of protecting the
affective endowments of key firm actors, including authority and control, reputation and
prestige, job security and protection and social ties, attached to the firm.

Therefore, adopting decoupling response strategy, FLDFs create a distinction or
separation between the implemented and standard or prevailing systems regarding CG, where
they decouple CG configurations from their determinants. That is, responding distinctly to CG
determinants concerning CG configurations, unlike MLDFs, FLDFs do not undertake the
predominant governance practices at their operational level; instead, according to Mair et al.
(2015), they obey the minimum standards for legitimacy-seeking purposes. As such, FLDFs
implement CG practices that align with their priorities, interests and concerns relating to the

preservation of SEW that collectively demonstrate their distinct, potent identity.

Moreover, stressing the SEW preservation perspective, the non-economic utilities derived
from the firm self-motivate FLDF managers to willingly serve as self-monitored stewards of the
business. Given the dual threat that they cope with in terms of bearing both financial and SEW-
related risks and the interdependence of firm’s financial standing and SEW (Berrone et al.,
2012; Miller and Le Breton-Miller, 2014), the managers of FLDFs possess a substantial
incentive to protect the firm financially, and in turn, maintain their both financial wealth and
SEW closely attached to the firm. Therefore, they actively act efficiently and not
opportunistically, given the competitiveness of managerial labour market and the threat of
takeover market. This hinders the potential opportunistic behaviour of FLDF managers as the
loss aversion of current non-economic benefits linked to the firm outweighs the pursuit of future

gains.

Accordingly, the self-incentivisation of FLDF managers prompts their stewardship and,

according to van Aaken et al. (2017), self-governance. This underlies the substitution effect of

8
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SEW for the respective controlling roles of the board of directors and executive compensation
(Williamson, 1983). Specifically, the importance of the board of directors and executive
compensation as internal CG configurations, regarding their roles of monitoring and advising, as
well as managerial motivation and the alignment of managers’ and shareholders’ interests,

respectively, is limited in FLDFs where the preservation of SEW is a priority.

| extend the empirical investigation of the influence of ILs on firm practices and decisions
through another important empirical window, that of corporate social responsibility (CSR). CSR
stresses the wider social good in terms of the socially responsible practices of firms that
consider the interests, demands and concerns of various groups of stakeholders, both internal
and external, as the recipients of firm practices and decisions (Peterson, 2004). Despite
shareholders presenting the dominant stakeholder emphasised by firm management, firms have
many other relationships with a variety of stakeholders, including consumers, suppliers,
employees, government bodies and environmental supporters, who purse different, non-
financial goals, preferences and interests. This highlights the significance of evaluating how
firms perform regarding the social and environmental consequences of their practices and
decisions, where doing good leads basically to doing better (McWilliams and Siegel, 2001; Sen
and Bhattacharya, 2001; Nelson, 2004; Borghesi et al., 2014).

In spite of the prominence and influence of CSR, firms normally exhibit a difference in
firm social performance, where some firms engage less in socially responsible practices
compared with their counterparts given the common, underlying difference of ownership status
(family or not) (Di Giuli and Kostovetsky, 2014; EI Ghoul et al., 2016; Zientara, 2017). While
the extant literature has addressed the effect of ILs on strategic and economic behaviours,
research attention to the association between ILs and CSR is lacking. This highlights an area of
examination given the proven differences in CSR, for instance, the difference in socially

responsible practices between family and non-family firms.

In this thesis, | address this lack of understanding and examine whether and how the logic
orientation of firms influences firm behaviour, emphasising firm social performance as a second
consideration. Particularly, building on the ILs perspective, | stress the association between firm
logic orientation and CSR. Accordingly, the third empirical chapter — Chapter 5 — uses CSR as
an empirical window to examine whether and how the logic orientation of firms affects CSR
performance in terms of the rating of firm engagement in CSR, namely the evaluation of how
firms perform on environmental, social and governance (ESG) performance benchmarks that
incorporate the social and environmental effects of firm practices and decisions. Emphasising
the role of ILs in shaping firm practices and decisions, it specifically raises a research question

of whether ILs drive firm engagement in CSR.
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The central premises underlying the difference in CSR performance between FLDFs and
MLDFs lie in the dark side of SEW (Kellermanns et al., 2012). Stressing the underlying family-
oriented facet that underlies the difference between and classification of FLDFs and MLDFs,
the priority of SEW preservation presents a family-oriented attitude and preference as opposed
to the priority of profitability and shareholders’ wealth maximisation. Given the
multidimensional character of SEW, the scholars note that SEW dimensions can be both
positively and negatively valanced as they associate with pleasant and unpleasant emotions and
outcomes regarding firm stakeholders. Therefore, the stressed SEW dimensions are namely
contradictory from the perspective of CSR. Such an ambivalent nature of SEW implies its
detrimental effects on firm stakeholders in relation to responding to stakeholders” demands and
interests differently in a self-serving manner (Cennamo et al., 2012; Kellermanns et al., 2012;
Cruz et al., 2014; Zientara, 2017).

This basically addresses the self-serving behaviour of FLDFs that fulfils narrowly defined
firm’s self-interests related to SEW (Cruz et al., 2014), which results in their discriminatory
behaviour towards firm stakeholders in terms of treating internal and external stakeholders
unequally and unfairly. In other words, relative to MLDFs, FLDFs carry out social practices and
decisions that align with the concern for preserving the SEW of firm’s key actors irrespective of
the detriments and disadvantages for firm stakeholders. This weakens the proactive stakeholder
engagement of FLDFs and challenges their stakeholder management of FLDFs (Berrone et al.,
2012; Cennamo et al., 2012; Cruz et al., 2014), undermining the CSR performance of FLDFs.
Specifically, stemming from the perspective of SEW preservation, compared with MLDFs,
FLDFs selectively and instrumentally implement socially responsible practices, adopting an

instrumental (selective) rather than a strategic (normative) approach to CSR (Zientara, 2017).

Moreover, in line with the response strategy of selective coupling perspective (Pache and
Santos, 2013), FLDFs consider the interests and demands of firm stakeholders by selectively
undertaking purposeful CSR initiatives and activities that primarily obtain (mitigate) gains
(losses) of SEW. That is, given the negative valance of the SEW dimensions associated with
discriminatory behaviour towards firm stakeholders, stakeholders’ concerns and interests are
disregarded whenever SEW is exposed to risk (Cruz et al., 2014), purposefully implementing
selected social practices and decisions that best fit the firm at the cost of some firm
stakeholders. Therefore, unlike MLDFs, FLDFs view CSR as a marketing or public relations
instrument, instead of a core business strategy, to fulfil SEW-related interests and concerns. As
such, encountering the shadow of SEW’s dark side, FLDFs perform differently from MLDFs
concerning CSR, namely suggesting a negative effect of the familiness of firms on CSR

performance.
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The third empirical chapter also investigates the relationship between strategic
conformity, as a legitimacy-seeking activity, and CSR. It further examines whether and how the
logic orientation of firms affects such relationship as a more subtle and in-depth articulation of
firm character — firm logic orientation — in firm practices and decisions, highlighting the
moderating role of firm logic orientation. Stressing the firm legitimacy perspective, its
fundamental research question particularly is, does legitimacy seeking contribute to CSR
performance? In addition, emphasising the implicit role of ILs in driving firm behaviour, it
raises another research question of whether ILs condition the impact of firm legitimacy

regarding CSR performance.

Mainly, in this thesis, | direct attention to the interplay of firm logic orientation, firm
legitimacy and CSR. Stemming from the discrepancy in CSR performance between FLDFs and
MLDFs, | shed light on the role of firm legitimacy as an input of firm social performance.
Particularly, stressing the firm isomorphism perspective, | emphasise the strategic conformity of
firms (Deephouse, 1999; Deephouse and Carter, 2005), as an explanatory factor of CSR
performance. In essence, apart from the understanding of CSR as a strategy for achieving firm
legitimacy, | address CSR from a distinct perspective — not simply as a legitimacy-seeking

activity.

Specifically, I depict CSR as a kind of firm output related to firm social performance that
follows social practices and decisions, which ultimately affect society and environment, given
the ESG performance benchmarks. Irrespective of the underlying purpose behind firm
engagement in CSR, here, the measure of CSR subjectively addresses and evaluates the way
firms perform on a number of ESG categories that highlight the ESG strengths and concerns
that the firm possesses and encounters, respectively. Accordingly, stressing the perspective of

firm legitimacy, | emphasise the effect of strategic conformity on CSR performance.

Both CSR and firm legitimacy stress firm stakeholders as the recipients and social
evaluators of firm practices and decisions, respectively. Firm legitimation is a social judgment
that infers the social validation of firms conferred by firm stakeholders, who evaluate firm
practices and behaviour. It conveys firm approval and acceptance regarding the appropriateness
and properness of firm practices and behaviour, which protect the conduct of firms from being
mistrusted in accordance with the satisfaction and endorsement of firm stakeholders (Meyer and
Rowan, 1977; Suchman, 1995). Thus, firm legitimacy predictably results in valued socially
constructed outcomes, including favourable firm reputation and the support of stakeholders
(Rao, 1994; Choi and Shepherd, 2005; Bitektine, 2011), which help firms overcome obstacles

and difficulties by creating positive image, facilitating access to fundamental business
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resources, both financial and human capital, and granting a long-term relationship with firm
stakeholders that ultimately improve the firm competitiveness and survival.

Emphasising CSR performance, such predictable significant consequences of firm
legitimacy indicate an upward implication for firms’ CSR concerning the evaluation of how
firms perform in terms of the social and environmental effects of their practices and decisions.
In other words, emphasising the satisfaction and endorsement of firm stakeholders, firm
legitimacy prompts the social gains of firms in terms of improving the perception of firms’
CSR. Specifically, building on the assumption of institutional theory that isomorphism
generates and improves firm legitimacy (Meyer and Rowan, 1977; DiMaggio and Powell,
1983), seeking legitimacy through the adoption of isomorphic practices to those of industry
peers, namely strategic conformity, has an incremental advantage for CSR performance.

Drawing on the aforesaid difference in CSR performance between FLDFs and MLDFs,
they thereby differ in firm legitimacy in relation to firm acceptance and approval regarding the
appropriateness and properness of social practices and decisions. Stemming from the SEW
preservation perspective, FLDFs confront the shadow of SEW’s dark side involving self-serving
and discriminatory behaviours that generate poor publicity, negative image and bad reputation
for FLDFs concerning firm engagement in CSR, imposing their imprudence, guiltiness and

suspiciousness in the eyes of firm stakeholders.

Accordingly, stressing the satisfaction and endorsement of firm stakeholders, the firm
legitimacy of FLDFs, in comparison with MLDFs, is lacking given their self-serving behaviour
that SEW drives, as well as the resulting discriminatory behaviour towards firm stakeholders
(Cennamo et al., 2012; Kellermanns et al., 2012; Cruz et al., 2014), in terms of the
discrimination between internal and external stakeholders, and the unequal and unfair treatment
of internal stakeholders themselves related to responding to the interests and demands of firm
stakeholders distinctly. Therefore, emphasising the discrepancy in firm legitimation between
FLDFs and MLDFs, the social gains of firms derived from firm legitimacy differ according to
the logic orientation of firms, implying that seeking legitimacy through adopting isomorphic
strategies has a substantial incremental value for the CSR performance of FLDFs relative to
MLDFs.

The purpose of the above studies is to advance the knowledge of ILs, specifically family
and market logics, and expand the understanding of the difference in CG and CSR among firms.
Particularly, the overriding objective of this thesis is to provide empirical evidence of whether
and how family and market logics affect the firm practices and decisions on CG and CSR. To
conduct these studies, I use samples of firms listed on the S&P 1500 index, United States of

America (US), in the period of 2006-2016. Mandatory data are retrieved from various
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databases, including Compustat, Institutional Shareholder Services, Execucomp, Thomson
Reuters, Centre for Research in Security Prices and MSCI. Using the empirical windows of CG
and CSR, the findings of these studies provide empirical evidence supporting the notion of ILs
as being hidden drivers of firm behaviour relating to the firm culture and nature of running a
business. The importance of these studies lies in suggesting a distinct view of the familiness and
marketness of firms, identifying and classifying firms based on the embeddedness of family and
market logics, which tangibly manifests in actual firm practices and decisions, beyond

ownership status (family or not).

In these studies, | mainly show how family and market logics play a latent role in
influencing firm behaviour, and as such, differentiating among firms, emphasising the CG and
CSR contexts. This implies the importance of the latent institutional factor — firm logic
orientation — to better understand firms and by extension firm practices and decisions, at least as
much as the facet of ownership status. Looking beyond firm strategies, | specifically shed light
on a covert logic-based root; that is, the culture and nature of firms, underlying how firms
internally configure businesses in terms of firm practices and decisions, relating to firm
governance and engagement in CSR, to deliver their strategies and goals. Given the studies in
Chapters 3, 4 and 5, | provide unique, empirical evidence of the association between firm logic
orientation — familiness and marketness — and firm behaviour regarding CG configurations,
namely the board of directors structure and the design of executive compensation, and CSR

performance.

Given the studies of this thesis, | contribute to the ILs, CG, CSR, family business and
firm legitimacy literature in different ways. First, | emphasise, define and operationalise family
and market logics. Second, | develop and validate a new quantitative measurement of the
embeddedness of family and market logics, and | establish an institutional-based classification
of firms, identifying and grouping them as FLDFs, hybrid firms or MLDFs beyond the
traditional understanding of the types of firms. Third, I introduce the concept of firm logic
orientation, particularly the constructs of familiness and marketness, to define and depict the
embeddedness of family and market logics by which a firm is driven. Thus, | mainly develop an
index of the logic orientation of firms based on real firm practices and behaviour. Fourth,
relative to the extant ownership-based studies, | use a different approach to view and determine
the familiness and marketness of firms, applying the perspective of ILs to identify and classify
firms in terms of depicting and differentiating between family and non-family firm-like

behaviours irrespective of family ownership status (or not).

Fifth, from an empirical perspective, | report a difference between FLDFs and MLDFs

regarding the firm choice of internal CG configurations, highlighting the effect of firm logic
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orientation on firm governance. Sixth, | address a contrast between FLDFs and MLDFs
concerning the magnitude of CG determinant-configuration relationships, pointing out the
influence of firm logic orientation on the CG of firms. Seventh, | highlight a difference between
FLDFs and MLDFs regarding CSR performance, addressing the effect of firm logic orientation
on firm engagement in CSR. Eighth, emphasising the isomorphism attempts of firms, | shed
light on the social gains of firms obtained from firm legitimation, and further, | address a
contrast between FLDFs and MLDFs concerning the magnitude of strategic conformity-CSR

relationship, highlighting the effect of the logic orientation of firms on CSR performance.

Ninth, I empirically approve and expand the understanding of the implicit role of ILs —
family and market logics — as covert drivers of firm behaviour in terms of affecting the setup of
firm governance, differentiating the firm choice of internal CG configurations and the effect of
established CG determinants on CG configurations among the logic-based groups of firms.
Tenth, | empirically show and advance the understanding of the hidden role of ILs —family and
market logics — as latent drivers of firm behaviour in terms of influencing CSR performance,
differentiating firm engagement in socially responsible practices and the effect of firm
legitimacy on the perception of CSR among the logic-based groups of firms. Moreover, in
applying the ILs perspective to the contexts of CG and CSR, I thereby provide scholars,
policymakers and regulators with a distinct explanation for and advance their understanding of
the discrepancies in CG and CSR among firms, helping them better develop future CG and CSR
research, policies and regulations. Finally, emphasising a different view of the familiness and
marketness of firms to explain the difference in CG among firms, | consider an array of CG
variables of the board and executive compensation and several structural constructs of CG

determinants.

The thesis is organised as follows: Chapter 2 provides a theoretical background and a
review of the literature discussing the perspectives of ILs and SEW. It then discusses the
difference between family and non-family firms in terms of CG and CSR. Chapter 3 presents
the first empirical chapter, introducing the quantitative measurement of the embeddedness of
ILs — family and market logics — and the firm logic orientation index. Moreover, it develops the
institutional-based classification of firms and studies the association between ILs and CG in
terms of the firm choice of internal CG configurations. Chapter 4 represents the second
empirical chapter, investigating the moderating role of ILs in configuring CG. It emphasises a
more subtle and in-depth manifestation of firm logic orientation in firm practices and decisions
in terms of the relationship between established CG determinants and configurations. Chapter 5
presents the third empirical chapter, studying the association between ILs and CSR in terms of
firm engagement in socially responsible practices. Further, it investigates the association

between firm legitimacy and CSR, and tests the moderating role of ILs regarding the
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relationship between strategic conformity and CSR as a more perceptive and in-depth
articulation of firm logic orientation in firm behaviour, addressing an interplay of firm logic
orientation, legitimacy seeking and CSR. Chapter 6 provides a conclusion, including the
background of the thesis, a summary of the main findings and the implications of the studies
conducted.

1.1 An Overview of First Empirical Chapter

The first empirical chapter establishes an institutional-based classification of firms —
FLDFs, hybrid firms and MLDFs, emphasising the embeddedness of family and market logics
in firm decision making as a distinct manner from the traditional ownership criteria. To
accomplish this, a quantitative measurement of the embeddedness of family and market logics is
developed, considering several behavioural dimensions that present empirically proven areas of
difference between family and non-family firms in terms of firm practices and decisions, in the
name of preserving the SEW of key firm actors. Stemming from the intangible construct of ILs,
the latent institutional factor of firm logic orientation is presented and emphasised to identify
and classify firms, and as such, explain firm behaviour, introducing the constructs of familiness
and non-familiness, or marketness. It mainly depicts and defines the firm type in terms of the
logic-based group in relation to the embeddedness of family and market logics by which a firm
is driven, presenting a different approach to view and determine family-oriented or not firms,

that is, the familiness and marketness of firms, relative to the conventional ownership criteria.

Further, the chapter stresses the influence of ILs — hidden drivers of firm behaviour —
through the empirical window of CG, investigating the firm choice of internal CG
configurations, given the logic orientation of firms — familiness and marketness. Emphasising
whether and how firm logic orientation affects CG configurations, the main hypotheses focus on
testing the difference between FLDFs and MLDFs in terms of the structure of the board of
directors and executive compensation plan. Specifically, the hypotheses predict that FLDFs will
appoint smaller and less independent boards relative to MLDFs. Similarly, they expect that
FLDFs will pay lower total, equity-based compensation and bonus and higher salary and cash

compensation compared with MLDFs.

A sample is used of 6286 firm-year observations from 987 firms and a sample of 6236
firm-year observations from 971 firms in the period of 2006-2016 for the board of directors and
executive compensation analyses, respectively. Generally, the study finds that firm logic
orientation explains an extra amount of variation in the firm choice of internal CG
configurations. Overall, consistent with the hypotheses, it reports a discrepancy between FLDFs
and MLDFs in the board structure concerning board size and independence. It also finds that

FLDFs and MLDFs differ in terms of the executive compensation plan, supporting the
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hypotheses. Irrespective of family ownership status (or not), it provides empirical evidence of
the association between the logic orientation of firms and CG, where the familiness and
marketness of firms distinctly affect the firm choice of CG configurations. However, while they
differ in terms of some characteristics due to an effect of ILs, firms in a context like S&P 1500
can still have elements of similarity according to the competitiveness of market environment

and industry regulations.

1.2 An Overview of Second Empirical Chapter

The second empirical chapter takes a further step of stressing the influence of ILs
concerning the relationship between CG determinants and configurations as a more perceptive
and in-depth articulation of firm type — firm logic orientation — in firm practices and decisions.
Emphasising whether and how the logic orientation of firms influences the effect of established
CG determinants on CG configurations, the main hypothesis focusses on testing the positive CG
determinant-configuration relationships among the logic-based groups of firms. Particularly, the
hypothesis predicts that such a positive relationship will be mitigated in FLDFs relative to
MLFDs.

The same samples are used as in the previous chapter. Emphasising the relationship
between CG determinants and configurations, the study finds that the firm logic orientations of
familiness and marketness have different effects. Overall, considering several constructs of and
proxies for CG determinants, it reports that the positive effect of CG determinants on board size,
board independence and executive compensation measures is a function of or conditional by the
firm logic orientation, consistent with the hypothesis. The study applies an interaction empirical
setting to provide empirical evidence that, irrespective of ownership status (family or not), the
logic orientation of firms moderates the effect of CG determinants, including firm-specific,
managerial and governance characteristics, on the structure of the board of directors and

executive compensation design, highlighting the moderating role of firm logic orientation.

1.3 An Overview of Third Empirical Chapter

The third empirical chapter extends the examination of the effect of ILs through the
empirical window of CSR, investigating firm social performance among the logic-based groups
of firms. Emphasising whether and how the logic orientation of firms influences CSR initiatives
and activities, the main hypotheses focus on testing the difference between FLDFs and MLDFs
regarding CSR performance in terms of the rating of firm engagement in CSR. The hypotheses
suggest a worse performance of FLDFs compared with MLDFs. In addition, stressing the role
of firm legitimacy as an input of firm social performance, they propose a positive relationship
between strategic conformity — a legitimacy-seeking activity — and CSR in terms of improving

the perception of the CSR of firms. Further, emphasising whether and how the logic orientation
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of firms affects the relationship between strategic conformity and CSR, the hypotheses focus on
testing the positive strategic conformity-CSR relationship as a more subtle and in-depth
manifestation of firm character — firm logic orientation — in firm behaviour, expecting an

amplified relationship in FLDFs relative to MLDFs.

A sample of 3984 firm-year observations from 784 firms in the period of 2006-2013 is
used. Generally, the study finds that the firm logic orientation explains an amount of variation in
CSR performance in terms of the rating of firm engagement in CSR. Overall, supporting the
hypotheses, it finds a difference between FLDFs and MLDFs regarding socially responsible
practices, emphasising the evaluation of how firms perform on the ESG performance
benchmarks. Regardless of family ownership status (or not), it provides empirical evidence of
the association between firm logic orientation and CSR.

In addition, it reports a significant positive effect of strategic conformity on CSR
performance, consistent with the hypotheses. Stressing the interplay of firm logic orientation,
legitimacy seeking and CSR, it also finds that the firm logic orientations of familiness and
marketness have different effects on such a relationship. Generally, it reports that the positive
strategic conformity-CSR relationship is a function of or conditional by the firm logic
orientation, supporting the hypotheses. The study applies an interaction empirical setting to
provide empirical evidence that, apart from ownership status (family or not), the firm logic
orientation moderates the effect of firm legitimacy on the perception of firms’ CSR, addressing

the moderating role of firm logic orientation.
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2 Theoretical Background

2.1 Introduction

Firms exist and operate in a specific context and they have been subject to academic
research and studies focused on their regulatory and institutional environment. Based on the
classification of firms emphasising their ownership status (family or not), the extant research
has highlighted how family firms exhibit distinct strategic choices and managerial decisions
relative to non-family firms regarding firm practices and behaviour. This has prompted a wealth
of research on key firm aspects and explanatory factors of differences in firm behaviour. This
chapter looks at the theoretical background underpinning research on family firms and proceeds
as follows: Section 2.2 reviews the institutional research in relation to the institutional theory
and firm isomorphism perspectives. Section 2.3 discusses the perspective of ILs. Section 2.4
reviews the family business literature regarding the SEW perspective. Sections 2.5 and 2.6
review the academic studies of CG and CSR, respectively. Finally, Section 2.7 concludes the
chapter.

2.2 Institutionalisation

Firms are part of a bigger framework that determines their dimension and shape. They
exist and operate within an institutional environment that affects them in various ways.
Filatotchev and Nakajima (2010) assert that organisational behaviour and features are
interdependent with the institutional environment. According to He et al. (2007), such an
environment comprises a variety of main institutions that determine firms’ actions, influencing
the outcomes and effectiveness of firms in turn. Accordingly, firms cannot be isolated from
these institutions. In other words, neglecting the presence and power of the institutional
environment would mean ignoring significant ‘causal factors’ that shape firm practices and
decisions (Scott, 1987). Understanding the concept of the institutional environment and the role
of the institutions involved necessitates paying attention to the fundamentals of institutional
theory. The traditional perspective of institutional theory assumes the prevalence of isomorphic
firms that eventually look and perform similarly, a key assumption of institutional theory that

raises many questions and arguments.

2.2.1 Institutional Theory

The institutional environment is characterised by the expansion of rules and requirements
with which firms are supposed to comply to obtain support and achieve legitimacy conferred by
the institutional environment’s referents (Scott and Meyer, 1983). Scott (1987) notes that these

environments and the ways in which they are characterised have become increasingly
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significant in the literature due to their influence on firm behaviour. Symbolism has emerged as
a particular area of interest given the fact that every social system is associated with an
institutional environment that dictates the common social reality maintained within that system.

This is manifested inside firms as social systems.

Institutional theory has played a crucial role in addressing the link between firms and the
institutional environment in which they exist and operate. In doing so, earlier theorists shed light
on the definition of institutionalisation. Selznick (1957) describes institutionalisation as an
adaptive process that occurs to firms over time, where firm practices and structures are
influenced and shaped in reaction to the external environment. Additionally, Berger and
Luckmann (1967) state that institutionalisation occurs when shared and repeated actions are

assigned similar meanings that create ‘social order’ over time.

In comparison, another version of institutional theory states that institutionalised beliefs
ultimately determine a firm’s structure, its formation and evolution, which aligns to shared
belief system or the theory of ‘rational myths’ outlined by Meyer and Rowan (1977). This
approach focuses more on a belief system that originates from multiple forces, applying
meaning to social functions and objectives through objective interpretations that outline the
correct framework within which goals are achieved in a ‘rule-like’ way. Therefore, the various
processes, systems, structures, practices and functions within a firm can be attributed to the
nature and features of its institutional environment. According to Meyer and Rowan (1977),
these features represent the intangible, related to culture and nature, yet solid institutional
framework upon which the firm operates and behaves. The knowledge acquired by the
institutions at large is thus filtered down to firms that are inferior to the greater institutions that
enforce the rules and norms created in accordance with national or global regulations (Zucker,
1987).

2.2.2 Institutional Rules & Firm Isomorphism

The institutions of the institutional environment impose the ‘rules of the game’, including
both formal and informal rules and norms that shape and constrain firm behaviour, practices and
relationships (North, 1990). Meyer and Rowan (1977) note that the strategies, procedures,
programs and policies of firms are manifestation of powerful and impactful rules that function
as rationalised myths. From an institutional theory perspective, a firm’s ability to survive is
determined not only by its management and performance of daily operations but also by other
elements. In running the firm business, firms must be able to access the mandatory resources

they require while also being perceived as legitimate by institutions’ referents.

In the context of institutional theory, firm legitimacy is primarily achieved through

isomorphism via adopting the institutional rules and norms as taken-for-granted standards and
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prescriptions (Scott and Meyer, 1983; Suchman, 1995; Deephouse, 1999). As Hirsch (1975)
points out, this is dependent on the firm capacity and willingness to adopt such rules and
managers’ ability to conform to them. Meyer and Rowan (1977) assert that firm isomorphism or
compliance with the institutional environment results in dependence on externally fixed

institutions, diminishing the turbulence and maintaining the stability of firms.

Therefore, firms tend to comply with the institutional rules and norms due to the firm
opportunity to obtain legitimacy, gain support, enhance stability, cross borders and access
important resources. Institutional rules and norms incorporate the proper principles of
organising and the standards of evaluation (Hinings and Greenwood, 1988). Thus, conformity to
such principles and standards increases the chances and capabilities of firms for competitiveness
and survival (Joel and Oliver, 1991). Additionally, Berger and Luckmann (1967) suggest that
firm isomorphism can occur as a result of firms’ roles as mirrors of the social world in which
they operate; whatever the nature of the social world, it will be the nature of firms. Therefore,
firms not only interact with the institutional environment as an external factor but also embody

the nature and features of the environment within firm practices and decisions.

Research has been conducted on the different processes that create isomorphic firms,
including the widely recognised model of firm isomorphism, which incorporates coercive,
mimetic and normative processes (DiMaggio and Powell, 1983). In this perspective, the
institutionalisation of firms refers to the processes and means that cause a firm to amend or
adjust its structure to become isomorphic or comply with the institutional environment (Scott,
1987). According to Zucker (1987), the sources of institutionalisation are classified into three
types. First, an external source of institutional elements regrading structures, actions and
practices is imposed on firms by the wider institutional environment (coercive). Second, other
firms, competitors, develop administrative and technological innovations that may become
institutional elements (mimetic). Third, an internal firm structure that is characterised by
repetitive tasks, creating routines that eventually represent taken-for-granted institutional
elements (normative). Based on their individual interests and ways to share their institutional

elements, institutions differ in their approach to institutionalisation.

2.2.3 Myth of Isomorphic Firms

While it has been suggested that firm conformity to institutional rules and norms takes
place as a result of coercive, mimetic and normative processes (DiMaggio and Powell, 1983),
this overlooks the issues of change and diversity within firms (Scott, 1987). It is believed that
isomorphic firms demonstrate similar performance based on their presumably uniform,
institutionally driven firm practices, actions and structures. However, whether or not isomorphic

firms and performance practically exist is a viable question. Powell (1991) notes that the
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reasoning for the evolution of institutional norms and rules is scarcely addressed in institutional
theory, despite the fact that such norms can only change as a result of existing diversity.
Moreover, as Hinings and Greenwood (1988) and Powell (1991) suggest, adherence to
institutional norms and rules reduces the diversity of firms operating within a given field while
also greatly restricting the ways in which firms are able to operate. Scott (1987) and DiMaggio
(1988) also note that this minimises the significance of active agency and the financial

performance of firms.

Although firms seek legitimacy and access to the business resources required for their
competitiveness and survival, they are actually unlikely to be similar and restricted concerning
firm practices and decisions. The way in which individual firms define effectiveness and
efficiency also varies based on the field to which they belong. Therefore, performance standards
and evaluations are institutionalised according to firms’ specific areas of business (Hinings and
Greenwood, 1988). In other words, acceptable performance is a relative notion (Kondra and
Hinings, 1998). From the perspective of diversity and agency, performance is defined
differently among firms and thus cannot be isomorphic. Firm performance represents the
ultimate result of a chain of decisions made within firms in which different key firm actors play
a role and make idiosyncratic choices. As such, practices, decisions, and in turn, performance

and evaluation vary among firms.

The basis of this argument is contrary to the main assumption of isomorphism promoted
by the traditional institutional theory. According to institutional theory, as firm performance is
constrained by institutional norms and standards, firms become increasingly similar (Kondra
and Hinings, 1998). However, as Kondra and Hinings (1998) point out, to prevent firms from
freezing in time, they must be allowed to change and diversify, which institutional theory tends
to overlook. Therefore, as Oliver (1992) and Greenwood and Hinings (1996) suggest,
institutional theory must be expanded to incorporate these points. The paradigm must
furthermore demonstrate greater flexibility to provide reasons for the evolution of institutional

norms and the diversity of firms.

2.3 Institutional Logics

Given the discrepancies among firms regarding practices and behaviour, firms make
strategic choices and managerial decisions in accordance with their interests, preferences,
guidelines and goals. As a function of the presence and power of the institutional environment
in which they exist and operate, firms’ commitment or adherence and response to institutional
norms and rules are unlikely to look alike. Because of the different, key institutions within the
institutional environment, the responses of firms to their contexts are not likely to be isomorphic

or uniform (Greenwood et al., 2010).
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Here is where Friedland and Alford (1991) introduce the concept of ILs to further
develop this viewpoint. In the perspective of ILs, firms exist and operate in a society that
consists of multiple societal sectors or institutions. Each institution has a core logic that defines
its belief system and provides the guidance of firm actions in terms of prescribing acceptable
behaviour and the means to achieve it — material practices and symbols (Thornton, 2004). This
drives firm decision making and shapes firm behaviour as a result (Thornton and Ocasio, 2008;
Greenwood et al., 2011). Therefore, drawing on the ILs perspective, in this thesis, | emphasise
that ILs as latent drivers of firm behaviour contribute to distinct firm practices and decisions,

prompting an area for investigation.

Therefore, in contrast to the key assumption of institutional theory on isomorphism, it is
contended that that firms vary in terms of their motives, objectives and essence related to the
ILs embedded in firm decision making and covertly driving firm behaviour, thereby shaping
firm practices an decisions. Specifically, stemming from the perspective of ILs, firms act
distinctly by evaluating their choices, making beneficial decisions and effectively employing
their own resources, capabilities and competences in alignment with their interests, preferences
and goals. That is, they do so in the way that best fits and makes them comparatively and
competitively different, highlighting the distinct culture and nature of firms (Meyer and Rowan,
1977; Danisman et al., 2006).

Considering the different kinds and extents of pressures and demands exerted by
institutions in terms of the institutional norms and rules that firms confront, namely ILs, in this
thesis, | stress that firm diversity and variation are attributed to the right of decision making held
by and the idiosyncratic strategic choices of key firm actors. Therefore, given the implicit role
of ILs, the ILs embedded in firm decision making are essential to determining firm practices and

behaviour, which ultimately influence firm performance and drive the differences among firms.

2.3.1 Diversity of Firms

During the 1980s, the emphasis on society-based isomorphism was replaced with a
greater focus on firm-level isomorphism (DiMaggio and Powell, 1983). This research has
contributed significantly to furthering empirical exploration, defining isomorphism as a
phenomenon derived from coercive, normative and mimetic sources. Mimetic isomorphism has
been highlighted as the primary perspective of cognition’s influence, with emphasis placed on
irrational, mindless behaviour in response to cultural rationalisation (Thornton and Ocasio,
2008). The concept of ‘new institutionalism’ has emerged as a result, in which firm structure
stems from the process of challenging rationality. During this time, firm performance has been
explained less in terms of efficiency and more in terms of legitimacy (Tolbert and Zucker,

1983). Thereby, a new school of thought has emerged in institutional research that asserts that
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institutional meaning and attributes are the result of ILs (Friedland and Alford, 1991; Thornton
and Ocasio, 1999).

Comparing the new school of thought to the previous approach (e.g., Meyer and Rowan,
1977; DiMaggio and Powell, 1983; Powell and DiMaggio, 1991), controversy is seen in the
ways that firm practices and processes are driven by cognitive structures and cultural norms.
The main difference is comprised of isomorphism becoming less of a major focal point on the
field, societal and global levels. Instead, focus shifts to the influence of ILs on firms and
members at the firm, industry, market and other levels. The concept of ILs has been used to
explain the diversity of firms and how they react differently to the institutional norms and rules

of the institutional environment (Friedland and Alford, 1991).

As Thornton (2004) assert, society comprises multiple institutional orders or institutions;
each has a central logic composed of both material practices and symbols that embrace its
ongoing principles that are available to individuals and firms to elaborate. As Thornton and
Ocasio (2008) note, ILs provide a link between institutions and social actions. According to
Thornton (2004), the main institutional orders of society are the market, family, professions,

corporations, religions and the state as non-market institutions.

Friedland and Alford (1991) introduce the notion of ILs to refer to the conflicting belief
systems and actions demonstrated in contemporary Western institutions. ILs represent a new
approach to institutional analysis, where the focus is no longer on isomorphism, whether in the
world system, through society, or on the firm level. Instead, the ILs perspective directs attention
to the effect of different logics implicitly embedded in firm decision making on individuals and
firms in a larger variety of contexts (Thornton, 2004). The scholar asserts that ILs shape
rational, mindful behaviour as opposed to the irrational, mindless behaviour that the assumption

of isomorphism promotes.

According to Thornton (2004) and Greenwood et al. (2010), ILs mainly provide the
‘master principles of society’, and as such, ‘guide social action’. In other words, they present
taken-for-granted resilient, social prescriptions that help make sense of firm practices and
behaviour. Specifically, ILs put forward the ‘assumptions and values, usually implicit, about
how to interpret organisational reality, what constitutes appropriate behaviour, and how to
succeed’ (Thornton, 2004, p.70). Accordingly, they characterise unquestioned, readily accepted
social norms and standards that shape the meaning individuals and firms apply to the world,

forming a basis for their social actions and behaviour as taken-for-granted prescriptions.

Greenwood et al. (2010) discuss various researchers’ definitions of ILs, including the
definition of ILs as ‘symbolic systems, ways of ordering reality...thereby rendering experience

of time and space meaningful’ (Friedland and Alford, 1991, p.243); as ‘the formal and informal
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rules of action, interaction, and interpretation that guide and constrain decision makers’
(Thornton and Ocasio, 1999, p.804); and as ‘the axial principles of organisation and action
based on cultural discourses and material practices prevalent in different institutional or societal
sectors’ (Thornton, 2004, p.2). Therefore, ILs become the basis of strategic choices and
managerial decisions, and as such, firm practices adopted within firms as well as the forces that
validate them. As Greenwood et al. (2010, p.521) assert, ‘organisational forms and managerial
practices are manifestation of, and legitimated by, ILs.” Accordingly, the exploration of the
association between ILs and firms concerning firm practices and decisions is of high importance
for determining why and the ways in which firms demonstrate the same or different firm

behaviour (Greenwood et al., 2010).

According to Greenwood et al. (2010, p.522), ‘logics underpin the appropriateness of
organisational practices in given settings and at particular historical moments.” Further,
Washington (2004) and Reay and Hinings (2005) confirm that firms tend to be characterised by
facing numerous ILs that frequently oppose one another and that are also dependent on specific
points in time and environmental contexts. Friedland and Alford (1991) also assert that firms
adopt the norms and prescriptions outlined by logics in a manner suiting their own interests,
needs and purposes regarding their practices and decisions. Similarly, Thornton and Ocasio
(2008, p.101) note that ‘these practices and symbols are available to individuals, groups, and
firms to further elaborate, manipulate, and use to their own advantage.” Relatedly, Greenwood
et al. (2010) state that negative outcomes likely arise if firms do not adopt the practices
prescribed and accepted by the relevant logics. For instance, a decline in share price has been
identified as a consequence of a firm practice justified in a way that was not widely accepted
(Zajac and Westphal, 2004).

2.3.2 Institutional Complexity

Because ILs refer to a set of belief systems, values, symbols and associated practices,
Reay and Hinings (2009) state that ILs represent ‘the content and meaning of institutions.” A
variety of institutions comprise the context in which firms exist and operate (Thornton, 2004).
Each of these institutions imposes its pressures and demands in terms of the resilient
prescriptions and guidance that present its ongoing principles, which collectively define the
underlying logic. This causes firms to encounter a complex institutional context where
institutions exert contradictory prescriptions and pressures: ILs (Reay and Hinings, 2009).
Thornton (2004) asserts that institutions follow a hierarchical order that runs from the market to
the firm at the lower end of the scale, followed by the industry or field, and then family, religion
and the state. Thornton’s (2004) work is the most extensive representation of the ‘nested

hierarchy’ and it sheds light on the numerous societal sectors or institutional orders, with each
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having a central logic manifested in the values, symbols and material practices elaborated by
key firm actors.

Accordingly, ranging from market to non-market logics, the multiple ILs imposed by
institutions create the ‘arenas of contradiction’ that firms confront and manage (Pache and
Santos, 2013). Therefore, as Danisman et al. (2006) point out, firms may embed one main
culture or nature that reflects a ‘dominant’ logic at the firm level, though a ‘subdominant’ logic
may also exist within specific departments or occupations or as an alternative culture within the
firm. According to Hinings (2012, p.99), recent studies have suggested that ‘organisations can
hold two or more logics at same time and find ways to ensure that they do not compete with
each other or come into conflict.” However, although there is general acceptance that multiple
ILs can coexist and compete, ‘there is a fairly strong sense that one logic will be dominant over

another,” which primarily drives firm behaviour covertly (Hinings, 2012, p.98).

ILs help interpret organisational reality and identify what constitutes appropriate
behaviour and how to attain it successfully (Thornton, 2004). Firms thus adhere to the
prescriptions and guidance that ILs provide to act confidently and consequently achieve
legitimacy, support and ensure their competitiveness and survival. However, scholars such as
Friedland and Alford (1991) and Kraatz and Block (2008) have asserted that firms tend to
operate within an institutional environment that is characterised by the existence of numerous
contradictory ILs. Regarding the presence and power of different institutions, the multiple logics
can be but are not always compatible. When incompatible or perceived as such, this creates a
conflict and issues for firms embedding the prescriptions and guidance of such logics, indicating

the rise of institutional complexity (Thornton, 2002; Reay and Hinings, 2009).

Thornton (2004) points out that the multiple coexisting logics bring ‘rivalry to the force’
and generate conflicting determinants of firm legitimacy and support. Therefore, the way in
which this scenario can exist alongside a stable workplace environment for firms remains to be
questioned. As such, in this thesis, | emphasise investigating the ways in which ILs are
embedded in firm decision making, managed and dealt with in relation to firm practices and
decisions. Drawing on the institutional complexity perspective, the contradictory pressures and
demands imposed by ILs create difficulty in predicting and understanding firm behaviour,
triggering an interest in examining the role of ILs. Therefore, in this thesis, | primarily stress
further investigation of the way that firms embed and react to ILs concerning firm practices and
behaviour. As Greenwood et al. (2011) assert, firms do not always commit to ILs that interact
harmoniously with one another. Accordingly, the challenges that firms confront become

exaggerated as incompatibility increases between the logics to which firms are exposed.
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The literature began to change significantly in approach during the early 1990s when the
concept of ILs garnered attention, specifically in terms of the argument that logics tangibly
manifest within firms in the form of practices and decisions. Thornton (2004) notes that society
is made up of multiple interdependent yet also conflicting logics comprising the core of the
main market and non-market institutions. Therefore, firms confront institutional complexity as it
arises from the contradictory pressures and demands that ILs impose. However, Greenwood et
al. (2011) assert that firms experience institutional complexity to varying extents and kinds

based on their characteristics and positions within the field to which they belong.

Specifically, some ILs may influence firms more/less significantly than others due to firm
attributes, such as firm identity, governance, ownership and structure, which serve as
‘organisational filters’, filtering the pressures and demands imposed by multiple, typically
competing, logics that firms encounter. In other words, given the institutional complexity,
Greenwood et al. (2011) point to that external pressures and demands do not affect all firms
equally; however, they pass through organisational filters enacted by the characteristics of firms
themselves. Therefore, firms commit to, prioritise and embed logics in firm decision making
differently, contributing to the distinct practices and behaviour of firms. That is, stemming from
the process of filtering the pressures and demands that firms confront, such organisational filters

justify how and why firms behave differently.

As Greenwood et al. (2011) state, the number of logics to which a firm is exposed, and
the degree of their incompatibility play a role in determining the extent of the institutional
complexity encountered. It is thus plausible to state that firm compliance with or commitment to
ILs and response to institutional complexity are likely to vary due to firms experiencing
institutional complexity differently. Greenwood et al. (2010) also assert that the way in which
firms respond and commit to ILs is determined by how receptive and sensitive they are to such
logics. Given that firms operate within a pluralistic institutional environment where they
experience institutional complexity differently, each firm demonstrates its idiosyncratic choice
concerning firm adherence and commitment to ILs, which implies a range of organisational

responses (Greenwood et al., 2010; Greenwood et al., 2011; Pache and Santos, 2013).

While the ILs of society’s core institutions constrain both the means and ends of
behaviour (Friedland and Alford, 1991), Thornton and Ocasio (2008, p.101) note that ‘they also
provide sources and opportunity of agency and change.” Primarily, the contradictions inherent in
different ILs may create great room for choice and various opportunities for firms to make
various decisions that are unlikely to be uniform among firms. Accordingly, the commitment
and adherence of firms to receptive institutional demands and pressures regarding the

prescriptions and guidance that ILs provide essentially influence their decision making related
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to firm practices and behaviour. Building on the perspective of ILs, the strategic choices and
managerial decisions made within firms drive firm behaviour differently, affecting firms’
performance outcomes. Highlighting the impact of ILs on firm culture and nature, the ILs
perspective primarily emphasises that it is within the dominant logics that firm practices,
interests and value systems are found (Thornton, 2002; Thornton, 2004; Greenwood et al.,
2011).

Friedland and Alford (1991) and Thornton and Ocasio (1999) suggest that it is the
interaction between institutional structure and individual agency that leads to results being
achieved, consequences being realised and decisions being made. The prevailing ILs would
support and limit participants’ ability to fulfil their own interests, climb hierarchies, obtain
authority and enjoy both financial and non-financial benefits. Seo and Creed (2002) and
Greenwood and Suddaby (2006) name this theory ‘embedded agency.” When analysing social
action and structure, Friedland and Alford (1991) note that the embedded agency perspective
assumes societal institutions, firms and individual actors have a certain degree of freedom or
free will. Accordingly, firm compliance with or commitment and response to ILs vary among
firms. Thus, the scholars suggest that there is a need to identify all ILs that firms embed in their
decision making so that a better understanding can be achieved of how firms differ in
complying with and responding to such logics in relation to firm practices and behaviour. This
would help provide further insight into the ways in which firms, ILs and institutions are

interrelated (Greenwood et al., 2010).

2.3.3 Firm Response Strategies

The existence of multiple central institutions, each with its own core logic, increases the
complexity of the institutional context where firms exist and operate. However, given the
multiplicity and incompatibility of ILs, firms experience such complexity in different extents and
kinds. Accordingly, this results in a distinct commitment and response of firms to ILs.
Specifically, based on firm interests, preferences and goals, key firm actors opt how to prioritise,
manage and respond to the institutional demands and pressures imposed by ILs regarding their
prescriptions and guidance of actions. Therefore, how they adhere and respond to such logics

represents a pivotal factor that explains subsequent firm practices and behaviour.

In their study of competing ILs and firm responses, Pache and Santos (2013) posit that
firms make the strategic choice of their response strategy to deal with the various demands and
pressures of multiple, contradictory logics. Inside firms, a certain response strategy is thus
adopted and reveals a specific commitment to ILs. The scholars also summarise the strategies that

firms adopt in response to ILs: decoupling, compromising and selective coupling. These response
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strategies demonstrate that firm responses are essentially made in alignment with firms’ needs to

obtain greater legitimacy and support from the different institutions’ referents.

Bromley and Powell (2012) explain that the term decoupling has historically represented
the ways in which firms keep their operational structures independent of their prescriptive and
normative structures. By decoupling, firms pretend to confirm to the meaning and prescriptions
defined by certain logics, whereas they do not actually implement and embed them at their
operational level. Thus, as Tilcsik (2010) states, firms tend to take steps to create a distinction or
separation between the way in which they behave and the way in which they openly support
specific prescriptions. By adopting decoupling response strategy, it is anticipated that firms will
carry out practices that comply with the logic that most likely helps the firm meet its interests,
goals and preferences. In essence, by decoupling, firms tend to deviate or depart from the
expectations and demands imposed by a prevailing logic if they are incompatible with firm
interests, priorities and goals. However, to be adopted, the response strategy of decoupling
requires the consensus and defence of firms’ key actors, as firms could be penalised by the

respective institutional referents if detected.

In the case of firms dealing with conflicting logics, Oliver (1991) and Kraatz and Block
(2008) suggest that compromising can be an effective alternative response strategy. It can also be
useful for firms to take steps to address and minimise the pressures that arise from such
contradictions among logics. Oliver (1991) explains that the response strategy of compromising
entails efforts made by firms to adjust the standards, policies and guidelines prescribed by ILs to
create a new logic or approach that contains elements desired by both the external institutional
environment and internal members or objectives. This can be achieved in various ways, including
compliance with basic criteria, the creation of a new approach that partially supports all
requirements but not a single requirement fully or the negotiation of a new agreement with
institutional referents. As such, relative to the decoupling response strategy, the compromising

response strategy is considered costly in terms of time and effort.

Alternatively, Pache and Santos (2013) state that it is uncommon for firms to decouple
their formal and operational structures. The scholars assert that compromising is also
uncommon. Instead, their findings show that most firms attempt to selectively couple specific
elements of each logic and fulfil the associated demands and pressures. According to Pache and
Santos (2013, p.994), the response strategy of selective coupling specifically represents
‘purposeful enactment of selected practices among a pool of competing alternatives.” Similarly,
Greenwood et al. (2011) and Tracey et al. (2011) suggest that firms adopt strategies that work
by combining or balancing and enacting elements of different, typically competing, logics in

response to the raised institutional complexity, which challenges the work of earlier institutional
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scholars on decoupling and compromising. The act of selective coupling entails firms’ decisions
on implementing certain practices prescribed and underlined by different ILs rather than
supporting a single logic or adjusting the prescriptions and guidelines of multiple logics.

Furthermore, Oliver (1991) claims that selective coupling response strategy may be more
effective than compromising and other response strategies adopted by firms. Battilana and
Dorado (2010) explain that this is due to the ability of selective coupling as a response strategy
to mitigate the need of firms to negotiate or create new practices that partially fulfil conflicting
demands and pressures without fully appeasing the corresponding institutional referents.
Because the response strategy of selective coupling can be achieved without involving
employees and managers in bargaining or creating new processes, it may be more cost effective
than a compromising response strategy. Therefore, the response strategy of selective coupling
can be considered a more feasible option for firms with less financial room to play with (Pache
and Santos, 2013). Firms are thus able to avoid the expenses and challenges associated with
compromising or decoupling while still addressing the conflict between different ILs.

2.4 Socioemotional Wealth

A growing stream of family business literature has established that relative to non-family
firms, family firms represent a distinct business setting that differs in significant aspects
regarding strategic choices and managerial decisions. According to Gomez-Mejia et al. (2011a,
p.655), ‘family embeddedness gives these firms their distinctive flavour as reflected in several
dimensions.’ Justifying the different nature of family firms, attention has increasingly been
directed to the non-economic utilities derived by family shareholders and/or managers from the
firm as a key distinguishing factor. Gomez-Mejia et al. (2007) label such non-economic utilities
‘SEW,’ developing the increasingly popular concept of SEW that characterises family firms as

opposed to non-family firms.

Building on the foundations of family business research, the scholars (e.g., Gomez-Mejia
et al., 2007; Berrone et al., 2010; Gomez-Mejia et al., 2010; Gomez-Mejia et al., 2011a) have
suggested the notion of SEW as a latent explanatory construct of empirical studies, a concept
originating from behavioural agency theory to explain the discrepancy between family and non-
family firms concerning their practices and decisions. In the SEW perspective, ‘family firms are
typically motivated by and committed to the preservation of their SEW, referring to non-
financial aspects or affective endowments of family owners’ (Berrone et al., 2012, p.259). This
sheds light on a family-oriented attitude and preference in terms of the priority of SEW

preservation that uniquely characterises family firms relative to their counterparts.

Family shareholders and managers closely identify themselves with and emotionally

attach to the firm, implying the non-economic benefits or what they refer to as SEW tightly
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linked to the firm. Therefore, apart from the financial wealth and benefits, it is crucial for family
members to preserve or extend the different dimensions of SEW derived from the firm,
including authority, control and power, job security and protection, identification in terms of
prestige, image and reputation, as well as social ties and business networks. Therefore, they
strive to maintain control, power and authority over the firm, keep a positive image, favourable
reputation and prestige, ensure job security and protection, uphold social ties and business
relationships, as well as sustain the family legacy for future generations and retain family
values, nepotism and altruism that permit the financial and non-financial wealth of family

members (Gomez-Mejia et al., 2007; Gomez-Mejia et al., 2011a).

Accordingly, concerning making strategic choices and managerial decisions, family firms
are primarily concerned about preserving the SEW of family members, where they avoid
undertaking firm practices and decisions that threaten SEW. Thus, as mentioned above, the
SEW preservation indicates an essential differentiation point between family and non-family
firms, capturing the family-oriented attitude and preference. Specifically, Berrone et al. (2012,
p.258) assert that ‘SEW is the most important differentiator of the family firm as a unique entity
and, as such, helps explain why family firms behave distinctively’, addressing the uniqueness of
family firm behaviour. This highlights the role of the affective endowments derived from the
firm in moulding firm practices and behaviour, and as such, differentiating between family and

non-family firms.

To study firms’ risk-taking decisions, Gomez-Mejia et al. (2007) apply a behavioural
agency model to the case of SEW in studying the firm behaviour of Spanish olive oil mills.
According to this model, the strategic choices and managerial decisions of firms are viewed as a
range of alternatives that vary in the potential gains or losses per a core reference point. Key
firm actors weigh the perceived benefits and costs per such a reference point based on a
‘subjective evaluation of what is important to their welfare, what is already accrued and what
can be counted on’ (Gomez-Mejia et al., 2011a, p.658). Family firms primarily use SEW,
regarding the non-economic benefits of family members, as a main reference point to frame
firm opportunities, problems and issues and undertake firm practices and decisions accordingly.
Therefore, based on the potential gains or losses of SEW, family firms make strategic choices

and managerial decisions that ensure preserving the non-economic utilities attached to the firm.

Family firms prefer to avoid the loss of SEW even if it entails bearing a higher business
risk (Gomez-Mejia et al., 2007). Thus, the preservation of SEW overlooks the financial
contributions and consequences as long as the prospective firm practices and decisions expose
SEW to risk, essentially deviating from the economic logic of running a business. According to

Gomez-Mejia et al. (2011a, p.659), ‘the pursuit of non-financial utilities, [...] family’s SEW,
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can best capture the family firm’s uniqueness and thus serve as a unifying analytical perspective

to explain differences in managerial choices.’

Therefore, defining and depicting a family-oriented attitude and preference, in this thesis,
| purport that SEW is a suitable and insightful basis to use in differentiating among and
classifying firms. Given the difference between family and non-family firms in firm practices
and decisions, the construct of SEW provides a vital foundation for detecting family — and by
default non-family — firm-like behaviour among firms. SEW is the most prominent aspect of
family-oriented identity, and as such, portrays a latent explanatory factor of the distinct
behaviour of family firms in comparison with non-family firms (Berrone et al., 2012; Cruz et
al., 2014). A growing body of research has shown the major differences in the firm practices
and decisions of family firms compared with their counterparts, implying a different approach to
business (e.g., Chen et al., 2010; Gomez-Mejia et al., 2010; Greenwood et al., 2010; Gomez-
Mejia et al., 2011b; Martin et al., 2016). As Gomez-Mejia et al. (2011a, p. 658) state:

The differences between family and non-family firms manifested in the research cannot
be easily reconciled with an economically driven logic and may be better explained by a

SEW preservation logic on the part of family members.

Particularly, the preservation of SEW outweighs the pursuit of financial gains if
undertaking certain firm practices and decisions exposes SEW to threat. This implies that the
SEW preservation can be in contrast to the primary economic business objective of profitability

and shareholders’ wealth maximisation — an economic logic of firm decision making.

2.5 Corporate Governance

2.5.1 Agency Theory

The founders of firms possess full control and ownership of the firm, passing it down to
future generations. Such system evolves with the growth of firms, separating ownership and
management in large firms. This results in shifting the control from entrepreneurs to hired,
professional managers as the ownership becomes dispersed among many shareholders — an
atomistic ownership (Davis and Thompson, 1994). As Bricker and Chandar (2000) point out, it is
proposed legally that the maximisation of returns for the benefit of shareholders, in relation to
their financial wealth, is the core economic business objective of firm operations, which indicates
legal support for the separation of ownership and management. When ownership and management
are separated, an agency relationship emerges. Jensen and Meckling (1976) define the agency
relationship as a contractual relationship wherein an agent is granted a certain degree of decision-
making power and requested to carry out operations and activities on behalf of the owners or

shareholders.
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Fama (1980) explains that owners hire decision-making specialists and professional
managers as agents who are required to make decisions that facilitate the greatest return for the
best interests of shareholders. Therefore, the agency relationship is created when the
accountability for decision making is delegated to one or more individuals by another, particularly
in exchange for payment and privileges. Agents are hired on account of their qualifications and
expertise in making sound judgements regarding the business and are assigned the role of making
all key decisions for the firm. Otherwise, owners can run the risk of making ineffective strategic
decisions if agents do not possess the knowledge and skills required to effectively manage and

direct the firm in terms of its strategic directions, the use of firm resources and control.

Emphasising the context of family businesses, the separation between ownership and
management is less prominent in most family firms, compared with non-family firms, as the
same individual(s) usually both own and manage the firm. According to Anderson and Reeb
(2004), firm performance is stronger amongst family-owned firms that appoint a family member
as the CEO rather than a non-relative. Redding (2002) states that the most probable reason for
such higher performance is that these firms operate with the goal of maintaining the benefits,
both financial and non-financial, of family members who usually concentrate their wealth in and

closely identify themselves with a single family business.

However, firms manged by family members are associated with two main agency-related
issues that need to be addressed and overcome as the business expands (Lee and Yeh, 2004).
The first issue is that family firms eventually need to hire outsiders who are not relatives to
obtain the necessary managerial expertise, manpower or skills that the business requires to
succeed as it grows, implying an agency relationship that gives rise to a potential agency
conflict. The second issue is that a portion of family ownership may need to be sacrificed to
acquire more capital to fulfil growth needs and requirements, raising issues related to the

minority owners’ rights and how they can be best protected.

The literature has presented numerous agency problems associated with businesses today.
In most cases, these issues follow the separation of ownership and management (Peng, 2004).
They specifically arise from the fact that first, shareholders often have little impact on the
operations and activities of major public firms due to asymmetric information, and second, there
is a lack of common objectives and interests between shareholders and agents, which suggests
an opportunistic behaviour of managers. Managerial opportunism, therefore, implies the self-
interests and self-serving behaviour of managers that emerge from the separation of ownership
and management when the interests of agents and shareholders, also referred to as principals,
are not aligned (Hitt et al., 2007), creating a principal-agent conflict (Type | agency problem).

The opportunistic behaviour of managers cannot typically be predicted, even by reputation; until
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a manager behaves in an opportunistic way, it is not possible to determine the opportunism of
the manager.

According to Jensen and Meckling (1976), agency theory mainly applies the notion of
contracts as symbols of the agency relationship itself, where agency theory emphasises the
principal-agent conflict and the identification of specific contracts offering the greatest level of
efficiency in the governance or control of agency relationship (Eisenhardt, 1989). Agency
theory is primarily concerned with business, contractual relationships that reflect the
fundamental nature of the principal-agent relationship, wherein the parties do not share the same

level of risk aversion or the same objectives but are involved in collaboration.

In other cases, agency problems arise from the presence of majority, controlling
shareholders who can control firms’ decision making and objectives, and perhaps overlooking
the interests of minority, non-controlling shareholders. This suggests the rise of a principal-
principal conflict (Type Il agency problem). Exerting significant influence, power and control
over the firm via ownership and/or voting rights, majority shareholders can pursue different
goals, preferences, concerns and interests at the expense of minority shareholders. A principal-
principal conflict implies imposing costs on non-controlling shareholders that can take the form
of sacrificing their overall returns to and expropriating their wealth by controlling shareholders.
Therefore, addressing the two key, agency-related issues arising within business relationships
represents the core of agency theory for which the protective CG configurations have come into

play to govern or control firms.

2.5.2 Corporate Governance Configurations

From a firm perspective, CG refers to the control system by which firms are guided,
directed and held responsible regarding their strategic directions and the use of business
resources for the best interests of shareholders (Fama and Jensen, 1983; Eisenhardt, 1989; Mair
et al., 2015). Specifically, given the potential principal-agent and principal-principal conflicts, it
addresses the means of control undertaken to manage the agency problems among firm
stakeholders, including both minority and majority shareholders and managers, controlling and
determining the firm direction and performance (Hitt et al., 2007). According to Mair et al.
(2015, p.716), ‘organisational governance is concerned with strategic (providing direction) and
controlling (monitoring and ensuring accountability) functions as well as managing
relationships.” Therefore, CG mainly comprises all practices adopted within firms to facilitate
the usage of business resources, guide their strategic direction and mitigate agency problems
between their stakeholders, maintaining firm efficiency, stability, competitiveness and survival

(Daily et al., 2003). Desai et al. (2005) explain that the primary purpose of CG is to determine
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the best methods to achieve effective strategic decision making, aiming the best interests of
shareholders.

Particularly, as Mair et al. (2015) assert, CG emphasises the overriding objective of
maximising shareholders’ wealth, as the dominant stakeholder group, by increasing firms’
financial returns. According to Schwartz et al. (2005), CG represents and supports the values of
firms by serving as a control system through which firms organise top managers and owners —
controlling and non-controlling — in situations where there can be a conflict of interests,
promoting the best benefit of shareholders. Therefore, CG supports and facilitates the
conformity of shareholders’ and managers’ interests and the protection of minority
shareholders’ rights. Filatotchev and Nakajima (2010) point to that the CG literature has mainly
focused on the application of internal CG configurations — introduced to address the issues of
managerial opportunism and the conflicts of interests — and their economic implications for firm
performance.

A lack of strong firm governance can result in significant agency problems, either between
principals and agents or among principals themselves, which can be reduced when effective CG
configurations are significantly invested in and put in place. While the issues associated with the
protection of minority shareholders’ rights and the alignment of shareholders’ and managers’
interests can be experienced within each firm, each is unique in nature. Therefore, the CG
configurations implemented by each firm to control such issues tend to vary greatly. The works
of Jensen and Meckling (1976) and Fama and Jensen (1983) represent some of the most
significant early publications on agency theory and CG configurations. They outline the two main
CG configurations that can be adopted to mitigate agency problems: first, the use of outcome-

oriented contracts and, second, the leverage of information systems.

Regarding the use of outcome-oriented contracts, the scholars assert that such contracts are
effective mediators because they unite the objectives of owners and agents by incentivising
common goals and minimising the conflict of interests. This can be achieved by granting
managers an executive compensation that effectively motivates them to act in the best interests
of shareholders, which reduces the risk of managers behaving in a self-serving manner — the
managerial opportunism (Jensen and Meckling, 1976). In comparison, they note that information
systems minimise the risk of managers’ opportunistic behaviour by ensuring that shareholders are
aware of agents’ operations and activities. Therefore, agents recognise that they are unable to
keep their behaviour and performance under the radar, and as such, they are less likely to engage
in managerial opportunism. This has been discussed extensively in research, for instance, the way
in which managers’ activities can be governed by the board of directors as an information system
(Fama and Jensen, 1983).
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The CG literature has essentially separated CG configurations into internal and external
categories (e.g., Walsh and Seward, 1990; Jensen, 1993). Other scholars, such as Tosi and Gomez-
Mejia (1994) and Zajac and Westphal (1994), have classified such configurations in terms of their
purpose — whether they are designed for monitoring or aligning interests. Examples of internal
and external CG configurations include the boards of directors and managerial remuneration, as
well as shareholders’ majority shares and the threat of takeover market, respectively. Monitoring
configurations include external blockholders and the boards of directors, while alignment
configurations include incentive-based compensation emphasising the managerial ownership and

performance-based incentives.

2.5.2.1 The Board of Directors

Jensen (1993) emphasises the role of the board of directors in ensuring that managerial
behaviour and performance are effectively guided, directed, monitored, controlled and
disciplined, with many other scholars highlighting the importance of the board as the core of
CG. The board of directors is ‘a group of elected individuals whose primary responsibility is to
act in the owners’ interests by formally monitoring and controlling corporation’s top-level
executives’ (Hitt et al., 2007, p.313). In agency theory, the board acts as an internal control
configuration that primarily serves the functions of monitoring and advising top managers,
where the directors on the board are elected by firm shareholders to act on their behalf (Hillman
and Dalziel, 2003). Acting on behalf of shareholders, the board of directors is held accountable
for the effective management of firm and serves as a representative and protector of the interests
of shareholders, which can only be achieved through the implementation of effective firm

governance (Hillman and Dalziel, 2003)

Therefore, the board of directors serves as a key mediator between managerial behaviour
and performance and shareholders’ interests, providing the latter with the necessary information
concerning the activities and operations of firms. Young (2000) asserts that the board of
directors possesses the authority to ensure that the interests and rights of shareholders are upheld
by the actions and operations of management and that managers are effectively incentivised and
disciplined, mitigating the self-interests and self-serving behaviour of managers and avoid
consequent scandals, such as that of WorldCom and Enron (Unerman and O’Dwyer, 2004).
However, as Aguilera (2005) notes, the board has been found to fall short of shareholders’
expectations in this regard, with managers often given excessive autonomy and discretion.
Accordingly, various parties — including policymakers, regulators and shareholders — may
demand that the board of directors becomes more effective and proactive in monitoring and
directing the behaviour and performance of management. Along with monitoring and advising
functions, the board is also a key source of business resources in terms of providing human

capital in the form of social ties and business networks, as well as skills, expertise and
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knowledge. The effectiveness of the board and, consequently, firm performance is believed to
be influenced by the structure of the board of directors in terms of board size and independence
(Hillman and Dalziel, 2003; Kiel and Nicholson, 2003; Lefort and Urzua, 2008; Guo and
Masulis, 2015; Liu et al., 2015).

Various studies have addressed the relationship between board size and firm
performance, but the findings have largely been controversial. Scholars such as Bushman et al.
(2004) and Boo and Sharma (2008) find that larger boards are associated with inefficiency,
ineffectiveness and communication issues; this mainly results from a potential free rider
problem, which actualises lower ability to monitor and guide managerial behaviour and
performance effectively. However, Kent and Stewart (2008) notes that it is not yet certain which
factor influences the other.

In contrast, Chiang and Chia (2005) and Haniffa and Hudaib (2006) assert that board size
is positively related to firm performance. In accordance with this, Anderson et al. (2004) and
Williams et al. (2005) state that board size is positively related to board monitoring
effectiveness. Additionally, Kiel and Nicholson (2003) propose that firm performance and board
size display an inverted U-shape relationship, wherein the firm benefits from greater knowledge,
senses, minds and expertise when additional directors are added to the board. However, the
scholars claim that, at a certain point, these benefits cannot outweigh the challenges associated

with large boards in relation to the free-rider problem.

Baysinger and Hoskisson (1990) explain that the directors of the board are categorised as
insiders, related outsiders, also known as affiliated directors, or outsiders. According to Zajac
and Westphal (1996), inside directors or insiders are board members who have been appointed
to a senior management position from within the firm and can provide insight into the
operations, activities and performance of firms as a result. Related or affiliated outsiders are
board members who are not part of the daily activities and operations of firms but are not
entirely third-party entities either, because they are contracted by or otherwise associated with
the firm. Outside directors or outsiders are board members who may have been appointed the
role of board member before the present CEO was hired or who may be a senior manager of
another firm and provide third-party guidance to the firm. Outsiders are assumed to be
effectively objective and independent of the firm in terms of their emotional and financial
attachments, which presumably enhances the efficiency and effectiveness of the board regarding
its monitoring and advising functions (Davidson et al., 2005; Peasnell et al., 2005; Koh et al.,
2007; Boo and Sharma, 2008).

Westphal and Milton (2000) point to that many perceive the board where most members

appointed are from within the firm, in senior management positions, to be less effective in terms
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of monitoring, directing, controlling and disciplining management compared with the board
with a smaller representation of internal senior managers. Similarly, Beasley (1996) asserts that
the board must be independent if it is to effectively monitor, guide, control and discipline
managerial behaviour and performance. Therefore, the board of directors is expected to be
comprised primarily of outside directors, given the requirements derived from the enactment of
the Sarbanes-Oxley Act of 2002 relating to improving the internal CG configurations of US
public firms (Valenti, 2008).

However, Tosi et al. (2003) note that from the managerial entrenchment perspective,
outsiders can be significantly influenced by the CEO of firms as a result of managerial power,
control and seniority. As such, agency-related issues cannot be fully solved with a majority
representation of outside directors alone. As Lorsch and Zelleke (2005) explain, the power and
influence of CEO within the firm can be limited by ensuring that the CEO does not also serve as
the board chair — CEO duality. Still, several issues can arise as a result of a high representation
of outsiders on the board of directors.

For instance, in line with the perspective of managerial entrenchment regarding
information asymmetry, Roberts et al. (2005) assert that outside directors are unable to provide
the same level of insight into and perception of the daily activities and operations of firms that
CEOs and other inside directors can offer, limiting the efficiency of the board concerning its
monitoring and advising roles. That is, if outsiders are able to maintain regular and effective
monitoring, advising and communication with inside directors, this obstacle can be overcome
with relative effectiveness. However, generally, when the majority of board directors comprises
outsiders, this level of access, connection and understanding cannot be acquired. As a result of
the inefficiency of the board relating to information asymmetry and depending on the costly
financial control configurations that bind executive compensation and firm performance instead,

monitoring and advising costs increase.

2.5.2.2 Executive Compensation

The economic basis of executive compensation stems from agency theory, maintaining
that firms look for the most efficient, optimal, compensation contracts to attract, sustain and
incentivise top managers (Conyon, 2006). Executive compensation is ‘a governance mechanism
that seeks to align the interests of managers and owners through salaries, bonuses, and long-
term incentive compensation, such as stock awards and options’ (Hitt et al., 2007, p.317).
Therefore, the plan or design of executive compensation seeks to mitigate potential managerial
opportunism, motivate the effort of top executives and prompt the alignment of managers’ and

shareholders’ interests.
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The executive compensation plan takes the form of fixed pay and variable incentive pay
that depends on the underlying purpose of incentive — whether to offer a bonus, an incentive of
short-term focus; or an equity-based compensation, an incentive of long-term focus, to increase
the accounting profit or maximise shareholders’ wealth by share price appreciation, respectively
(Murphy, 1999; Chalmers et al., 2006). According to Mehran (1995), for firm value
maximisation, what motivates managers is the form rather than level of executive compensation,
given the different executive compensation components of fixed, secure and variable, risky pay.
Therefore, executive compensation, in terms of total, salary, cash and incentive-based
compensation, is to be properly and smartly designed, incentivising and appealing the current

and prospective managers of the firm.

In particular, McGuire and Matta (2003) assert that a greater association between the
financial wealth of common shareholders and managers alleviates the risk of agency problems
or assists the firm in addressing such problems as they arise, given the risk-averse nature and
undiversified wealth of top managers. Hill and Stevens (2001) state that, for this reason, the
long-term incentive-based compensation for top executives is received well by the stock market
overall. In the United States in particular, executive compensation has increasingly focused on
short- and long-term incentive-based compensation, such as bonus and equity-based
compensation, respectively, linking managerial performance and pay. Gomez-Mejia et al.
(2003) note that because such incentive-based compensation is considered supportive of
shareholders’ interests in terms of controlling and disciplining managerial behaviour and
performance, executive compensation can minimise the pressure that shareholders place on the
board concerning the structure of the board of directors, consistent with the substitution effect

perspective (Williamson, 1983; Gnan et al., 2015).

Furthermore, stemming from the managerial opportunism perspective, the scholars also
suggest that shareholders tend to perceive the independent board with a high representation of
outsiders as being better able to ensure that the executive compensation of senior managers is
linked with firm performance, that is, coupling managerial performance and pay (Tosi Jr and
Gomez-Mejia, 1989; Miller et al., 2002; Martin et al., 2013). Commonly, the interests of
managers and shareholders are aligned through the internal CG configuration of executive
compensation, namely incentive-based compensation via managerial ownership and

performance-based incentives. According to Conyon (2006, p. 26):

By using stock options, restricted stock and long-term contracts, shareholders motivate
the CEOs to maximise firm value. In other words, shareholders try to design optimal

compensation packages to provide CEOs with incentives to align their mutual interests.
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The alignment of shareholders’ and managers’ interests builds on the idea of executives
being both effort- and risk-averse (Bloom and Milkovich, 1998). Tosi Jr and Gomez-Mejia
(1989) note that it is challenging to closely monitor managers’ actions and operations since their
opportunistic behaviour cannot be predicted. In this sense, as Eisenhardt (1989) notes, the
potential principal-agent conflict can be mitigated through the use of incentive-based
compensation, including bonus and equity-based compensation. Additionally, Jensen and
Meckling (1976) and Demsetz (1983) also assert that the degree of managerial ownership
possessed by the CEO is an essential CG mechanism that can be used to align the interests of
shareholders and managers, given the risk-aversion and undiversified wealth of top managers.
Similarly, Devers et al. (2008) state that shareholders” and CEOs’ respective levels of risk-
aversion are balanced through the incorporation of equity-based compensation, namely stock

options or other long-term variable incentive pay, as part of managerial remuneration.

Regarding executive compensation, Conyon (2006) points out that senior managers
receive a base salary, stock options that give them the right to purchase shares in the future at a
predetermined price, annual bonus tied to accounting-based performance measures and other
compensation, such as retirement plans, non-cash privileges, non-equity incentives and
restricted stock, which comprise the basic components of managerial remuneration. However,,
there are some issues related to the plan of executive compensation regarding their short-term

and long-term incentives that particularly cause the subject to be less straightforward.

The first issue is that the senior executives of firms make non-routine and complicated
strategic choices and managerial decisions based on the specific circumstance in question, with
many factors, some of which are unpredictable and uncontrollable, are involved in the decision-
making process in each case. > Although, the managerial remuneration of top managers tends to
be associated with the financial measures of firm performance that are simple to observe relative
to the strategic choices and managerial decisions being made, resulting in an inappropriate
judgement of the quality of managerial behaviour and performance (Hitt et al., 2007). The
second issue is that the decisions made and strategic choices undertaken by senior managers
tend to have a long-term impact on firm performance. Therefore, it is challenging to determine
how the actions and operations of management impact firm performance in the immediate

instance, and to evaluate managerial behaviour and performance accordingly.

The third issue is that it is not only the actions and operations of top executives that
influence firm performance. Therefore, given the surrounding business setting, it is challenging
to measure and assess the effect of strategic choices and managerial decisions due to the
influence of unpredictable legal, social, economic and other factors that can interfere and affect

the quality of managerial behaviour and performance. Accordingly, as Bryan et al. (2000)

39



2 Theoretical Background

assert, the effectiveness of incentive-based compensation concerning short-term and long-term
incentives can be questioned in terms of the actual motivation, control and discipline of top

management.

2.5.3 Corporate Governance of Family Firms

Despite the role of laws and regulations in issuing the standards and guidelines
concerning CG configurations, idiosyncratic factors of firms affect the setup of firm
governance. Therefore, CG remains an important area that reveals differences between family
and non-family firms, directing the attention of many scholars to identifying the underlying
reasons. Around 33% of the S&P 500 index’s US firms have an ownership structure
characterised by family members owning 18% of the outstanding shares (Hitt et al., 2007). The
extant literature has largely shed light on firm governance as a key distinguishing aspect
between family and non-family firms (e.g., McConaughy, 2000; Gomez-Mejia et al., 2003;
Miller and Le Breton-Miller, 2006; Jaskiewicz and Klein, 2007; Bettinelli, 2011).

Among other factors, the concentrated ownership context, such as that in family
businesses, suggests that the dominant or controlling shareholders represent an external CG
mechanism that scholars primarily address as a substitute for the respective controlling roles of
internal CG configurations, such as the board of directors and executive compensation.
Resulting from the substantial incentive created by the large shareholdings, the dominant
shareholders, namely family shareholders, play a direct and effective monitoring role in
alleviating the potential managerial opportunism or the ‘vertical agency problem’ between
shareholders and managers (Lefort and Urzua, 2008); that is a principal-agent conflict.
However, at the same time, the dominant shareholders are believed to exert significant power,
control and influence, relating to their large shareholdings, over firm practices and decisions in
the name of fulfilling self-interests, goals and preferences, which can be at the expense of

minority shareholders.

As such, the presence of dominant shareholders tends to create other pervasive agency
problem that emerges between controlling, majority shareholders and non-controlling, minority
shareholders, presenting a ‘horizontal agency problem’ (Lefort and Urzua, 2008); that is a
principal-principal conflict. The root of this problem is in the potential expropriation of financial
wealth from minority shareholders, particularly in terms of making decisions and undertaking
practices that are closely aligned with the preferences, objectives and interests of controlling
shareholders at the cost of non-controlling shareholders. Therefore, a key complication of the
concentrated ownership context of family firms is its impact on CG configurations relative to

the dispersed ownership context of non-family firms due to its substitution and expropriation
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effects. The type and severity of potential agency problems indicate that family firms vary from

non-family firms regarding firm governance, presenting a distinct business setting.

Relating to the monitoring role of dominant shareholders, the CG literature has addressed
that the ownership concentration and both the representation of outsiders on the board and board
size are negatively related (e.g., Bozec and Bozec, 2007; Misangyi and Acharya, 2014). In this
relationship, the ownership concentration essentially substitutes the respective controlling role
of the board relating to its monitoring and advising functions; this limits the necessity of large
and independent boards. However, despite the substitution effect of the ownership concentration
in the direct and close monitoring of managerial behaviour and performance, the dominant
shareholders have a substantial incentive to keep weak internal controls that expediate wealth
expropriation and fulfilment of self-interests (Bozec and Bozec, 2007).

As CG aims to grant maximum returns on investments for the best interests of
shareholders (Shleifer and Vishny, 1997), the ownership concentration may contradict such an
overriding objective in terms of its expropriation effect. Specifically, as controlling
shareholders, family shareholders actively seek and enjoy the presence of directors who
effectively promote or at least do not hinder attaining their preferences, goals and interests
(Lefort and Urzua, 2008) irrespective of minority, non-family shareholders. Accordingly,
compared with non-family firms, the boards of family firms lack independence and tend to be

smaller to maintain effective control, power and communication.

Also, building on the monitoring role of controlling shareholders, the ownership
concentration presents a substitute for incentive-based compensation, including bonus and
equity-based compensation, mitigating the need for coupling managerial pay and performance.
According to Kraft and Niederprum (1999, p.20), ‘if concen