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I Percentage Family

I Ownership (5% + : Percentage Later

family member in | Percentage Founding | Generation
T™T) I CEO ownership Ownership
I Model 1 Model2 Model3 Model4 ModelS5S Model 6
Historical ~ Social  Historical  Social  Historical  Social
Family Firm Variable -0.63%*  -1.09*** ] 3k¥E [ 4]kFE ] 63F*F ] STH¥*
(Performance - aspiration
level) <0 1.31% 0.92% 1.52% 0.76* 1.36* 0.88%*
(Performance - aspiration
level) >0 -1.56* -0.35 -1.27* -0.35 -1.25* -0.36
Absorbed slack -0.08 -0.06 -0.05 -0.04 -0.02 -0.03
Unabsorbed slack 0.13* 0.14%* 0.15* 0.15*  0.13% 0.17*
Potential slack o 0.27** 0.21%* 0.25%* 0.3%* 1 0.14% 0.17*
Family Firm x (Performance - : : :
aspiration level) <0 I 0.58%* 0.44* I 0.48%* 0.37* I 0.62%%* 0.36*
Family Firm x (Performance - | I I
aspiration level) > 0 } -0.37* -0.4* } -0.39* -0.26* } -0.21 -0.11
Family Firm x Absorbed I I I
Slack | 001 002 1 001 001 1 003 0.02
Family Firm x Unabsorbed i i
Slacky i -0.09* -0.06* i -0.06* -0.08* i -0.07* -0.06*
Family Firm x Potential Slack | -0.12*  -0.08* | -0.11*  -0.09* | -0.11*  -0.10%
Distance from Bankruptcy | -0.02 0.03 | -0.03 004 | 03 -0.01
In(Assets) o013 0.11% | 0.14% 0.12% | 0.18%  0.17%*
R&D Intensity L 009* 007 | -0.06 0.06 | -0.03 -0.07
Advertising Intensity i 007 -0.04 i 006 -0.04 i 006 -0.06
1 1 - * - % - * - - -

Capital Ir?tens1ty . I 0.13 0.09 I 0.09 0.05 I 0.04 0.05
No. of Prior Acquisitions i 0.10%* 0.12*%* i 0.11%* 0.17** i 0.15%* 0.15%*
Value of Prior Acquisitions i 0.10%** 0.08** i 0.07** 0.04 i 0.06 0.05
Tobin's Q : 0.40%**  ().34%** : 0.23%* 0.12 : 0.19% 0.15%
In(Free Cash Flow) I 036%**%  0.21%* | 0.34%* 0.27%**1 0.28%* 0.26**
Unsystematic Risk I 0.14* 0.12%* I 0.11* 0.12%* I 0.13* 0.11*
Upsystema‘uc Risk x Family : : :
Firm | 0.08%* 0.07* | 0.09* 0.08* 1 0.09% 0.08%*
Outside Blockholders I 0.15% 0.17 1 0.05 0.05 0.13* 0.19**
Weibull Shape Parameter 0.871 0.843 0.864 0.834 0.829 0.844
Industry Controls Yes Yes Yes Yes Yes Yes
Firm Fixed Effects Yes Yes Yes Yes Yes Yes
Number of Observations 9136 10524 5305 6003 3831 4521
Number of Acquisitions 654 827 507 536 366 438
Likelihood Ratio (chi2) 389.457*%*  303.044*** 399 387*** 308 (04*** 306.734*** 3(08.786***
-LL2 770.533 743.303 750.336 737.843 789.033 834.837

™ p<0.001¢ “p<0.01; "p<0.05

Table 6: Weibull regression for hazard of acquisition
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I Percentage Family
: Ownership (5% +

Percentage Later

I I
I I
| |
| family member in | Percentage Founding | Generation
I TMT) I CEO ownership I Ownership
| Model 1 _Model 2] Model 3 _Model4i Model 5 Model 6
i Historical ~ Social i Historical ~ Social i Historical ~ Social
Family Firm Variable I 0.17* 0.15* 1 0.17* 0.14* 1 0.07 0.16*
(Performance - aspiration i i i
level) < 0 I 027 -0.15% | -03* 007 |} -012¢+ 013
(Performance - aspiration I I I
level) >0 I 0.03 0.02 1 0.03 0.03 1 0.02 0.01
Absorbed slack I 0.02 0.02 1 0.02 0.01 ] o0.01 0.00
Unabsorbed slack l-0.08* -0.07% 1 -0.13* -0.16% 1 -0.14% -0.12%*
Potential slack | -0.11* -0.14* | -0.12% -0.13* ] -0.08* -0.1%*
Family Firm x (Performance - : : :
aspiration level) <0 1 -0.10%* -0.07* 1 -0.08%* -0.05 1 -0.07* -0.08*
Family Firm x (Performance - I I I
aspiration level) > 0 I 0.03 0.01 I 0.01 0.4 I 0.02 0.01
Family Firm x Absorbed : : :
Slack I -0.01 0.02 I 0.01 0.01 I 0.01 0.01
Family Firm x Unabsorbed | I I
Slacky I 0.04% 0.03* | 0.07* 0.06* | 0.05* 0.04*
Family Firm x Potential Slack | 0.08* 0.07* 1 0.07* 0.07* 1 0.07* 0.06*
Distance from Bankruptcy | -0.01 0.02 | -0.03 001 | -0.04 -0.01
In(Assets) I -0.13%*  0.12%* | -0.10*  -0.05 | -0.08*  -0.09%
R&D Intensity L 0.17%%  0.15% | 0.22%+  024% | 0.15%  0.02
Advertising Intensity i 0.04 0.03 i 0.05 0.03 i 0.04 0.04
Capital Intensity 1 0.06 0.08 1 0.03 0.06 1 0.11%* 0.12%*
No. of Prior Acquisitions i 0.13* 0.19* i 0.10 0.07 i 0.13* 0.11*
Value of Prior Acquisitions : 0.21%** 0.17%* : 0.22%* 0.16* : 0.09* 0.07
Tobin's Q I 0.39%%*  0.27*%**1 0.15% 0.14* 1 -0.19*  -0.014*
In(Free Cash Flow) I 0.43%%%  0.26%* | 0.14* 0.11% ] -0.33%**  (.24%*
Unsystematic Risk I -0.13% -0.12% | -0.12% -0.12% | -0.13% -0.11*
girﬁswmatic sk Family i -0.07* -0.06* i 0.07* 0.06* i 0.11%* 0.06*
I . . I = . = . I = . = .
Outside Blockholders I 0.16** 0.14* 1 0.09 0.06 I 0.17***  (.19%**
I I
Industry Controls I Yes Yes I Yes Yes I Yes Yes
Firm Fixed Effects I Yes Yes | Yes Yes | Yes Yes
Number of Observations | 9136 10524 | 5305 6003 | 3831 4521
Number of Acquisitions 654 827 | 507 536 | 366 438
Likelihood Ratio (chi2) I 100.78%**  108.78%** I 196.27*%*%  103.69%** I 117.94%%%  []13 53%*
-LL2 I 299.53 396.6 I 416.2 512.06 I 493.61 518.26

*kok

p<0.001°¢ “"p<0.01; “p<0.05

Table 7: Random effects FGLS two-limit Tobit regression
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4.4.6 Results

Table 5 shows the mean, standard deviations, and zero-order correlations. Table 6
shows the results of Weibull regression to test the hypotheses on hazard of
acquisition,” and Table 7 presents the results of random effects FGLS two-limit Tobit

regression to test the hypotheses on relatedness of acquisitions.

In Tables 6 and 7, performance discrepancy calculations are based on historical
comparisons (Models 1, 3, and 5) and on social comparisons (Models 2, 4, and 6).
Hypothesis 1 proposes that family ownership lowers the likelihood of acquisition
(percentage Family Ownership: pB= -0.63, p<0.01, B= -1.09, p<0.01; percentage
founding CEO ownership: p= -1.30, p<0.01, p= -1.41, p<0.001; percentage later
generation ownership: f=-1.63, p<0.001, p=-1.57, p<0.001).

Hypothesis 2 proposes that with increasing gaps in historic aspirations
(percentage family ownership: = 0.58, p<0.05; percentage founding CEO ownership:
B= 0.48, p<0.05; percentage later generation ownership: f= 0.62, p<0.05) and social
aspirations (percentage family ownership: p= 0.44, p<0.05; percentage founding CEO
ownership: B= 0.37, p<0.05; percentage later generation ownership: = 0.36, p<0.05),

the likelihood of acquisition increases.

We find support for the behavioral argument that both unabsorbed and potential
slack have a positive effect on acquisition hazard rates. Absorbed slack remains
insignificant in both models. In Hypothesis 3, we argue that under increased slack
search, family firms are less likely to engage in acquisitions. Although the coefficients
for unabsorbed slack and family firm interaction are insignificant, coefficients for
unabsorbed slack and potential slack are negative and significant for all three types of
family firm measures. Therefore, supporting Hypothesis 3, family firms engaging in

unabsorbed and potential slack search are less likely to acquire firms.

Table 7 displays the estimates for FGLS random effects two-limit Tobit
regression of acquisition relatedness. Even though not explicitly hypothesized, we find
evidence that family ownership increases the relatedness of acquisitions. Hypothesis 4
suggests that family ownership strengthens the tendency to acquire unrelated targets

(percentage family ownership: B= -0.10, p<0.05, B= -0.07, p<0.05; percentage

? Taking the exponential function of the estimated coefficient indicates the contribution of the coefficient to the
overall hazard rate.
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founding CEO ownership: B= -0.08, p<0.05, p= -0.05, p>0.10; percentage later
generation ownership: B= -0.07, p<0.05, = -0.08, p<0.05). Therefore, except for
social problemistic search under founding CEO ownership, family firms are more
likely to acquire unrelated firms under problemistic search. Alternatively, family firms
are more likely to acquire related firms under unabsorbed slack (percentage family
ownership: = 0.04, p<0.05, p= 0.03, p<0.05; percentage founding CEO ownership:
B= 0.07, p<0.05, B= 0.06, p<0.05; percentage later generation ownership: = 0.05,
p<0.05, B= 0.04, p<0.05) and potential slack (percentage family ownership: B= 0.08,
p<0.05, B= 0.07, p<0.05; percentage founding CEO ownership: B= 0.07, p<0.05, B=
0.07, p<0.05; percentage later generation ownership: f= 0.07, p<0.05, B= 0.06,
p<0.05).

4.4.7 Post-hoc Analysis — Stock Market Penalty for SEW preservation

To further support our argument that acquisitions in family firms are driven by SEW
motives, assessing differences in stock market reaction following acquisitions by
family and nonfamily firms could indirectly explain the presence of SEW. If family
firm acquisitions are driven by SEW motives, then stock market investors focusing on
economic gains should discount these acquisitions, as such decisions are not likely to
enhance family firm value. Therefore, stock market reaction for family firms should be
more negative (or less positive) compared to nonfamily firms, ceteris paribus. If the
stock market discounts the SEW component, stock market reaction will be less

positive for a favorable event and more negative for an unfavorable event.

Stock market reaction. To assess this possibility, we start by measuring long-
and short-term stock market reactions: (1) 3-day cumulative abnormal return (CAR),
(2) 7-day CAR, (3) 12-month buy-hold return (BHAR), and (4) 36-month BHAR. The
long- and short-term effects of acquisitions are increasingly central to measuring
acquisition outcomes (Cording, Christmann, and Weigelt, 2010). CAR is based on
standard event study methodology. The acquirer’s predicted stock return is calculated
on trading day t = -170 to ending day t = -21 to estimate daily returns; abnormal

returns are calculated using:

rnr=a+frm;+ &
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where 1; is daily return for the acquirer on day ¢, rm, is the daily return for
value-weighted S&P 500, a and S are firm specific parameters, and ¢; is independent
and identically distributed. Using a and 8, we predict daily return R; on day t, or the
day of the announcement. We then subtract predicted return R; from actual return 7.
The cumulative abnormal return is the sum of abnormal returns over the three-day
window [-1, 1] for three-day CAR and seven-day window [-3,3] for seven-day CAR.
We calculate returns for both 12-month and 36-month periods after the announcements

using the following equation:
BHAR;y = [17_,(1 + AR;) — 1.

Matching family and nonfamily firms. To capture differences in stock market
reaction for family and nonfamily firms, we code each firm to indicate whether it faces
problemistic search (=1, =0 otherwise) or slack search (=1, if slack above 4-digit SIC
code median), and the nature of acquisitions (=related [=1] if three digit SIC code
matches the acquirer; =0 otherwise, or unrelated). Using psmatch? package in Stata
11, we match firms based on nearest neighbor approach without replacement.'® The
matching variables are control variables and the closest announcement window in the
six-month period. Next, we create ten pools of matched announcements
(Supplementary Material for Review [SMR]; first column of Table SMR.1). In each
pool, we compare stock market reaction to announcement by matched family and

nonfamily firms.

Difference in stock market reactions for each pool is measured by assessing
difference in means.'' As shown in Table SMR.1 (in Supplementary Material for
Review [SMR]), differences in stock market reaction in the long run are not
significant. Short-term stock market reactions are more negative when family firms
acquire unrelated targets under negative performance discrepancy. The stock market
reacts more negatively when family firms acquire related targets under unabsorbed or
potential slack. More negative stock market reaction indicates that acquisition
decisions by family firms are considered value-reducing in the short run; the stock

market could be discounting for family firm preference for preserving SEW.

10 The findings are robust to alternate matching processes: nearest neighbor, radius, kernel, caliper, genetic
matching (genetic matching algorithm GenMatch by Sekhon (2007)).

11 b1—b;

Z= JGe)2+(s.e2)?
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4.4.8 Additional Robustness Analysis

To assess the robustness of our inferences, instead of using a5% cutoff for our three
operationalizations for family firms, we use 10% (Supplementary Material for Review
[SMR] Table SMR.2) and 20% cutoffs (Supplementary Material for Review [SMR]
Table SMR.3). Although effect sizes are stronger with higher cutoffs, we do not find

differences in direction of estimates. Thus, our statistical inferences remain the same.

Second, based on Miller, Breton-Miller, and Lester (2010) we use two
additional operationalizations of related diversification: (1) three-digit [l1=related;
O=unrelated] and (2) four-digit [1=related; O=unrelated] SIC code match. Results in
Table SMR .4, based on random effects logit, support our inferences for Hypotheses 4
and 5.

4.5 Discussion

Management research shows an increasing interest in ownership types as opposed to
ownership levels to explain differences in firms’ strategic actions (e.g., Claessens et
al., 2002; Connelly et al., 2010; Daily et al., 2003; David et al., 2010; Miller et al.,
2010; Ramaswamy et al., 2002; Thomsen & Pedersen, 2000). In the present paper, we
explore family ownership that exhibits a preference for SEW preservation (Gomez-
Mejia et al., 2011) and discuss how this ownership type biases timing and relatedness
of acquisitions. We thus add to a socially conditioned view of ownership (Fiss &

Zajac, 2004; Miller et al., 2010) and make three distinct contributions to the literature.

First, by combining the SEW perspective and the behavioral theory of the firm,
we extend prior acquisition research with regard to the influence of ownership types
on firm acquisition activity. We show that family firms are more likely to acquire
when performance falls below aspiration levels, with further performance decreases
accelerating this process. In the face of financial decline, family firms are inclined to
acquire as a way to control declining performance, and enhance financial wealth and
SEW. We thus find further evidence for lyer and Miller’s (2008) arguments that firm
actors are not constantly searching for targets and that acquisition timing is biased by
performance feedback. Accordingly, we open the black box of the interplay between
nonfinancial and financial motivations to engage in acquisitions, a topic recently raised

in acquisition research (Haleblian et al., 2006).
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Our results also answer the question of what is acquired, that is, how related are
the resource bases of the acquired and the acquiring firm. We reconcile the partly
conflicting views of Miller et al. (2010) and Gomez-Mejia et al. (2010): While the
former emphasize portfolio risk considerations that should lead to more unrelated
acquisitions, the latter draw from the SEW perspective and implicitly suggest that
family firms should acquire more related firms. Through our contingency perspective,
we solve this puzzle and suggest that when performance falls below aspiration levels,
concerns for losses of SEW outweigh benefits from portfolio risk diversification via
(unrelated) acquisitions. When performance falls below aspiration levels, however,
preferences progressively reverse, with wealth diversification receiving a higher

priority.

Second, we complement SEW and family business literatures (Gomez-Mejia et
al., 2011; Schulze & Gedajlovic, 2010) by examining how SEW biases family firm
acquisition behavior. By drawing from the behavioral theory of the firm and blending
it with the SEW perspective, we hope to place family business studies on more solid
theoretical ground. We extend previous family business research by showing that
owners who exhibit SEW concerns do not necessarily engage in stable business
behaviors, as previously argued (e.g., Berrone et al., 2010; Gomez-Mejia et al., 2007).
We also bridge silos of knowledge (Okhuysen & Bonardi, 2011). While the SEW
perspective makes general predictions about the relative attractiveness to engage in
corporate-level strategies, behavioral theory considers the context in which actions
likely occur. While SEW writings shed light on the goal set of owners, behavioral
theory clarifies how these goals impact the decisions of firms. The behavioral theory
emphasizes the role of slack; SEW writings overlook its role. Both theoretical lenses
benefit and inform each other; when combined, they portray family firm behavior

more realistically than either does alone.

Third, we speak to the behavioral theory of the firm, supporting the argument
that behavioral theory can explain corporate-level phenomena (Iyer & Miller, 2008).
We also show that the positive effect of slack on experimentation, such as through
acquisitions, is tempered in the presence of SEW. Equipped with high levels of SEW,
owners are less inclined to see slack as extended leeway to experiment but rather as a
cushion that enables further pursuit of socioemotional goals. Slack, then, disguises

opportunities related to acquisitions, lowers perceived threats of performance
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thus run the risk of overseeing an important aspect of ownership influences on
divestiture activity: Concentrated ownership positions per se offer the power to
influence firm outcomes, but accounting for distinctive motives of different ownership
types may be necessary to develop a comprehensive understanding of ownership
concentration as firm-level driver for divestiture activity. For instance, family firm
literature suggests that family owners exert an unique influence on various firm-level
activities, such as R&D expenditures, diversification, and acquisitions (Chrisman &
Patel, 2012; Gomez-Mejia et al., 2010; Miller et al., 2010). Consequently, the analysis
of family owners’ influence on divestiture activity offers the opportunity to augment
our understanding of ownership concentration as a firm-level driver of divestiture

activity.

In this study, I examine divestitures in large, publicly listed firms in order to
determine the influence of ownership types on divestiture activity, understood as the
occurrence of at least one divestiture in a given year. More particular, I ask what may
drive family firms’ inertia towards divestiture activity and under which circumstances
this inertia may be eliminated. My central argument is that family control — both its
current level as well as its duration — hinders divestitures in family firms, but that the
inertial attitudes in family firms change when performance decreases. I further argue
that the change of attitudes regarding divestitures in family firms may be intensified
through family firms’ media coverage linking family owners visibly to their firms.
Literature on family firms, in essence, contends that strategic decisions in family firms
are evaluated primarily against socioemotional criteria (Gomez-Mejia et al., 2007,
Gomez-Mejia et al., 2010). The preference for socioemotional wealth'? (SEW) in
family firms, though, lowers with deteriorating performance. In other words, when
performance decreases in large, public family firms, family-external stakeholders’
scrutiny will increase (Miller et al., 2012a) and, consequently, family owners may
allow economic criteria to gain prominence in an effort to restore support for the SEW
agenda (Cennamo, Berrone, Cruz, & Gomez-Mejia, 2012; Gomez-Mejia et al., 2010).
Increasing the salience of family owners’ responsibility for firm outcomes, family
firms’ media coverage in conjunction with family owners strengthens this effect

further and activities, such as divestitures in situations of deteriorating performance,

12 Socioemotional wealth refers to “financial aspects of the firm that meet the family's affective needs, such as
identity, the ability to exercise family influence, and the perpetuation of the family dynasty” (Gomez-Mejia et
al., 2007; p. 106).
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Thomas, 1988). Given the abundant body of literature demonstrating the positive
effect of divestitures on firm performance (Lee & Madhavan, 2010), a commonly
accepted view is that divestiture activity represents the norm rather than the exception
in responding to poor performance. Besides poor financial performance, excessive
diversification caused, for instance, by unrelated acquisitions has been found to
increase firms’ propensity to divest. In these cases, divestitures of unrelated units are
executed in an effort to return to industry-average levels of diversification (Bergh,
1997; Markides, 1992), as could be observed, for example, after the conglomerate
waves during the 1980s (Markides, 1995). Firm size and firm age have also been
proposed as influences on divestiture activity. However, mixed evidence has been
found by studies analyzing various size and age variables (for an overview see Brauer,
2006). More recently, technological change (Kaul, 2011) and better opportunities in
new fields (Berry, 2010) have been suggested as factors affecting firms’ propensity to

divest outdated business.

Governance mechanisms, i.e., the incentive and supervisory systems that
determine how a firm is governed, have been proposed as further firm-level antecedent
to firms’ decision to divest (Brauer, 2006; Moschieri & Mair, 2008). Within this
context, studies have increasingly focused on the role of concentrated ownership, i.e.,
ownership that is equipped with the power to monitor managers effectively, as an
antecedent to divestiture activity (Bergh, 1995; Chatterjee et al., 2003; Hoskisson et
al., 1994; Tuschke & Sanders, 2003; Villalonga & McGahan, 2005) and find evidence
that blockholders, i.e., shareholders with concentrated ownership positions (normally
more than 5%), “often serve as driving force behind divestitures” (Bergh & Sharp,
2012; p. 2). Deriving hypotheses from agency-theoretical frameworks that assume
profit-maximizing owners, most research of this governance stream suggests that
ownership concentration limits managers’ opportunities in avoiding divestitures to
satisfy their desire to manage large firms. With only few exceptions (see, e.g., Sanders,
2001), concentrated ownership, and thus effective governance according to agency

theory, has therefore been found to be favorable for value-enhancing divestitures.

5.3.2 Family Owner’s Socioemotional Wealth and Divestiture Activity

Research that treats ownership solely as measure of governance quality may oversee

important aspects related to this construct that go beyond agency theory. As a result,
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the explanatory power of such approaches may be limited. More particular, despite
evidence of heterogeneity between ownership types (Connelly et al., 2010; Fiss &
Zajac, 2004), agency theory’s assumption that ownership concentration may first and
foremost serve as a corporate governance mechanism implicitly disregards this
heterogeneity (Kang & Sorensen, 1999). Consequently, scholars argue that research
concerned with the influence of ownership on firm-level activities may benefit from a
differentiation between ownership types (Connelly et al., 2010). Family owners, for
instance, differ from other blockholders, such as banks, institutional investors, or
governments, with regard to their specific priorities: Whereas in most bank-,
institutional investor-, or government-controlled firms profit (or shareholder value)
maximization may be the dominant motive, such economic decision criteria may be

overlain by socioemotional decision criteria in family firms (Miller et al., 2010).

The concept of SEW (Gomez-Mejia et al., 2007) embraces family owners’
socioemotional utilities from organizational ownership, such as upholding an
entrepreneurial tradition in controlling a firm (Zellweger et al., 2012), generating a
positive family image and reputation (Berrone et al., 2010), and enjoying favorable
recognition in the community (Corbetta & Salvato, 2004; Schulze et al., 2003a); in
fact, both the salience and the worshipping of socioemotional utilities from
organizational ownership may be what separates family firms from firms with other

ownership configurations (Gomez-Mejia et al., 2011).

Theoretically, SEW goes back to scholars who develop behavioral models for
decision making. In their views, decision making changes with problem framing (see,
e.g., Wiseman & Gomez-Mejia, 1998). Prospect theory (Kahneman & Tversky, 1979),
with its fundamental argument that decision makers fear first and foremost losses, not
risks, serves as the theoretical foundation for many of these models, especially in the
field of management (Holmes, Bromiley, Devers, Holcomb, & McGuire, 2011). As
framing depends on reference points, i.e., points from which alternatives are evaluated
as gain or loss, the reference point is decisive for strategic decision making. As put
forth by family firm scholars (Berrone et al., 2010; Gomez-Mejia et al., 2007; Gomez-
Mejia et al., 2010; Zellweger et al., 2012), SEW is expected to influence the reference
point in a fashion that most strategic decisions have a dual meaning in family firms:

They are directed by socioemotional and economic considerations; moreover, the
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evaluation against potential gains or losses in SEW are considered to be the dominant

consideration for family owners.

The essence from the literature on SEW is that family owners are loss averse
with respect to their SEW (Chrisman & Patel, 2012b; Gomez-Mejia et al., 2007). More
specifically, “family firms are likely to frame relinquishing their socioemotional
wealth as a crucial loss” and, therefore, may be expected to avoid any activity that
might do so (Gomez-Mejia et al., 2007; p. 111). More formally, SEW may impose a
strong inertial pressure in family firms (Hannan & Freeman, 1984). In other words,
SEW may induce inertia in family firms when it comes to activities that would

threaten any socioemotional benefit or, even worse, impose socioemotional costs.

However, SEW is a non-trivial system, consisting of dimensions individually
defined by family owners’ specific utility functions. Hence, family firm literature
proposes a variety of dimensions defining family owners’ SEW that may be
understood as distinctive drivers for potential socioemotional costs and benefits of
strategic actions, such as divestitures, in family firms (Berrone et al., 2012; Gomez-
Mejia et al., 2011). A well-established SEW dimension is family owners’ desire to
perpetuate family control and, thus, to uphold the entrepreneurial legacy of the family
(Chua et al., 1999; Zellweger et al., 2012). Moreover, earlier SEW research suggests
that family control may be further differentiated into current family control and the

duration of family control (Zellweger et al., 2012).

Current family control is essential for setting a socioemotional reference point,
since control is what allows owners to replace economic reasoning with
socioemotional criteria of their own choosing (Carney, 2005). However, arguments for
why current family control in itself creates SEW can also be developed. First, the
power to implement decision criteria so that firm outcomes approximate family
owners’ specific values and aspirations may endow families with satisfaction or, in
other words, may be understood as socioemotional benefit (Carney, 2005). Second,
fulfillment of belonging, affect, and intimacy — drivers of socioemotional wealth —
may be understood as direct consequence of family control (Zellweger et al., 2012).
Third, enhanced family control may lower external stakeholders’ voices in questioning
particularistic firm practices in family firms (Miller et al., 2012a). That is, when family

control limits external stakeholders’ power in questioning legitimacy, threats for
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negative consequences from family firms’ SEW-driven nonconformity, e.g., damage

to the family’s reputation, vanish and family owners may enjoy higher levels of SEW.

Divestitures may be perceived as crucial SEW loss in family firms, irrespective
of any potential for economic gain, since such activity represents an obstacle to family
owners’ desire to perpetuate the current level of family control (Salvato et al., 2010;
Sharma & Manikutty, 2005). Any divestiture goes hand in hand with a loss of direct
control in the divested unit. There are few other decisions in family firms in which the
loss of family control becomes more salient than in the case of a divestiture, meaning
that the difficulty — if not impossibility — of retaining the same level of family control
while divesting business units hinders divestiture activity in family firms (Salvato et
al., 2010). More particularly, divestitures decrease family owners’ control over critical
decisions within the firm, e.g., employment decisions. Family owners may no longer
be able to constitute family control by assigning family members to responsible
positions within the family firm, e.g., appointing a family member as head of a
business unit, reducing their opportunities for nepotism and / or providing family

members with an income source (Cruz et al., 2010b).

In large, public family firms, family ownership may be understood as family
owners’ desire for current control. In other words, high family ownership levels signal
the strong wish of the family to exercise control over the family firm, since family
owners interested in economic wealth rather than SEW could easily sell the shares on
the market to diversify their wealth. Accordingly, I argue that current family control
influences the socioemotional reference point, meaning that a loss in SEW from
divestitures appears larger when family ownership — a measure of a family’s desire for

current family control — is high. Hypothesis 1 summarizes this argument.
HI1: Family ownership lowers the probability of divestiture activity in family firms.

A further source of SEW is seen in family owners’ duration of control.
Research finds that family firms with similar levels of family ownership appear to
behave with substantial further heterogeneity (Zellweger et al., 2012). An argument
that has been put forth to explain such heterogeneity is the difference between a
family’s desire for current control and the duration of family control. In contrast to
current family control, which is associated with power and legitimacy rationales for

SEW influences on family firm activities, a focus on the duration of family control



111

highlights family owners’ emotional attachment and the resulting wish for continuity
as a rationale for SEW influences. Drawing parallels to marketing literature, it may be
argued that psychological appropriation and the personal meaning of the ownership —
which creates a perceived singularity in the relationship between a family and the firm
and, thus, an SEW benefit — is just as likely for family firms as for the inanimate
objects which are the unit of analysis in marketing research (Belk, 1988; Belk, 1991;
Schultz Kleine, Kleine, & Allen, 1995; Schultz Kleine & Menzel Baker, 2004). Hence,
just as emotional attachment to inanimate objects grows over time, family owners’
level of SEW has been found to increase with the duration of family control
(Zellweger et al., 2012).

Divestitures not only affect SEW negatively through their effect on current
levels of control, but may also threaten SEW that was created from the duration of
family control. Given a history of family control, family firms may be locked-in in
their current strategic positioning (Konig, Kammerlander, & Enders, 2012; Sydow,
Schreyogg, & Koch, 2009); inertia towards changes of this position induced by
duration of family control may be the consequence. Furthermore, duration of family
control can be understood as an expression of family owners’ desire for continuity, but
divestitures, in many regards, may be an obstacle to this desire (Salvato et al., 2010).
In an extreme scenario, divesting a unit, irrespective of the economic rationality, may
for some family owners feel like betraying the family firm’s legacy — something that

would harm SEW dramatically.

Divestitures threaten SEW induced by duration of family control and, given
family firms’ loss aversion with respect to SEW (Berrone et al., 2010; Gomez-Mejia et
al., 2007; Gomez-Mejia et al., 2010), such activities become less likely when family
owners influence firm affairs. Hence, I argue that longer durations of family control,
measured by the duration of family ownership, lower the probability of divestiture

activity in family firms.

H2: The duration of family ownership lowers the probability of divestiture activity
in family firms.
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5.3.3 Relative Performance Levels and the Influence of Socioemotional Wealth

SEW induced by both family owners’ desire for current family control and their
worshipping of duration of family control creates inertial pressures towards
divestitures in family firms. Literature on organizational inertia, however, suggests
that inertia, i.e., the tendency to prefer the status quo over change, may be overcome
by market forces that could represent a threat if not responded to adequately, such as
unfavorable performance levels (D'Aunno, Succi, & Alexander, 2000; Huff, Huff, &
Thomas, 1992; Lant, Milliken, & Batra, 1992). In support of this view, divestiture
research finds that relatively poor unit performance lowers inertial forces from non-
SEW domains, namely firm size and age (Shimizu & Hitt, 2005). Family firm
literature adds further evidence to the argument that relative performance levels affect
inertial forces in family firms, finding that performance hazard limits the influence of
SEW motives on strategic decision making in family firms (Gomez-Mejia et al., 2007;
Gomez-Mejia et al., 2010). Relative performance levels may, therefore, be seen as

factor that limit SEW’s inertial influence on family firms’ divestiture activity.

The process underlying the emergence of SEW inertia in large, public family
firms may help to further explain why relative performance levels might counteract
SEW-induced inertia to divest. When performance is relatively positive, it may be
easier to implement — or uphold — practices that represent family owners’ SEW-driven
values and aspirations more closely than when performance would be poor
(Kellermanns, Eddleston, & Zellweger, 2012). The reason for the relative ease in
implementing family-specific strategies might be, e.g., that other stakeholders being
involved in defining large, public family firms’ orientation, such as banks, employees,
family-external managers, or family-external stakeholders, may be tranquilized by
positive performance feedback (Carney, 2005; Lant et al., 1992); in other words,
positive performance may serve as shelter for pressures exerted by family-external
stakeholders in publicly listed family firms (Gomez-Mejia et al., 2003). External
stakeholders’ readiness to concede to family owners’ SEW preservation, though, may
vanish with deteriorating performance, resulting in a revival of external stakeholders’
suspicion towards many family firms (Miller et al., 2012a). Enhanced scrutiny,
induced by this revived suspicion, in stressful situations may lead to a thorough
reconsideration of the current strategy (Huff et al., 1992). Depending on the gravity of

the performance shortfall, the family’s role as the dominant coalition in the firm may
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be called into question, causing family firms’ conformity to overt strategic practices as
a result of family owners’ effort to restore support for their broader SEW agenda
(Cennamo et al., 2012). In poorly-performing family firms, family owners may be
forced to allow for more deviation from SEW goals; inertia towards divestitures may
thus be broken.

Beyond the well-established direct effect of performance on firms’ propensity
to engage in divestiture activity (see, e.g., Dranikoff et al., 2002; Duhaime & Grant,
1984; Harrigan, 1981; Hoskisson et al., 1994; Montgomery & Thomas, 1988), relative
performance levels may, hence, also have an indirect effect on the probability of
divestiture activity in family firms. More particular, I argue that family owners enjoy
greater discretion to adapt family firms’ orientation according to their SEW
preferences when family firm performance is relatively positive, i.e., the SEW-driven
inertia towards divestitures will be more pronounced when performance is positive.
When family firm performance deteriorates, however, family owners’ discretion in
adapting family firms’ orientation towards SEW preferences will be limited, i.e., the
SEW-driven inertia towards divestitures will be weaker. For both drivers of SEW,
current family ownership and duration of family ownership, these arguments are

summarized in Hypotheses 3a and 3b.

H3a: Family ownership will lower the probability of divestiture activity more

strongly in high-performing family firms and more weakly in low-performing

family firms.

H3b: Duration of family ownership will lower the probability of divestiture activity

more strongly in high-performing family firms and more weakly in low-

performing family firms.

5.3.4 Firm-Family Media Coverage and the Effect of Relative Performance

Levels

When performance deviates from benchmark levels in family firms, either by under-
or over-performance, it seems plausible that such deviations may be made attributable
to family firms’ distinctive SEW orientation (Miller et al., 2012a). The abundant body
of literature that examines a family effect on firm performance may serve as evidence
for the plausibility of that view (Miller et al., 2007; O'Boyle Jr, Pollack, & Rutherford,
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2012); in the eyes of many, in fact, both the salience and the worshipping of SEW may

be what separates family firms from other organizational forms.

But is the attribution of family firms’ performance deviations to family owners’
SEW preferences similar for all family firms? My argument is that the effect
necessarily hinges on the salience of the family owner as an active participant in firms’
affairs. When not much is known about which family owns the firm, or that a family
owns the firm at all, it may be more difficult to trace back the cause for any under- or
over-performance to family owners’ SEW preference. In the opposite case, when the
family owner is highly salient, it might be obvious for external stakeholders to identify
the “black sheep” in negative circumstances and the “savior” in positive
circumstances: In both cases, the family owners’ unique SEW preferences will most

likely be brought up as cause for the performance deviation.

Media coverage proves a powerful instrument to increase the salience of critical
issues in the environment of firms by shining “a light on issues that would otherwise
be less salient to firm constituents” (Bednar, 2012; p. 131). In fact, because of its
power to increase the salience of critical issues on the firm level, media coverage has
also been found to affect strategic change (Bednar et al., 2012). Given a common
understanding of family owners’ tendency to worship SEW more than economic
wealth, media coverage that visibly links a firm to family owners (firm-family media
coverage) assumes an important role in family firms: Firm-family media coverage may
intensify both external stakeholders’ criticism when performance deteriorates and
external stakeholders’ benevolence when family firm performance is superior to
comparable firms’ performance. Making things worse for family owners, reducing the
buffer for external stakeholders’ criticism in situations of economic peril challenges
family owners’ legitimacy as firm owner (Cennamo et al., 2012; Desai, 2008). As
family owners’ reputation is a reflection of the firms’ success, such a challenge may
ruin family owners’ reputation (Berrone et al., 2010; Miller et al., 2012a).
Furthermore, lack of external support for crucial resources — such as bank capital,
employee support, family-external managerial talent, or family-external equity capital
— may result in a serious escalation of economic problems for the firm, especially

when it is already in a weak economic position, risking the basis for all SEW.

As a consequence, firm-family media coverage, i.e., the extent to which firms

are visibly linked to family owners, may have an intensifying effect on the
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contingency that relative performance levels exert on the relationship between family
owners’ SEW and the probability of divestiture activity. In other words, firm-family
media coverage may serve as a catalyst for external stakeholders’ criticism when
performance deteriorates and for external stakeholders’ benevolence when family firm
performance is superior to that of nonfamily firms. My arguments are summarized in

Hypotheses 4a and 4b.

H4a: The tendency that family ownership lowers the probability of divestiture activity
more strongly in high-performing family firms and more weakly in low-

performing family firms will be intensified by firm-family media coverage.

H4b: The tendency that duration of family ownership lowers the probability of
divestiture activity more strongly in high-performing family firms and more
weakly in low-performing family firms will be intensified by firm-family media

coverage.

5.4 Methods

5.4.1 Data and Methods

To test the proposed hypotheses, I analyzed the divestiture activity of large, public
family firms in Germany. In order to do so, I identified all (i.e., family and nonfamily)
firms listed in the Prime Standard segment of Deutsche Borse as of the end of April
2012. The Prime Standard segment includes firms that adhere to the highest levels of
transparency in the German stock market, e.g., they publish both quarterly results and
ad-hoc news in German and English, apply international accounting standards, and
have at least one analyst conference per year. To avoid survival bias and have a
balanced panel, I only included firms that were listed throughout the period from 2002
to 2010. Excluding Real Estate Investment Trusts (or REITs), I ended up with 197

firms.

For these firms, I collected data on divestiture activity for the years 2002 to
2010 using information from the Mergermarket database. More particularly, I searched
Mergermarket’s database for divestitures of these firms and acquisitions in which
these firms were the seller. Mergermarket defines divestitures as the “agreed sale of an

asset or assets from one company to another, distinguished from other transactions by
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the fact that it is the vendor which actually initiates the transaction” and acquisitions as
the “part or whole procurement of one company by another”."® The search resulted in
844 unequivocally identifiable transactions. In other words, on average, a sample firm

divested in every third year.

The data was then supplemented with hand-collected information on the
ownership, management board, and board of directors of these firms from Thomson
ONE. In a first step, the largest 5+% owner, if available, was classified according to
Thomsen and Pedersen (2000) as a bank, nonfinancial company, family and
individual ¥, government, or institutional investor. Simultaneously, ownership levels
and family / single person names were collected. In a second step, individual and / or
family participation in the management (incl. CEO position) and the supervision (incl.
chairman of the board) of the firm was collected from Thomson ONE as well.
Financial and general firm information was added from Worldscope, Thomson
Financials, Reuters, and Bureau van Dijk’s Dafne databases. In addition, data was
supplemented or verified with information from corporate homepages and annual
reports, such as information on firm founding year and individual / family takeover

year.

5.4.2 Measures

5.4.2.1 Dependent Variable

Divestiture activity. Divestiture activity is defined as an indicator variable, i.e., it is
coded ‘1’ when a firm divested at least one business unit in a given year and ‘0’
otherwise. There were two reasons for the choice of this approach. First, examining
the probability of divestiture activity instead of, e.g., the divestiture counts seemed to
be the more conservative approach since noise from extreme outliers in terms of
divestiture intensity could be excluded from the analysis. Second, the study’s research
design required this approach since the aim was not to predict the count but the

probability of divestiture activity, irrespective of intensity.

" hitp://www.mergermarket.com/home/ glossary.asp
" Individuals with family ties through blood or marriage were summed to families.
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5.4.2.2 Independent and Moderator Variables

Family firm variables. In this study, SEW is further delineated in current family
control and duration of family control. Family ownership is used as measure of current
family control. Family firm literature emphasizes the context dependence of cutoff
points for family ownership levels that define family vs. nonfamily firms (Cruz et al.,
2010b; Gomez-Mejia et al., 2011). According to the German Public Companies Act,
25 percent ownership equips owners with important control rights. Given the specific
empirical context of Germany, a cutoff point of 25 percent family ownership to define
a family firm seems most applicable. Hence, I define family ownership as the
ownership percentage if a family (or individuals related by blood or marriage) holds at
least 25 percent of firm ownership and ‘0’ otherwise; the variable is left-censored. In
line with previous research, duration of family control was measured by years of
family ownership (Zellweger et al., 2012); for nonfamily firms, the variable takes the

value ‘0.

Relative performance levels. Relative performance levels, i.e., firms’
performance levels in comparison to comparable firms’ performance levels, are
theoretically motivated as moderator in my model. Firms’ return on assets (ROA) in
comparison to industry-average levels was used as measure for relative performance
levels. Industry-average levels of ROA are estimated as the median ROA of within-
sample firms from the same industry according to SIC codes. Industry adjusted
performance levels are lagged in the estimation analysis. Alternative performance
measures, i.e., return on equity (ROE) and return on sales (ROS), are used to assess the

robustness of the results.

Firm-family media coverage. The second moderator variable according to the
theory is supposed to be firm-family media coverage. This variable is chosen to
capture the degree of family owners’ visibility in owning the family firm. To measure
this visibility, I executed a computer-aided content analysis searching for articles in
three leading daily newspapers from Germany, in which the family firm and the family
owners’ name was mentioned, using the Factiva database.'> These three newspapers —
Stiddeutsche Zeitung, Die Welt, and Financial Times Deutschland — are among the

most influential daily newspapers in Germany, with a combined circulation of roughly

' Frankfurter Allgemeine Zeitung, another German daily newspaper with a high circulation, is not available in
Factiva database in full text format and therefore had to be excluded from the content analysis.
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one million copies a day.'® For example, in case of BMW AG, I searched the Factiva
database for articles about the firm BMW AG in which the name “Quandt” and / or
“Klatten”, last names of the family owner, were mentioned (for the period 2002-2010,
this particular search resulted in 79 newspaper articles). The search for all 69 family
firms in the sample resulted in 5,522 newspaper articles. The number of articles in a
given year in which the family owner was mentioned in relation to the family firm is

used to measure firm-family media coverage.

5.4.2.3 Control Variables

Firm Size. In addition to our variables of primary theoretical interest, I included
several control variables to isolate the hypothesized effects. Various factors have been
found to antecede firms’ decision to divest. If not stated explicitly, all controls are
lagged by one year. This approach seems warranted since it is more likely that
previous years’ variable values influence current years’ divestiture policies. To control
for firm size effects on the probability of divestiture activity and performance, I
included the natural logarithm of total sales in the analysis. I took the natural
logarithm, as the variable’s distribution was significantly different from normal before

the transformation.

Leverage. Leverage may have a major influence on firms’ tendency to divest.
Understood as inverse measure of slack, a high level of leverage might increase the
need of a firm to adjust its business portfolio (Bourgeois III, 1981). I measured

leverage as the ratio of total long-term debt to total assets.

Firm age. Firm age is an ambiguous factor in explaining divestiture activity
(Brauer, 2006). On the one hand, firm age is said to be positively related to
professionalism. Thus, divestitures should be more easily facilitated in such
environments. On the other hand, it has been argued that old firms exhibit inertia, e.g.,
toward divestiture activity. To control for either of the theoretically proposed

relationships, I included the natural logarithm of firm age as control in my analysis.

Business diversification. Research on antecedents of firms’ divestiture activity

reveals that business diversification impacts the probability of divestiture activity in a

' According to IVW Informationsgemeinschaft zur Feststellung der Verbreitung von Werbetrigern e.V., an
association that collects information on circulations in the German media industry.
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positive way (Brauer, 2006). In other words, firms that previously diversified
extensively have more opportunities to divest reasonably. In addition, family firms
may have the tendency to diversify at corporate level in order to hedge risk from
wealth concentration within the firm (Miller et al., 2010). Therefore, I examined
business diversification as the share of sales from the largest business unit as opposed
to total sales. For a better understanding of the effect of this control variable, I

reversed the influence by multiplying the fraction by minus one.

Divestiture experience. Firms that divested in the past may have learned from
their experience, and the probability for those firms to divest again may be higher
(Brauer, 2006). Therefore, I added divestiture experience as a control. Divestiture
experience was operationalized as an indicator variable of divestiture activity in the
year before the given year. Furthermore, I included acquisition experience to control
for the heightened propensity of an acquiring firm to divest, operationalized in the

same way for acquisition activity in the year before the given year.

CEO change. Governance seems to be a strong predictor of divestiture activity.
Changes at the top level of a firm’s management, e.g., the appointment of new CEO,
has been put forth as frequent facilitator of strategic change (Weisbach, 1995).
Consequently, it is reasonable to assume that the appointment of a new CEO will have
a strong influence on a firm’s propensity to divest (Shimizu, 2007; Shimizu & Hitt,
2005). To control for any effect triggered by the appointment of a new CEO, I
included a dummy variable that took the value ‘1’ for the first full year of a newly

appointed CEQO, and ‘0’ otherwise.

Blockholders controls. Not only family owners, but also other ownership types
may exert a specific influence on firm activities (Bergh & Sharp, 2012; Thomsen &
Pedersen, 2000). Miller and colleagues furthermore stress the importance of
controlling for lone founder firms, i.e., firms in which the founder is the largest
individual owner, as that type is erroneously collapsed with family owners in many
studies (Miller et al., 2010; Miller et al., 2007). Hence, I included dummy variables
indicating whether the largest owner in a firm was a government authority, an

institutional investor, or an individual lone founder.

Industry controls. 1 also added industry controls to the analysis, since industry

dynamics have been shown to influence firms’ probability of divestiture activity. I
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constructed industry dummy variables for five industries according to the SIC codes.
As I excluded financial service firms from my analysis, | included three dummies in
the analysis. Table 1 provides descriptive statistics and correlations of all variables in
this analysis. In addition, year controls were included to avoid any year-specific,
unobserved heterogeneity affecting the results. To reduce nonessential
multicollinearity, I further centered all non-dummy variables by subtracting their
respective means (Aiken & West, 1991; Li & Tang, 2010).

5.4.3 Results

Table 8 presents the correlation matrix and descriptive statistics for all of the variables
used in the models reported. In general, the correlations only reach low to moderate
levels. As Table 1 further shows, slightly more than 17% of the firm-year observations
had at least one divestiture. The mean of family ownership is depressed to around 16%
because it is the mean for family and nonfamily firms. Roughly 31% of the firm-year
observations were family firms (not reported). For family firms, the mean family
ownership level is 50.54%. The same holds true for duration of family ownership and
media coverage: The mean of duration of family ownership rises from 13.94 to 48.79
years, the mean of media coverage from 2.72 to 7.99 articles per firm-year

observation.
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Variable Mean S.D. 1 2 3 4 5 6
1 Divestiture Activity 0.174 0.380
2 Sales PY 5045.937  15468.980 0.4796*
3 Adj. ROAPY -0.833 13.209 0.0151 0.2380*
4 Leverage PY 0.201 0.213 0.0586* 0.1045* -0.2924*
5 Firm Age 52.615 49.556 0.2326* 0.5864* 0.1628* 0.0303
6 Divestiture Experience 0.170 0.376 0.4513* 0.4779* 0.0114 0.0589* 0.2438*
7 Business Diversification -0.661 0.214 0.1817* 0.2704* 0.032 -0.0254 0.1915* 0.1726*
8 CEO Change 0.085 0.280 0.0461* 0.0510% -0.0451* 0.0331 0.018 0.0665*
9 Government 0.033 0.179 0.2106* 0.2815* 0.0159 0.0495* 0.1280* 0.2163*
10 Inst. Investor 0.103 0.305 0.0072 -0.0113 -0.0468* -0.0217 0.0064 0.0285
11 Individual (lone founder) 0.075 0.264 -0.0775* -0.1004* 0.0475* -0.0465* -0.1214* -0.0661*
12 Family Ownership 15.610 24.655 -0.0466* 0.0449* 0.0944* -0.0332 0.1660* -0.0573*
13 Duration of Fam. Ownership 13.940 31.268 0.0727* 0.1960* 0.0721* 0.0009 0.3472* 0.0575*
14 Media Coverage 2.721 16.935 0.0967* 0.1419* 0.0377 -0.004 0.1257* 0.0822*

Table 8: Means, standard deviations, and correlations
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Variable 7 8 9 10 11 12 13
1 Divestiture Activity
2 Sales PY
3 Adj. ROAPY
4 Leverage PY
5 Firm Age
6 Divestiture Experience
7 Business Diversification
8 CEO Change 0.0214
9 Government 0.1455%* 0.0106
10 Inst. Investor -0.0236 0.0249 -0.0513*
11 Individual (lone founder) -0.0682* -0.0683* -0.0445%* -0.0848*
12 Family Ownership 0.0493* -0.0207 -0.0834* -0.1589* -0.1380*
13 Duration of Fam. Ownership 0.0902* 0.0093 -0.0529* -0.1007* -0.0875%* 0.6525%
14 Media Coverage 0.0615%* 0.0267 -0.0215 -0.0411* -0.0356 0.2735%* 0.3157%*

* p<.05

Table 8 (cont.): Mecans, standard deviations, and correlations
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Given the dichotomous dependent variable in my analysis, divestiture activity,
the hypotheses were tested by means of a logit specification with firm-clustered
standard errors to account for the possibility of error term dependencies within groups.
It is important to note that logit specifications are nonlinear, and interpretation hence
differs from standard approaches used in the context of most linear models. More
particularly, coefficient estimates from maximum likelihood estimation (MLE) of
nonlinear models cannot be interpreted as the direct marginal effect of an independent
variable on the dependent variable, as would be the case in the linear / OLS situation
(Hoetker, 2007; Wiersema & Bowen, 2009); interaction effects in nonlinear models
add further complexity to the interpretation (Boyd, Takacs Haynes, Hitt, Bergh, &
Ketchen, 2012). The interpretation of the estimation results will thus be supplemented

by a simulation-based technique proposed by Zelner (2009).
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Divestiture Activity Y/N Modell Model2 Model3 Model4  Model 5
log Sales PY 0.593549***  (.598256*** 0.599163*** 0.593480%** 0.593192%**
Adj. ROA PY -0.022589** -0.019844* -0.018826* -0.019828* 0.007411
Leverage PY -0.24298 -0.205352 -0.189775 -0.159375 -0.175160
log Firm Age -0.217393* -0.241409* -0.239737* -0.235733* -0.210055+
Diversification PY 1.112488* 1.086484* 1.098258* 1.067741* 1.112975*
Divestiture Experience 1.154829%** 1.123009%*** 1.121431%** 1.117496*** 1.090110%**
Acquisition Experience 0.291308 0.286213 0.285282 0.272943 0.265144
CEO change 0.413638 0.406228 0.414710 0.404720 0.399722
Government 0.166746 0.061379 0.058825 0.065768 0.050615
Inst. Investor -0.377297 -0.506370 -0.507191 -0.503700 -0.502615
Individual (lone founder) -0.497004 -0.688704 -0.687355 -0.705592 -0.685516
Manufacturing 0.240500 0.336656 0.336651 0.326001 0.320809
Wholesale & Retailing -0.624552+ -0.312704 -0.307695 -0.269902 -0.22529
Service -0.528934 -0.435716 -0.427728 -0.425353 -0.463450
Fam. Ownership -0.014814* -0.015437+ -0.017252* -0.017072*
Duration of Fam. Ownership 0.005715+ 0.005698 0.005847 0.005540
Fam. Own. x Adj. ROA PY 0.000156 0.000035 -0.000489
Dur. of Fam. Own. x Adj. ROA PY 0.000023 0.000003 -0.000479
Media Coverage 0.004507* -0.031943
Fam. Own. x Media Coverage 0.001049+
Dur. of Fam. Own. x Media Coverage -0.000112
Media Coverage x Adj. ROA PY 0.019132%*
Fam. Own. x Adj. ROA PY x x Med. Cov. -0.000460***
Dur. of Fam. Own. x Adj. ROA PY x Med. Cov. 0.000059

Constant 23.174248%%%  3240316%F*%  -3252135%%F  .3230266%*%*  -3.209268%**
Year effects Yes Yes Yes Yes Yes
McFadden Pseudo R2 0.3787 0.3835 0.3835 0.3845 0.3951
Firm-year observations 1383 1382 1382 1382 1382
Firms 179 179 179 179 179

+p<0.1, * p<0.05, ** p<0.01, *** p<0.001

Table 9: Logit estimation with firm-clustered standard errors

According to the conception of logit specifications, I argue regarding the

variables’ estimated influence on the logarithmic odds of divestiture activity to

interpret the significance of the estimation coefficients (Folta & O'Brien, 2004;
Hoetker, 2007; Li & Tang, 2010). Model 1 in Table 9 serves as a baseline model. Firm

size, measured as the natural logarithm of previous years’ sales, has a positive and

highly significant influence on the logarithmic odds of divestiture activity taking place

(p <. 001). Furthermore, adjusted ROA in previous years seems to lower the

logarithmic odds of divestiture activity (p < 0.01). This makes intuitive sense because,

when adjusted ROA was high, i.e., positive, the logarithmic odd of divestiture activity
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decreases (positive x negative) and when adjusted ROA was low, i.e., negative, the
logarithmic odd increases (negative x negative). Leverage has no significant influence
on firms’ propensity to divest. The logarithmic odds of divestiture activity are
decreased by the natural log of firm age (p < .05), supporting the inertia argument for
this variable. As expected, high levels of business diversification in previous years
influence the logarithmic odds of divestiture activity positively (p <.05). According to
results from previous research, divestiture experience from divestitures undertaken in
previous years increases the logarithmic odds of making a divestiture in a positive and
strongly significant manner (p < .001). In contrast, acquisition experience seems to
have no influence, just as CEO change does not affect the logarithmic odds. Also
surprisingly, no blockholder dummy exerts any influence on firms’ divestiture activity
in model 1. Finally, the industry environment seems to have a significant impact on the

logarithmic odds of making a divestiture (‘Wholesale & Retailing’ with p <.1).

To test Hypotheses 1 and 2 — the effect of current family control and duration of
family control on the probability of divestiture activity — I add the two variables family
ownership and duration of family ownership to the analysis in model 2. At this point,
the estimation results support Hypothesis 1: family ownership influences the
logarithmic odds of firms’ divestiture activity negatively (p < .05). Hypothesis 2,
however, does not seem to find support. In contrast, duration of family ownership
seems have a weakly significant, positive effect on the logarithmic odds of firms’

divestiture activity. I will comment on this finding in the discussion section.

In Hypotheses 3a and 3b, the moderating role of relative performance levels is
introduced. I do not find any support for the moderation effect of relative performance
levels on the direct effect of either family ownership or duration of family ownership
on the logarithmic odds of firms’ divestiture activity in model 3. Without firm-family

media coverage, Hypotheses 3a and 3b are, thus, not supported.

In the theoretical framework, I argued that firm-family media coverage may be
a catalyst for the effects hypothesized under H3a and H3b. As an intermediary step, I
first included firm-family media coverage as explanatory variable in my analysis (see
model 4). I find that firm-family media coverage increases the logarithmic odds of
firms’ divestiture activity (p < .05). Model 5 then includes all hypothesized effects. In
the full model, the two-way interaction term between family ownership and firm-

family media coverage is positive and weakly significant (p < .1), the two-way
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interaction effect between firm-family media coverage and adjusted ROA is also
positive and significant (p < .01), and the three-way interaction effect of family
ownership, adjusted ROA, and firm-family media coverage is negative and significant
(p < .001). Important to note is that the negative three-way interaction coefficient is
equal to an increase in the logarithmic odds of divestiture activity when adjusted ROA
is negative (i.e., relative low performance levels) and to an decrease in the logarithmic
odds of divestiture activity when adjusted ROA is positive (i.e., relative high
performance levels). Hypothesis 4a thus seems to be supported, whereas Hypothesis

4b receives no support.

To check the robustness of our results I took several steps. The results seem
stable for a separate analysis of the two SEW variables that revealed relatively high
correlations (Miller et al., 2012a) and support our initial analysis; therefore,
nonessential multicollinearity seems not to be a concern for the stability our results
(Dalal & Zickar, 2012). Furthermore, I replicated the estimation results with different
measures for performance. The results remained the same (i.e., sign and significance)
across estimations with return on equity (ROE) and return on sales (ROS) as

performance measure.

5.4.4 Interpretation of Estimation Results

Hoetker (2007) identifies interpretation of estimation coefficients as major issue in the
use of logit and probit models. A widespread misconception is that coefficients from
logit or probit models can be interpreted just as coefficients in linear regression
models; the truth is, however, that logit and probit models are nonlinear, and marginal
effects are dependent on the level of other variables. “A researcher must [therefore]
identify meaningful values for all of the variables to calculate the impact of changes in
a focal variable” (Hoetker, 2007; p. 334).

The aim of logit and probit model specifications is further to draw sound
statistical conclusions for changes in probabilities caused by independent variables.
Zelner (2009; p. 1338) notes, however, that “predicted probabilities are also estimates”
and that it is therefore “necessary to test whether the difference in predicted
probabilities is statistically different from zero” by constructing a confidence interval

around the changes in predicted probabilities. Following Zelner (2009) who draws on
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methodological progress in the field of political sciences (King, Tomz, & Jason, 2000;
King, Tomz, & Wittenberg, 2001), I therefore use a simulation-based technique to

improve the interpretation of marginal effects for nonlinear model specifications.

The results of this simulation-based technique are summarized in Figures 1, 2,
and 3. In each of the figures, the changes in the probabilities (and the 95% confidence
intervals) between nonfamily and average family firms with three different levels of
firm-family media coverage are depicted, varying for different adjusted ROA levels. In
an average family firm, the family holds 50.54% of the ownership shares and the
duration of ownership is 48.79 years (for non-family firms both is zero by definition).
The three firm-family media coverage levels are 0, 8, and 35 articles that link the
family visibly to the firm in a given year (for nonfamily firms all three are zero by
definition). Sales, leverage, firm age, and business diversification are set to their
respective sample mean values; the industry is set to manufacturing; the year is set to
2004; all other control variables are set to zero. In other words, the figures exhibit the
marginal effect on divestiture activity when a nonfamily firm would become an

“invisible”, average-*“visible”, and “visible” family firm, respectively.
Marginal effect
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Figure 7: Marginal effect on the probability of divestiture activity of becoming a
typical family firm with no firm-family media coverage (confidence intervals as dotted

line)

Figure 7 shows that becoming an “invisible” family firm, i.e., a firm that is not

visibly linked through media coverage to the owning family, exerts a negative
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influence on the probability of divestiture activity, unless adjusted ROA reaches
around -2%. Beyond adjusted ROA levels of -2%, the family firm’s propensity to
divest is not statistically different from a nonfamily firm’s propensity to divest (the
upper bound intersects the horizontal zero line). In interpretation, this means that
family firms with no firm-family media coverage seem to have a lower probability of
divestiture activity than nonfamily firms, but with sufficient performance hazard, i.e.,

adjusted performance below 0 (here, -2%), they may act just as nonfamily firms.

Marginal effect
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Figure 8: Marginal effect on the probability of divestiture activity of becoming a
typical family firm with firm-family media coverage at average value (confidence

intervals as dotted line)

The result changes only slightly for average-“visible” family firms. Figure 8
adds only a nuance to the interpretation given for Figure 7: The relative performance
level at which family firms’ probability of divestiture activity is indistinguishable from
nonfamily firm’s probability of divestiture activity is positioned slightly more to the
right, at -1%. In terms of performance deviation, family firms with some firm-family
media coverage may thus be quicker in responding to negative adjusted ROA levels in

previous years.
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Figure 9: Marginal effect on the probability of divestiture activity of becoming a
typical family firm with firm-family media coverage at mean plus one standard

deviation (confidence intervals as dotted line)

Figure 9 fits well in the interpretations of Figure 7 and 8. When the family
owner is highly visible, i.e., when there is high firm-family media coverage, family
firms are even quicker in responding to negative adjusted ROA levels in previous
years than family firms with average-“visible” family owners. But furthermore, for
very low performance levels, i.e., adjusted performance below -5%, family firms in
which the family receives a lot of media attention in conjunction with the firm tend to
exhibit higher probabilities of divestiture activity than nonfamily firms. The argument
that firm-family media coverage functions as a catalyst for the effect of negative

performance levels seems to be supported.

5.5 Discussion

It is understood that large ownership positions offer blockowners the power to
influence decision making processes in firms (Connelly et al., 2010; Fiss & Zajac,
2004; Thomsen & Pedersen, 2000). In that tradition, Bergh and Sharp (2012) find that
blockowners’ influence goes beyond initiating broad strategic initiatives and reaches to
very specific firm activities, such as divestitures. However, different ownership types
may pursue different motives and, henceforth, blockowners may differ in their

influence on divestiture activity. In this study, therefore, 1 ask what the specific
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influence is that family owners exert on divestiture decisions in family firms. More
particular, what may drive family firms’ reluctance towards divestitures and under

which circumstances may this reluctance be eliminated?

The findings of this study help to answer the above research question. The
results suggest that family owners’ current level of control exerts an inertial influence
on divestiture activity, i.e., current level of family control lowers family firms’
probability to engage in divestiture activity. Furthermore, positive performance,
dissipating any caveat from external stakeholders against family owners’
particularistic SEW motives, seems to lower the external pressure for family firms to
deviate from their SEW-induced inertia towards divestitures, i.e., the tendency to
exhibit lower probability of divestiture activity will be pronounced. However, when
the family is under high public scrutiny as the owner of the firm, negative performance
seems to increase family firms’ probability to engage in divestiture activity in an effort
to assert or restore family owners’ role as the dominant coalition. In contrast to family
owners’ current level of control, the findings suggest also that family owners’ duration

of control has no meaningful influence on family firms’ propensity to divest.

This study contributes to a recent shift of interest in divestiture research towards
the role of ownership in predicting firms’ divestiture decisions. For a long time,
ownership concentration has been solely considered a corporate governance
mechanism. In line with much of what agency theory predicts, this stream of research
contends that blockholders, i.e., principals with concentrated ownership positions,
have the power to limit managers’, i.e., agents’, selfish interest to avoid value-
increasing divestitures (Hoskisson et al., 1994). The study of Bergh and Sharp (2012)
further advances this thought by finding how blockowners not only influence firms’
decision processes so that a divestiture takes place, but also implementation of such

divestitures.

Bergh and Sharp (2012; p. 21), however, note that findings from these — mostly
— agency-based theoretical frameworks “can be generalized only to the view that
blockholder owners seek to maximize profitability” and thereby highlight an important
limitation of these studies. In fact, family firm literature offers a strong case for the
perspective that family owners, a prominent blockowner type, may be expected to
deviate from the assumption that blockowners seek to maximize profits. Studying

family firms thus offers a unique opportunity to include owners’ preferences in
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research on ownership’s influence on divestiture decisions and, thus, to overcome the
theoretical limitations imposed by agency approaches. The findings from this study
indeed exhibit the distinctive influence family owners exert on firms’ divestiture
activity. As a result, the findings may contribute to a better understanding of
ownership as driver of divestiture activity and may be seen as a response to divestiture
research’s call to investigate differences in ownership types with regard to divestiture

initiation and implementation.

A further important contribution to divestiture research may be seen in the
finding that noneconomic, i.e., family owners’ SEW, and economic, i.e., relative
performance levels, factors interplay in anteceding divestitures. Divestiture research
has already evidenced that behavioral theories help to explain divestiture activity
(Shimizu, 2007), but further evidence seems warranted. Finding that family owners’
noneconomic SEW motives influence the decision to divest is limited by family firms’
performance situation may contribute to a stronger argument for the inclusion of

noneconomic antecedents in the analysis of divestitures.

Furthermore, the study contributes to family firm literature, and more
specifically to research that establishes family owners” SEW as driver or obstacle for
firm level activity. The findings suggest that family owners’ SEW may be both a
driver and an obstacle to divestiture activity in family firms, contingent on the level of
performance and firm-family media coverage. More importantly, the findings discover
that the influence of SEW dimensions are not aligned: Although I find that family
owners’ current level of control influences their divestiture attitudes, family owners’
duration of control proves not to have any meaningful influence on their divestiture

attitudes.

Especially interesting are these findings in juxtaposition with earlier research.
Few empirical studies so far differentiated between SEW dimensions such as current
family control and duration of family control. An exception are Zellweger et al.
(2012), who find some empirical support that duration of family control increases
family owners’ subjective valuation of family firms, whereas current family control

exerts no significant influence in the analysis of family CEO’s firm valuation.'” How

"7 Due to their data based on a unique survey, Zellweger et al. (2012) were also able to include a measure for
family owners’ transgenerational control intentions as another dimension of SEW that proved highly powerful as
variable predicting family owners’ subjective firm valuations. I do not juxtapose my result with these findings as
I was not able to control for any transgenerational control intentions in the sample firms.
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can these findings be reconciled with the findings of this study? I argue that divesting
a unit, the focal point of this study, may differ substantially from selling the family
firm, the focal point of Zellweger et al.’s (2012) study, so that different dimensions of
SEW are affected. Thus, in these two scenarios, different SEW dimensions are taken
into consideration by family owners when evaluating the alternatives. On the one
hand, divesting a business unit primarily affects current family control negatively,
whereas duration of family control may not be affected to a meaningful extent. For
instance, a unit that is divested may, e.g., have been an acquisition; should this
acquisition have been made recently, little SEW would be lost if such a unit was
divested. On the other hand, for family owners willing to sell, loss of control seems to
be given, i.e., it is a conditio sine qua non. However, what may dominate family
owners’ considerations in such situations may be the feeling of betrayal of the family’s
entrepreneurial legacy, an unrecoverable and ultimate act as a family firm for which

they only can be compensated by higher sale prices.

The contribution to SEW research is, therefore, not only the support for the
finding that SEW dimensions do not necessarily align, but also that the applicability of
SEW dimensions as drivers of firm-level activities seems to be context-specific. In
light of recent developments in SEW literature that aim to establish a scale of SEW
dimension (Berrone et al., 2012), this insight may be helpful to further advance

research in that regard.

Finally, this study adds to the growing body of literature on media’s effect on
firm-level activity (Bednar et al., 2012). Although related, it does, however,
differentiate from much of this literature stream in that this study does not emphasize
the role of the media as a specific corporate governance mechanism, but points to its
intensifying role for feedback and external pressure from negative performance in
family firms. The findings of this study suggest that divestitures in family firms as a
response to negative performance levels are a — not solely, but at least partly, symbolic
— effort to console external stakeholders in order to perpetuate family owners’
opportunity to uphold broader SEW preferences. In that view, family firms behavior
seems much like that of firms which appoint formally independent, but socially

dependent directors in order to create a favorable image in the media (Bednar, 2012).
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5.5.1 Limitation and Future Research

This study may suffer from certain limitations. As outlined in the theory section, SEW
is a complex, multidimensional system. The current level of family control and the
duration of family control are only two dimensions that, theoretically, could be
extended by numerous further dimensions (Berrone et al., 2012; Gomez-Megjia et al.,
2011). The empirical design, i.e., the analysis of longitudinal, archival data, however,
hindered a broader approach towards the theoretical construct of SEW, but other
dimensions of SEW may have an influence on family firms’ decisions to divest.
Furthermore, the data structure imposes limitations on the analysis. By focusing the
analysis on firm-level divestiture activity and, consequently, aggregating divestiture
activity to firm-year variables, it was impossible to use unit-level data in a meaningful
way. However, our understanding of divestiture dynamics in family firms could be
extended by also studying the unit level. Further research could, e.g., explore how
unit-level factors, such as the duration of family control over a specific unit, may

influence family firms’ decision to divest.

Other limitations of this study may be imposed by the computer-aided content
analysis. In fact, there is a trade-off between the accuracy of hand-coding and the
opportunity to search through a larger sample of daily newspapers to identify relevant
articles. The common threat of sampling too many unintended articles may be less
severe in the given case, since this study focused on the number of articles in a given
year in which the family owner was mentioned in relation to the family firm; therefore,
the parameters for the computer-aided content analysis were trivial, and no
interpretation of valence was required (Bednar, 2012). Nevertheless, limitations from

this novel approach for variable creation remain.

5.5.2 Conclusion

What specific influences do family owners exert on divestiture decisions in family
firms? More particularly, what may drive family firms’ reluctance towards
divestitures, and under which circumstances may this reluctance be eliminated?
Starting with these research questions, the findings from this study suggest that family
owners’ current level of control lowers family firms’ probability to engage in

divestiture activity. Furthermore, positive performance seems to lower the external
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pressure for family firms to deviate from their family-induced inertia towards
divestitures, i.e., the tendency to exhibit a lower probability of divestiture activity will
be pronounced. However, when the family is under high public scrutiny as the owner
of the firm, negative performance seems to increase family firms’ probability to
engage in divestiture activity in an effort to assert or restore family owners’ legitimacy

as the controlling owner and not to threaten the family’s reputation.
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6 Concluding Chapter

6.1 General Discussion

This dissertation started out with three research questions: What drives family firms to
act? What shapes family firms’ activity? And, what hinders family firms to act? To
help answering these broad research questions, SEW is applied as overarching
theoretical lens in the four academic papers of this dissertation. In summary, findings
from this dissertation suggest that threats to lose SEW seem to be an important driver
of family firms’ activity, SEW preferences furthermore offer insights in the shape of
family firm activity, and — to avoid a loss of SEW in the first place — SEW
preservation may also hinder family firm activity. But this concise summary of the

research findings may benefit from some further elaboration.

Family firm literature puts forth that family owners are, first and foremost, loss
averse with respect to their level of SEW (Gomez-Mejia et al., 2007); in family firms,
any activity that threatens SEW is generally avoided. So, according to theoretical
predictions from the concept of SEW, what drives family firms to act? In both family
and nonfamily firms, poor performance, either in terms of deviations from historical or
social benchmarks, trigger activity. However, in family firms, poor performance also
imposes risks on the current level of SEW. In the paper “Timing and Relatedness of
Acquisitions in Family Firms: The Role of Socioemotional Wealth”, my co-authors
and I find therefore that problemistic search rationales from the behavioral theory of
the firm (Cyert & March, 1963) and family owners’ SEW loss aversion coincide when
performance is below historical or social reference levels, increasing the hazard of
acquisitions in family firms in comparison to nonfamily firms. Furthermore, I find in
the paper “Socioemotional Wealth, Relative Performance, and Firm-Family Media
Coverage as Influences on Divestitures” that inertial pressures from SEW in family
firms are overcome by relatively negative performance levels, making divestitures
more likely in family firms than in nonfamily firms in an effort of visible family
owners to uphold or to restore family-external support for their specific SEW agenda.
Hence, it seems plausible to conclude from the empirical evidence provided within this
dissertation that, especially under certain conditions of financial peril, SEW may drive

family firm activity.
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Given the insight that SEW may influence family firm activity, what shapes
family firms’ activity? The paper “Value is in the Eye of the Owner: Affect Infusion
and Socioemotional Wealth among Family Owners” adds to an answer to this
question. Integrating the affect infusion model from cognitive psychology (Forgas,
1995) into the process of how family owners’ subjective valuations may manifest in
SEW, the conceptual model offers theoretical guidance as to what shapes family firm
activity. The analogy could be seen in the cognitive processes: Just as target, personal,
and situational features of the cognitive valuation process may bring family owners to
deviate from financial valuation logics, these features may bring family owners as well
to deviate from SEW-unaffected thinking in strategic decision making. Support for
SEW’s influence on the shape of family owners activity can further be found in the
paper “The Role of Information Asymmetry in the Choice of Entrepreneurial EXxit
Routes”. Here, my co-authors and I find that SEW’s dimension of emotional
attachment, which is driven by long ownership durations, shapes the power of
signaling, e.g., through succession candidates’ education or professional experience,
and screening initiated by the incumbent in entrepreneurial exit decisions: Signaling
and screening devices are expected to decrease information asymmetries between
family-external succession candidates and the incumbent owner but proof less
powerful when SEW is high. Furthermore, on the firm level, SEW may help to
reconcile findings from family firm literature that previously seemed incompatible
(Gomez-Mejia et al., 2010; Miller et al., 2010). In the paper “Timing and Relatedness
of Acquisitions in Family Firms: The Role of Socioemotional Wealth”, we find that,
generally, family firms tend to acquire more related targets to satisfy SEW preferences
for tight control and despite concentrated family wealth positions. However, when
SEW is threatened, family firms increasingly opt to acquire less related targets in an
effort to diversify business and wealth risks. Hence, conceptual insight and empirical

evidence in this dissertation underlines SEW’s power to shape family firm activity.

Finally, the question what may hinder family firms to act remains. All empirical
papers in this dissertation suggest that SEW imposes a tendency for family firms to
prefer the status quo over change as long as no ‘“shock”, e.g., induced by financial
threats, occurs. It seems thus unambiguous that SEW leads family firms to be inert

towards acquisitions and divestitures.
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6.2 General Limitations

As with every research, it is important to discuss the limitations of this dissertation in
order to provide a comprehensive understanding of the contributions. Aside from the
specific limitations inherent to the individual academic papers, this dissertation may
suffer from some principal limitations discussed in the following. First, SEW is a
theoretically infant concept and, though offering several benefits, poses important
challenges for studies that rely on SEW as theoretical cornerstone (Berrone et al.,
2012). Established to grasp all “nonfinancial aspects of the firm that meet the family's
affective needs, such as identity, the ability to exercise family influence, and the
perpetuation of the family dynasty” (Gomez-Mejia et al., 2007; p. 106), it has to be
mentioned that SEW remains broad in its potential for application. To date, there is
neither an unequivocal agreement on the dimensions defining family owners’ SEW
nor a well-accepted definition of family owners’ SEW, although, a move towards
theoretical convergence in order to gain academic legitimacy for the field can be
observed. Family firm scholars started to attempt a consolidation of SEW research to
advance a common understanding of the underlying theoretical dimensions of SEW
(Berrone et al., 2012). Nevertheless, it remains unanswered whether a general SEW
definition, i.e., a definition that is generalizable to the universe of family firms, may be
feasible (and desirable) given family firms’ heterogeneity driven by individual family
owners that initially served as motivation to establish the concept of SEW (Gomez-
Mejia et al., 2011). To summarize the above in light of this research, readers should be
cautious in generalizing the findings of this dissertation; further SEW aspects not
controlled for may limit the predictability of family firm outcomes based on the
conceptual models and empirical evidence provided within this dissertation.
Furthermore, I highlight the potentially very specific motivation of different family

owners as inherent and inevitable limitation of SEW research.

Second, this dissertation may also be limited by measurement error related to
SEW. Not only the theoretical foundation of SEW suffers from the concept’s infancy,
also the measurement of SEW poses limitations on empirical studies that included
SEW as predictor variable. The measurement problems are aggravated for studies
based on archival data which generally do not offer the possibility to measure family-
specific variables. Early empirical studies often equated family firm status with the

presence of SEW preferences in strategic decision making (Gomez-Mejia et al., 2011).
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This black-and-white perspective, however, changed and, in empirical studies
nowadays, efforts are undertaken to circumvent this issue and to approach SEW in a
more nuanced way (e.g., Zellweger et al., 2012). However, except for the divestiture
paper, data limitation imposed that the academic papers of this dissertation did not
differentiate for distinctive dimensions of SEW in their empirical measures. Hence,

measurement error may influence the findings in this dissertation to some extent.

Finally, all academic papers implicitly assume that families act as group
cohesively. In other words, except for the entrepreneurial exit paper that examines
family owners as individuals, this dissertation examines SEW influences induced by
the family as a group on firm-level activities and, thus, disregards any dynamics in the
creation of SEW on the family level. However, different family constellations may
exert an influence on how families decide as groups. In consequence, SEW that is
induced by these groups may differ. Thereby, findings of this dissertation are only
applicable to family firms whose owning families act according to this assumption and

collectively follow family motives.

6.3 Avenues for Future Research

This dissertation is an attempt to contribute to family firm research. Nevertheless, the
theoretical considerations and the empirical findings of the four academic papers may
also pose new questions and offer new perspective on family firms. There might be
several interesting avenues for future research with regard to the role of SEW in family
firms. I would like to highlight two of these avenues that seem especially relevant for

both academic and practical purposes.

First, deliberately untouched by this dissertation remains the performance effect
of SEW in family firms, though Gomez-Mejia and colleagues (2011; p . 689) go so far
to call research on families’ influence on family firm performance the “Search for the
Holy Grail”. Although these words appear very strong, SEW may indeed serve as
powerful theoretical lens to advance the understanding of the circumstances under
which family firms outperform nonfamily firms (or other family firms), and under
which circumstances not. As evidenced by findings from this dissertation and other
SEW research, SEW seems to drive, shape, and hinder family firm activity — it seems

plausible that also performance will be affected by SEW. Family firm literature, both
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from an academic and a practical standpoint, would most likely benefit from a better

understanding of the link between family owners’ SEW and firm performance.

Second, as discussed in the introduction, family firms are ubiquitous and
account for a substantial share of economic activity in most countries (Aldrich & CIiff,
2003). But, contrary to the view of many, family firms are not only private firms.
Among publicly listed firms, 44% in Europe (Faccio & Lang, 2002) and 33% in the
US (Anderson & Reeb, 2003) can be considered family firms. This might raise the
question whether SEW, a highly family-specific concept, holds promise to add to
theoretical models for publicly listed family firms, in which aside from the family also
other powerful stakeholders such as, for instance, family-external shareholders, banks,
or family-external managers influence strategic decision making, to the same extent as
for private family firms, in which a family may have free rein since opposing forces
are largely absent (Cennamo et al., 2012; Kellermanns et al., 2012). The findings from
the acquisition and divestiture paper in this dissertation offer preliminary support for
the presence of SEW in publicly listed family firms, but scholars may be interested
more particularly in the boundary conditions of SEW orientation. Some research on
the contingencies of being public (Miller et al., 2012a) and having more or less
concentrated ownership (Miller, Minichilli, & Corbetta, 2012b) on family owners
influence on firm activity and performance has been conducted, but further research in

that domain might be promising.

6.4 Conclusion

The underlying three research questions for this dissertation are: What drives family
firms to act? What shapes family firms’ activity? And, what hinders family firms to
act? Acquisitions and divestitures in family firms were the research context to study
these three research questions and SEW has been applied as overarching theoretical
lens in four academic papers. In essence, findings from this dissertation suggest that
threats to lose SEW may be an important driver of family firms’ acquisition and
divestiture activity, SEW preferences furthermore offer insights in the shape of such
family firm activity, and — to avoid a loss of SEW in the first place — SEW

preservation may also hinder acquisitions and divestitures in family firms.
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