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Abstract

Family firms may experience different agency catdlito the classical principal-agent conflict,
which arise depending on the varying extent of fanmvolvement. Agency cost control

mechanisms should be introduced to cope with tbes#icts.

The paper focuses on the relationship between yamitolvement, in governance and in
management, and agency cost control mechanisnasniyf SMES. The results show that family
involvement in management has a positive relatipngfith the adoption of agency cost control
mechanisms, while family involvement in governahas a negative one.

Hypotheses were tested using LISREL on a sampld®ftalian family SMEs.

Key Words agency cost control mechanisms, family involvementmanagement, family

involvement in governance, strategic planning, ngangent control systems.



Family Involvement and Agency Cost Control Mechanisms
in Family Firms

I ntroduction

According to agency theory, in family firms, thass$ical conflict between principals and
agents does not exist, as principals/shareholaetsagents/managers present kinship ties and/or
are often the same people (Berle and Means, 1%3%&ed and Meckling, 1976; Fama, 1980).
Family members are usually involved not only in ewahip, but also both in governance and in
management. Consequently, in family firms, agenest control mechanisms should not be
adopted. Nevertheless, in family firms, distinctagency conflicts arise from different sources,
other than from that of the classical principalva#géMyers, 1977; Smith and Warner, 1979;
Morck et al., 1988; Daily and Dollinger, 1993; Stdmiet al. 2001, 2003b; Anderson and Reeb,
2003; Chrisman et al., 2003; Anderson et al., 2@8¥jsman et al., 2004; Villalonga and Amit,
2006). Thus, agency cost control mechanisms shadsitdbe adopted in family firms.

We propose that the distinctive family firms’ aggmonflicts relate to a different degree
of family involvement, not only in ownership (FIOput also in governance (FIG) and in
management (FIM). Previous research has focusechlynain family involvement and
performancé mirroring the existence of the opposite effedtéamily involvement on company
results (Sciascia and Mazzola, 2008). FIO, FIG, BiM can be a benefit or a disadvantage for

competitiveness, thus creating unique paradoxigatlitions to cope with (Moores and Barrett,

! Examples of this research include Daily and Dgkin (1992); Gallo and Vilaseca (1998); Huse (2000);
McConaugby et al. (2001); Anderson et al. (2003)dérson and Reeb (2003); Schulze et al. (2003dgrBen and
Thomsen (2003); Maury and Pajuste (2005); Carn@9%®, Maury (2006); Wang (2006); Lee (2006); Lanale
(2006); Miller and Le Breton-Miller (2006); Barttaheusz and Tanewski (2006); Bloom and Van Reen@d6{2
Voordeckers et al. (2007); Sciascia and Mazzol@§20



2003). We intend to advance the understanding ef@gconflicts in family firms, relating FIG
and FIM to the adoption of agency cost control na@edms.

We argue that the mainstream literature on familyoivement still undermines the
potential contribution of the adoption of agencgtcocontrol mechanisms in small and medium-
sized enterprises (SMES), even though these companmprise a very large percentage of total
business enterprises (Huse, 2000). More generallligpugh the family involvement in large
family firms is under scrutiny and investigatioesearch on SMEs has been somewhat rare. Our
literature review shows the topic is receiving gasing attention, though the knowledge about
the relationship between family involvement andq@enance in SMEs remains fragmented, and
very few contributions focus on agency cost controechanisms. Nevertheless, these
mechanisms can strongly contribute to the succésSMEs (Jensen and Meckling, 1976;
Eisenhardt, 1989; Merchant, 1982; Baiman, 1982,01%apens, 1991). In fact distinctive
agency conflicts in family firms are the effect afpoor management control of agency costs.
More effective control by agency cost control methkians can offer the potential for improved
organizational performance in SMEs (Scapens andriasth, 1996).

As the possibility of opportunistic behavior iseriin family SMEs and since they have
less access to formal agency cost control mechartisam large firms (Chrisman, Chua, J.H. and
Litz, 2004; Scott, 1971), we focus on three categoof bureaucratic agency cost control
mechanisms, suitable for SMEs. These mechanismtsnthtch both agency theory (Jensen and
Meckling, 1976; Eisenhardt, 1989) and managemenmirab theory (Baiman, 1982, 1990;
Merchant, 1982; Scapens, 1991) are as follows:daad of directors; 2) the strategic planning;
3) management control systems (budgeting, manageparting, managerial accounting and

incentives) (Anthony, 1988; Simons, 2000). Such mesms are used to limit managers’



discretion and their opportunistic behavior. Thegarage the alignment of interests between
managers and owners, reduce information asymmetnegitor and control performance.
Finally, they link performance-based incentivesthe principals’ desired outcomes. Family
business literature has mostly focused on the baadithe strategic planning (Schulze et al.,
2001, 2003b; Chrisman et al., 2003, 2004; Ward,8),98hile only a few authors have
investigated the adoption of management contralesys in family firms (Davila and Foster,
2005; Speckbacher and Wentges, 2007; Davila €2G09).

Since family firms show distinctive agency con#ii¢chat need to be dealt with, this paper
aims to investigate the relationship between famiyplvement, distinguishing between FIG and
FIM, and the adoption of agency cost control medms in family SMEs.

The adoption of these mechanisms may also be detat®ther factors beyond family
involvement, such as environmental and firm compfeXSongini, 2006). According to
company growth theory and management control theofirm adopts managerial mechanisms
to cope with the increased complexity of the enuinent and the firm (Miller and Friesen, 1984;
Moores and Yuen, 2001). The faster the growth dred greater the complexity, the more
important the role of such mechanisms is. In thisse, a relationship between these mechanisms
does not depend solely on agency consideratiorisalbo on contingency-based ones (Moores
and Chenall, 1991; Moores and Mula, 1993). In fdotre is an overall consensus from the
literature that the adoption of agency cost contitethanisms are contingent upon the context of
the organizational setting in which they operater@®®n and Miller, 1976; Otley, 1980; Moores
and Chenall, 1994). Nevertheless, the presenceanmlyf firms of distinctive agency costs
represents a uniqueness that leads to considefisgentingency factors, such as FIG and FIM.

Moreover, controlling for agency costs is a potnbenefit, as is having greater understanding



of environmental opportunities and firm resourcesl @omplexity, in order to formulate a
strategy that leads to sustainable competitive tdge (Hofer and Schendel, 1978) and to
succeed in achieving better performance (SchwediSdmader, 1993).

We conducted a deductive design and tested thetlges on a sample of 146
manufacturing family SMEs from the Milan provindggly. Four hypotheses on FIG, FIM and
the adoption of agency cost control mechanisms wieseloped and tested using LISREL.
Results show that, on the one hand, FIG relatesativety with agency cost control mechanisms,
but, on the other, FIM links positively with them.

The paper makes theoretical as well as empiricdlpaactical contributions to literature.
Theoretically, it brings together agency theory,nagement control theory and literature on
family firms. Moreover, it considers bureaucratiamagement control systems as agency costs
control mechanisms. Empirically, it contributes bbdb a deeper understanding of family
involvement in family SMEs and to making a distioot between the existence and the
importance of agency cost control mechanisms. Kinalbm a practical perspective, it helps
family SMEs to design a consistent system of mechas with their specific family
involvement, accordingly with a contingency perdpec(Moores and Chenall, 1991; Moores
and Mula, 2000).

This paper is organized as follows. Section | pres¢he relevant literature. Section I
discusses the hypotheses and the theoretical frarke®ection 1l outlines the research design.

In Section IV the empirical results are provideohafy, Section V discusses the research results.

Theoretical background

Agency conflicts and agency costsin family firms



According to agency theory, a company performs ebetvthen management and
ownership overlap. Consequently, family ownerskigffective in coping with agency problems
as the shares are in the hands of agents that dcamize them. Family members “have
advantages in monitoring and disciplining relatesgtision agents” (Fama and Jensen, 1983:
306). The presence of a family CEO has been asstonelininate the conflict between owners
and managers (Villalonga and Amit, 2006). Therefagency cost control mechanisms are
unnecessary. Nevertheless, in family firms, disituec agency conflicts arise from different
sources. The literature outlines the following oasgypical of family firms:

1) conflicts arising from asymmetric altruis(Bchulze et al., 2001, 2003Anderson and
Reeb, 2003; Chrisman et al., 2003). Even thoughigth can mitigate some agency costs (Wu,
2001), it can also lead to others, such as those@rfrom the free riding of some family
members, from their lack of competence, from thesence of predatory managers and from a
tendency for entrenchment (Morck et al., 1988; &Galhd Lacueva, 1989; Bruce and Waldman,
1990; Litz, 1995). According to some authors, amthenent causes greater problems in family
firms than in non-family ones (Gallo and Vilaset898; Gomez-Mejia et al., 2001; Morck and
Yeung, 2003). However, there is no general agreeranaltruism as a source of agency
conflicts in family firm$. According to Chrisman, Chua and Litz (2004: 338yency costs are
created only when managers pursue their own interesntravening those of the owners.
Therefore, if owners wish to divert resources taspa noneconomic goals and managers

conform to such wishes, there may be diminished@tic performance but no agency cost”;

2 Stewardship theory criticizes agency theory agribres the effects of good social relationshi thight exist
among owners and managers in family firms. Stewsapdtheory suggests that the coincidence of faraihg
business values and objectives, at least amonfirshgeneration, encourages individuals to engagmllaborative
and altruistic behaviors, aimed at pursuing compaogls (Davis et al., 1997). In some situationguam and
kinship obligations may mitigate agency problemat@a et al., 2002; Salvato, 2002).



2) conflicts of interest between family members ifecht roles(Anderson and Reeb,
2003; Chrisman et al., 2003): when some family mensifare involved only in ownership, and
others in ownership, in governance, and in managgnaeconflict between principals (family
members involved only in ownership) and agents iffamembers also involved in governance
and management) may arise. This situation redultegsan and efficient collaboration and
information exchange (Gallo and Vilaseca, 1998; &piNlejia et al., 2001);

3) conflicts of interest between family members and-family membergDaily and
Dollinger, 1993; Chrisman et al, 2004; VillalongadaAmit, 2006): both family and non-family
members may be involved in ownership, in governaaod in management with different and
contrasting roles, such as owner-manager, ownedba@g&mber, owner-not-involved, non-
owner-manager, non-owner-board member. AccordinGhaosman et al. (2004), if an owner-
managed firm is co-owned by other shareholders,nmaaging the business, or if it is co-
managed by non-owner managers, agency costs aymecbnflicts between the owner-manager
and the non-involved owners or between the ownerager and non-owner managers. In this
case, in family firms, the need to promote unitgd @mmitment among family and non-family
members emerges and family management may be dbstign-family members, who are
typically professionals, are better managers tharfamily founders and their heirs (Caselli and
Gennaioli, 2002; Burkart et al., 2003);

4) the conflict of interest between dominant (famignd minority (non-family)
shareholders Morck et al. (1988) recognizes agency costs toonily shareholders from the
presence of both an entrenched dominant sharehalttera low shareholder protection. The
large shareholder may use his position to extrastafe benefits at the expense of small

shareholders (Myers, 1977; Smith and Warner, 1M6rck et al.,, 1988). According to



Villalonga and Amit (2006), family firms with deso#ants as CEO present a more costly
conflict between family and non-family shareholdéran the owner-manager conflict in non-
family firms;

5) the conflict of interest between owners and lendéanding family firms have
incentives structures that reduce agency contftietsreen equity and debt claimants, generating
significantly lower costs of debt financing thamraAamily firms (Anderson et al., 2003).

A summary of potential agency conflicts in familynis is reported in Table 1. We
consider only the first three agency conflicts diésc above (see Table 1, bold cells) that
actually emerge from a different degree of FIG Bid, either with or without the simultaneous

presence of non-family members in different roles.

INSERT TABLE 1 ABOUT HERE

Since family firms present distinctive agency cimtd, we propose that family firms
should consider the adoption of agency cost contexthanisms to deal with them.
Agency cost control mechanismsin family firms

Three main research streams have dealt with ageostycontrol mechanisms: agency
theory, management control theory and literaturéaarily firms.

Agency theory states that agency cost control nmeshes monitor and control the
consequences of agents’ decisions and actiond tioé¢ interests of principals, and the expenses
incurred. Both market-based and bureaucratic cbmechanisms (Ouchi, 1979; 1980) may
reduce agency problems. Examples of market-basedrotomechanisms are managerial
shareholdings, concentrated shareholdings, theofisgebt financing, the labor market for
managers, the market for corporate control, andrsoBureaucratic mechanisms, that may

intervene in the managerial discretion of corporatecutives, are governance mechanisms,



managerial compensation arrangements, monitoridgoérer controlling activities. “In practice,

it is usually possible, by expending resourcesgltier the opportunity the owner-manager has for
capturing non pecuniary benefits. These methodkidecauditing, formal control systems,
budget restrictions, the establishment of incentbeenpensation systems...” (Jensen and
Meckling, 1976: 331). Agency theory highlights “amportant role of formal information
systems, such as budgeting, MBO, and the boardirettdrs ... The implication is that
organizations can invest in information systemsonder to control agent opportunism...”
(Eisenhardt, 1989:64). Bureaucratic agency costreabmechanisms comprise the board and
management control systems (budgeting, monitonmgcantrol systems, and incentives).

Also management control theory proposes managecutttol systems as a way to
contain agency costs (Baiman, 1982, 1990; Merchig®2; Scapens, 1991). “Agency theory
seeks to minimize the effects of such behaviordepniifying an optimal combination of controls
and rewards. ... Thus, agency theory treats goalngmu®nt behavior as evidence of poor
management control and offers the potential forrowpd organizational performance through
more effective management control by an appropgatebination of performance measurement
and reward systems” (Scapens and Macintosh, 199%: An appropriate adoption of
management control systems is the one that best s$he contextual and operational
contingencies that apply (Child, 1977). Moores &mala (2000: 94) state that “all forms of
controls must be internally consistent and coneidédogether in the organizational context in
which they are being applied”. Abernethy and Chii896:573) have contended that control
systems operate “as a package when they are ifijecoasistent—that is, they are designed to

achieve similar ends”. Their findings suggest #wath control element contributes independently



and directly to goal attainment; internal consisterechoes independent yet goal-consistent
design of control elements.

In addition to market-based and bureaucratic corggstems advocated by agency
theory, management control theory comprises akmo cbntrol systems (Ouchi, 1980) as a mean
of exercising social control.

Bureaucratic control systems comprise a range afrdistic systems, such budgeting,
managerial reporting, managerial accounting ancentices (Anthony, 1988; Otley, 1994;
Simons, 2000). The budget is a short-term finarlah for implementing the various decisions
that management has made. The budgeting processnuwupnates to everyone in the
organization the part that they are expected tg plaimplementing management’s decisions
(Drury, 2008). Managerial reporting provides feedbabout planned and actual company
outcomes. According to the Chartered Institute ofinklgement Accountants (CIMA),
management or managerial accounting is "the proagssdentification, measurement,
accumulation, analysis, preparation, interpretagod communication of information used by
management to plan, evaluate and control withirrity and to assure appropriate use of and
accountability for its resources. Management acttognalso comprises the preparation of
financial reports for non-management groups suaghasesholders, creditors, regulatory agencies
and tax authorities” (CIMA Official Terminology). &hagerial accounting comprises both cost
accounting and responsibility accounting. The fisstconcerned with cost accumulation for
inventory evaluation to meet the requirements ofemal reporting and internal profit
measurement. Responsibility accounting enables uatability for financial results and
outcomes to be allocated to individuals throughbet organization. It involves the creation of

responsibility centers, which are organization sifidr whose performance a manager is held
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accountable. The incentives aim to reinforce marsagerformance evaluation. An incentive is
an expectation that encourages people to behasaecertain way. Agency theory predicts that
compensation policy will be designed to give mamagacentives to select and implement
actions that increase shareholder wealth (JenseMarphy, 1990).

Clan control systems are also suggested by steliprdbeory as substitutes for
bureaucratic ones in family firms (Ouchi, 1979; kWi and Ouchi, 1983; O'Reilly and
Chatman, 1996; Pieper et al., 2008). Accordingly, these firms social and relational
management control mechanisms are more widely addpan formal and administrative ones
(Hopwood, 1974; Galbraith, 1977; Johnson and Kapl887; Brownell, 1987; Mintzberg,
1994). Social interaction among family members emgass a wide spectrum of relational
governance mechanisms based on common values awdlgnt kinship ties (Daily and
Dollinger, 1992; Geeraerts, 1984; Tagiuri and Dal#32; Moores and Mula, 2000; Mustakallio
and Autio, 2001).

Nevertheless, as family firms show distinctive aneronflicts, authors call for wider
adoption of bureaucratic agency cost control meishas (Anderson and Reeb, 2003; Chrisman
et al., 2003), such as strategic planning and g@arere systems that align objectives and reduce
information asymmetries (Aram and Cowen, 1990; #&sgtan and Kolenko, 1994; Ward, 1997;
Chrisman et al., 2004). Formal management congstesns may limit opportunistic behavior
among agents, as they both define and assign olgecto managers, providing a basis for
subsequent monitoring activities, for linking penf@nce-based incentives to the principal’s
desired outcomes, and for facilitating the aligntredrpriorities (Schulze et al., 2001).

According to Moores and Mula (2000: 100) “familynfis use a combination of clan,

bureaucratic, and market controls. But there iseriatense use of some forms of clan and
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bureaucratic controls than market controls”. Sanila firms can be considered “industrial
clans”, as they combine both bureaucratic and aot@chanisms of control (Ouchi and Price,
1978). Actually, formal and informal agency coshttol mechanisms function as complements
(Poppo and Zenger, 2002). In family firms, rathleart hindering or substituting for social
control, well-specified, appropriate, and interr@nsistent bureaucratic mechanisms may
promote more cooperative, long term trusting exagearelationships thus reducing the threats
for their distinctive agency costs. Therefore, hirs tpaper we focus on bureaucratic and formal
agency cost control mechanisms. Even though familiness literature has mainly focused on
the board and strategic planning (Schulze et @012 2003b; Chrisman et al., 2004), we
consider three categories of organizational ageosy control mechanisms as they match both
agency theory and management control theory andaiteesuitable also for SMEs: 1) a board; 2)
the strategic planning; 3) management control syste
Family involvement in family firms and agency cost control mechanisms

In almost all the definitions of family firms, falyi involvement is considered a
distinctive element. Family involvement is relateal the presence of family members in
ownership as shareholders (FIO), in governanceeasbars of the board of directors (FIG), and
in management as managers (FIM).

Previous research has mainly focused on FIO anfbrpgance (Maury, 2006; Wang,
2006; Lee, 2006) and FIO and finance-related tofMoesConaugby et al., 2001; Anderson et al.,
2003; Anderson and Reeb, 2003; Schulze et al.,&@&dersen and Thomsen, 2003; Maury and
Pajuste, 2005). Other studies jointly explored Bl FIG, focusing on board composition and
roles and performance (Huse, 2000; Carney, 2006g et al., 2006; Miller and Le Breton-

Miller, 2006; Bartholomeusz and Tanewski, 2006; kwmsuzkers et al., 2007). Finally, some
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authors investigated FIM and performance (Daily @wllinger, 1992; Gallo and Vilaseca,
1998; Bloom and Van Reenen, 2006; Sciascia and d/izz2008).

Within this research stream, some studies on FIMestigated the involvement of
founding family members in managerial roles, mo#ily CEO, and performance (Gomez-Mejia
et al.,, 2001; Mishra et al.,, 2001; Perez-GonzaR¥)6). Family ownership creates value,
especially when a family member (particularly ifs$tee is the founder) serves as the CEO or as
the chairman (Anderson and Reeb, 2003; VillalongaAmit, 2006).

Different research streams have explored how FIGIBr generate different effects on
the characteristics and performance of family firmdscordingly, we propose considering
different levels of family involvement, distinguisiyg between governance and management.

On the one hand, FIG implies the adoption of a d¢hohkiterature on family firms has
related the board mostly to the use of strategaaihg and has focused on the role of the CEO
and board members (Ward, 1988; Baysinger and Hamkis1990; Schulze et al., 2001;
Blumentritt, 2006; Pieper et al., 2008). We assurnied FIG reduces the need for any other
agency cost control mechanism, given that the bigatdelf an agency cost control mechanism.

On the other hand, FIM impacts on the adoption ainibering and controlling
mechanisms, such as management control systenstratehic planning, as in non-family firms.
A recent research stream focused on the relatipristtiveen managerial roles and the adoption
of management control systems (Zimmerman, 2006amMe+Gil et al., 2008), highlighting that
ultimately, the top management team takes the idacie adopt formalized management control
systems and the CFO is in charge of their formatina development and operation (Anthony,
1988; Zimmerman, 2006; Naranjo-Gil et al., 2008hefethy et al. (2010) found that senior

management’s leadership style is a significant ipted of use of the planning and control
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systems. Speckbacher and Wentges (2007) statedvinar-managed firms — regardless of firm
size — are more centralized and they make far lses of formalized management control
systems. As soon as external (non-family) managsssime positions on the top management
team, more formalized management control systemaduopted.

Contingency research has attempted to explain tupteon of management control
systems in terms of a range of contextual factblisofes and Yuen, 2001). Accordingly, every
organization is characterized by a particular apnfation of contingencies, as: the external
environment, the company’'s size, the scale anddilersity of operations, the technology
applied, the organizational structure, the strategg the organizational culture. Family firms
literature contributed in highlighting some famiigtated contingencies (Ward and Handy, 1988;
Jonovic, 1989; Huse, 1994). F-PEC suggests foun g@itingency factors: ownership structure,
managerial experience, life cycle stage, and aal{dstrachan, Klein and Smyrnios, 2003). In
this paper, we consider FIG and FIM as relevantingancy factors impacting on agency cost
control mechanisms. Particularly, we adopted twahef three power dimensions suggested by
the F-PEC, related to the extent of direct goverteacontrol through family board members

(FIG) and of direct managerial control through fgnmanagers (FIM).

Hypotheses and theoretical model

We consider different levels of family involvememntistinguishing between FIG and
FIM, in understanding its relationship with the ption of agency cost control mechanisms. As
previously stated, distinctive agency conflicts eglated to different roles of family members in

family firms, requiring agency cost control meclsmns to deal with them.
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As far as the characterization of the adoption @érey cost control mechanisms is
concerned, we propose to explore the dimensioriexi$tence” and “importance” consistently
with previous research on management control systérhis research implemented similar
variables to measure existence and/or importanck vaeidely used both, or at least one,
dimensions regarding the adoption of managemerit@anechanisms (Chenhall and Langfield-
Smith, 1998; Malmi, 1999; Ittner et al., 2003; NgmGil et al., 2008). We argue that in family
SMEs the concrete adoption of each of these mesimagninay follow different temporal patterns
with regard to the origin of the need for any oérth As with management control systems
research, the importance of a mechanism may shtfereafit relationships with its existence
(Ittner et al., 2003).

Three main literature streams have been followethéntheoretical discussion: agency
theory, management control theory and literaturefamily firms. Based on these research
streams, our conceptual development starts fronaglsemption that like other types of firms,
family firms experience agency conflicts, even tjiouhey are distinctive in nature. These
distinctive agency conflicts occur for differentgiees of family involvement, not only in
ownership, but also in governance (i.e. chairmah laward members) and in management (i.e.
different managerial positions). Therefore, in fgnfirms agency cost control mechanisms also
have to be adopted to deal with their distinctigerecy conflicts (as in non-family firms). The
agency cost control mechanisms, suggested by agdwxyy are both market-based and
bureaucratic control mechanisms. Management comfwbry proposes management control
systems as a way to reduce agency costs. We prapdeeus on bureaucratic agency cost
control mechanisms that are highlighted both bynageheory and management control theory:

the board, strategic planning, and managementaosystems, while literature on family firms
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has focused mostly on the board and strategic pignWe propose to analyze different levels of
family involvement, distinguishing between FIG aRtM that previous research considered
among the most relevant family-related contingesiclG, i.e. a family member appointed as
chairman or as a board member, implies the adopbibone of the agency cost control
mechanisms (i.e. the board), thus reducing the faedther agency cost control mechanisms.
While family business literature links the boardstipwith strategic planning, we expect FIG to
reduce the need for any other mechanisms (i.etegicaplanning and management control
systems), given that the board itself is an agexosy control mechanism. Accordingly, among
the agency cost control mechanisms we only conssti@tegic planning and management
control systems.
Based on this first part of our conceptual develeptnhwe propose the following hypotheses:
HP 1) The larger the involvement of family membergovernance, the smaller the existence of
agency cost control mechanisms.
HP 2) The larger the involvement of family membergovernance, the smaller the importance
of agency cost control mechanisms.
Moreover, in our conceptual development, we ardgia¢ by contrast, FIM implies the use of
monitoring and control mechanisms, such as manageroentrol systems and strategic
planning, as management control theory has stated.

While FIM may impact on the presence of monitorangd control mechanisms, as in
non-family firms (Zimmerman, 2006; Naranjo-Gil dt,2008), family business literature has
rarely analyzed the mutual influences among agewsy control mechanisms and managers,

either professional, non-family members, or familgmbers (Blumentritt, 2006). By contrast, in
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accounting and finance literature, managers, and<dR particular, are generally considered to
be in charge of developing and operating manageaowertitol systems.

Consequently, we propose our third and fourth Hypses:

HP 3) The larger the involvement of family memlemmanagement, the greater the existence of
agency cost control mechanisms.

HP 4) The larger the involvement of family membenmmanagement, the greater the importance
of agency cost control mechanisms.

Rather than looking into the relationship betweé@ Bnd FIM and each single agency
cost control mechanism, we considered the link withcomplete set of mechanisms, in keeping
with previous studies. According to Schulze (20005), “the reality ... is that agency threats
tend to become causally and sequentially entwineadmanner that makes their effects difficult,
if not impossible, to tease apart. ... While theséwvined effects make it nearly impossible to
reliably trace a specific agency cost to a speeaifiency threat, they also make it possible that a
given control mechanism, such as pay incentivest@tegic planning, can simultaneously
mitigate theoretically distinct agency threats Eirms may therefore end up adopting a set of

control mechanisms whose effects on agency costsaenplementary and possibly synergistic”.

Research design

We used a quantitative deductive design and tesked hypotheses through a
guestionnaire survey of 146 family SMEs in Italyhel deductive approach helped us make
general inferences beyond the setting of ItaliarESMn most cases, the company CEO was the

respondent.
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Several definitions of ‘family firm’ have been pi@ged in literature, based on a number
of dimensions. Corbetta (1995) defined a familynfas a company where one or more families,
with family ties, relationships or solid alliancesyn the majority of the capital and where family
members cover governance and managerial rolesr @tfieors defined family firms by whether
they consider themselves to be family firms (Weathand Cowling, 1988; Heck and Trent,
1999). Astrachan and Shanker (2003) suggested thneensions in defining the family firm:
family retention of voting control over the strayegf the firm, direct involvement of the family
in day-to-day operations, and the involvement oftiple generations in the firm's management.
Several studies defined a family firm by the comgras of FIO, FIG, and FIM. According to
Anderson and Reeb (2003), family firms are firmsevehthe family continues to have an equity
ownership stake or board seats. They also idedt#reactive family involvement when a family
member (the founder or a descendant) holds the @&sition. Villalonga and Amit (2006)
proposed three fundamental elements in the defmitif family firms: ownership, control and
management. We defined family firms as those comgahat meet at least one of the following
requirements: 1) the majority of the shares is awbg members of one or more families
(Astrachan and Shanker, 2003; Sharma, 2004); 2pomeore family members sit on the board
or hold the post of chairman (Anderson and Ree®3p®) family members are in charge of the
CEO or other managerial positions (Villalonga andit 2006).

The sample was drawn from the AIDA database (byeBurVan Dijk Electronic
Publishing), that contains: i) balance sheet ddtancorporated SMES, representative of the
Italian population and operating both in manufaomirand non-manufacturing industries; ii)
data about the ownership structure (shareholdéng),governance system (chair and board

members) and some information about management YCB®@ used both primary (from
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questionnaires) and secondary d¢fimm the AIDA database). This approach helpetbusvoid
from the outset common methods bias related toegistudies.
Sampling frame

The initial sample consisted of 1,122 manufactuShEs in the Milan province, Italy, at
the four-digit level of the ATECO91 Classificati®@ystem. We adopted the European definition
of SMES' in use when our data collection procedure tookelavhich defined SMEs as firms
that: i) have fewer than 250 employees; ii) hawdegian annual turnover not exceeding €40
million, or an annual balance-sheet total not edowe €27 million; and iii) are independent
enterprises The Milan province assures a high level of inééfiomogeneity for the sample and
it is representative of the Italian population dfiSs in generdl The 1,122 companies were
articulated by range of turnover, employees, addstry contribution.
Primary Data Collection Procedure

The primary data collection procedure consistefbof phases. First, measurement scales
were developed, by completing five on-site intemsewith SME CEOs, academics and
consultants, and by pre-testing the resulting scal¢h a group of academics and consultants.
Next, a single researcher pre-tested the provisigrgion of the resulting questionnaire with a
number of senior executives of SMEs. These pre-tiest to the revision of some items to
improve their clarity, as well as the addition e¥/eral new ones. The third stage consisted of on-

site interviews with CEOs or executives in ten SMEssulting in the final version of the

3 Unfortunately the AIDA data were not available & the firms in the sample. Therefore, we decitedollect
data via a questionnaire on ownership, governandevenagement, and to check them against the sepeatliable
in the AIDA database.

4Europear(:ommission Recommendation 96/280/EC.

> Independent enterprises have no more than 25%eatdhital or the voting rights owned by an outsdeerprise
or jointly by several enterprises (Europgaommission Recommendation 96/280/EC).

® With more than 390,000 firms, incorporated and ingbrporated, manufacturing and non-manufacturihg,
Milan province holds the first position in the red@mt national ranking, with the trade and busingssrices
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guestionnaire. In the final stage, the survey wasdead to the 1,122 companies included in the
sampling frame. Following Dillman (1978), two foleup letters and one replacement
questionnaire were mailed after the initial mailidgsingle informant was used for each firm
The key methodological solution in using a singéspondent approach is to find the most
appropriate one. The questionnaire covering ledquested that it should be filled in either by
the CEO or by a senior executive with overall resaility for strategic management issues and
this was checked.

Achieved sample

A total of 166 completed questionnaires were retdrnThe 15% response rate is
comparable with those of large-scale surveys inuglexecutives (Robertson et al., 1995;
Powell and Dent-Micallef, 1997), but higher thandé normally obtained in Italy (Corbetta and
Montemerlo, 1999; Giacomelli and Trento, 2005)s l& reasonable result given the setting of the
survey (small firms), firm diversity, the positior the respondents (CEO or equivalent
position), and the sensitivity of the informatiokfter checking to ensure that all of them were
family firms, 20 responses were eliminated.

The final data set included 146 family firms. Weakexated non-response biases by
conducting chi-square tests between our sample thadinitial sample used, finding no
significant differences for industrieg2=0.028681, df=5), for turnove§Z=0.063891, df=4), and
for employeesy2=0.098418, df=3). We also compared early respasdginst half) with late
respondents (second half) (Armstrong and Overt®i/), finding no significant differences on

age of the firm, size (employees and turnover),ketaconditions or industry characteristics,

industries representing 45% of the entire entregugal sector. This province covers a notable moléhe Italian
economy, assuring the largest contribution to GBiEh a value over 10%.

" Although the use of multiple respondents would ehaeduced concerns about potential response biases,
respondents had to be knowledgeable about theafiruiits competitive environment (Campbell, 1955).
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suggesting that non-response bias might not beollgmm. The median number of employees
was 25. The mean number was 48.2 with a standaidtie of 69.1. The median turnover was
€5 million More than one third of the firms in tiample belonged to the textile industry. The

median year of foundation was 1979.
Measures

Table 2 reports descriptive statistics.

INSERT TABLE 2 ABOUT HERE

Firms with a family chairman do not necessarily dnather family members involved in
governance, such as simple board members (t=1s4d.60.161). The CEO role represents the
most frequent form of FIM. Only in the absence dhmily CEO, is there a larger number of
family managing directors (mean=0.4, F=17.734,=€1q)01). All the other managerial roles do

not vary.
Endogenous variables

The survey and the AIDA database provided the mé&tion for independent variables.
While self report measures carry some methodolbgiméations (Dillman, 1978; Rossi et al.,
1983), we used some perceptual measures becatise difficulties associated with the use of
“objective” ones in assessing agency cost relatedlpms. As stated above, we investigated the
adoption of agency cost control mechanisms with different dimensions: the existence and the
importance of strategic planning and managementraosystems (Malmi, 1999; Chenhall and

Langfield-Smith, 1998; Ittner et al., 2003; Naraga et al., 2008).

Existence of agency cost control mechanisWis. used six items: strategic planning,
budgeting, cost accounting, managerial reportiregponsibility accounting and incentives
(Anthony, 1988; Simons, 2000). Strategic plannimdhie process of deciding on objectives of
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the organization, on changes in these objectiveshe resources used to attain these objectives
and on the policies that are to govern the acqgonsituse and disposition of these resources
(Anthony, 1965). The budget is a short-term finahgilan for implementing the various
decisions that management has made. Manageriatirepprovides feedback about planned and
actual company outcomes. Management accountingesel® the provision of appropriate
information for decision-making, planning, contesid performance evaluation. Cost accounting
is concerned with cost accumulation for inventomaleation to meet the requirements of
external reporting and internal profit measuremeResponsibility accounting enables
accountability for financial results and outcomesbt allocated to individuals throughout the
organization. The incentives aim to reinforce mamggperformance evaluation. All of them
were measured using dummy coding: presence wasdcbdeavhile absence was coded 0

(Cronbach’'sn = 0.78).

Importanceof agency cost control mechanisnfge used six items (strategic planning,
budgeting, cost accounting, managerial reportirggponsibility accounting and incentives),
measured on a five point scale in order to invastighow well each of the mechanisms
considered compared to the respondent’s concept Gtleal” system (1 = not at all ideal, to 5 =
very close to ideal) in order to perform strategianning and managerial control (Chenall and

Langfield-Smith, 1998; Ittner et al., 2003; Nara@d et al., 2008) (Cronbachs= 0.71).

Measurement of the existence and the importanamasfagement control systems has
provided researchers with difficulties. One of teasons is uncertainty about whether the
existence and importance should be considered wictous (i.e. companies either have or have
not adopted a mechanism) or should be measurednéismwous variables. As far as importance

is concerned, an ordinal scale is able to captifferehces in the relevance given to various

22



mechanisms and to avoid many of the psychometadblpms associated with the simple yes/no

guestion (Naranjo-Gil et al., 2008).

Exogenous variables

Family involvement in governanc&/e used a dummy coding on two items (family
member as chairman and at least one other famiiylbbeeon the Board of Directors) (Anderson
and Reeb, 2003). Presence was coded as 1, absasceded as 0 (Cronback'ss 0.70).

Family involvement in managemelife used seven itefh@ family member as the CEO,
as the Managing Director, as a Divisional Directs,the CFO, as the Production Director, as
the Sales Director and as the Supply Director)l@ithga and Amit, 2006; Chu, 2009): presence
was coded as 1, absence was coded as 0 (Cronbaechl73).

Control variables

In order to account for potential biases, sevedtrol variables were adopted in the
model: industry, size, strategic diversificatiogeaand technological intensity of industry.

Industry. Various degrees of relatedness, such as diffe@nmomic phases, may expose
firms belonging to different industries to variougpacts on value-creation processes (Miller et
al., 1998) and their measuring systems. Industrg weeasured with a categorical variable
(chemicals, food, electronics, textiles, mechaniaatl raw material transformation).

Size The potential to create value also depends upfirmés size. Agency theory has
focused on conflicts of interest in agency relaglips, considering firms as a nexus of contracts.

According to Ross, examples of agency are universghrdless of the size of the relationship

8 As many SMEs may not have these formal positionthéir organizational chart, we actually asked family
member formally covers one or acts as one of themdbpositions indicated. That is, consider a fgrf®ME where
the entrepreneur has developed all the verticalthachorizontal dimensions of the structure, withfmumalizing
them, but creating an informal managerial hierarghg actually identifying these responsibilities. viie are aware
that the adoption of governance and managerial arésims (e.g. the board, strategic planning, andagement
control systems) may also be related to other fadteyond family involvement, such as the environtaleand firm
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(Ross, 1973: 134). Nonetheless, studies have bedertaken on the growth of the firm and its
impact on the agency relationship (Hill and Sn&B89). “To increase the size of the firm
beyond this point he (the owner) must obtain oet$ildancing to cover the additional investment
required, and this means reducing his fractionatership. When he does this he incurs agency
costs, and the lower his ownership fraction, thgdathe agency costs he incurs. However, if the
investments requiring outside financing are sugfitly profitable his welfare will continue to
increase” (Jensen and Meckling, 1976: 328). Theerlakasoning leads managers to identify
growth strategies. The principal’'s objectives regustrategies that seek long-term value
maximization (Fama, 1980), whereas the agent’sstéodollow strategies that may diverge as
the business grows. In this study, firm size wasasneed by turnover and the number of
employees.

Strategic diversification Strategy, performance, strategic planning and agement
control systems may be very different in differsttategic business areas (SBAs) (Lorange,
1980). Diversification was measured by an ordiraiable: one SBA, from two to three SBAs
and more than three SBAs.

Age of the firm A small firm passes through distinct periods ef’felopment (Greiner,
1972; Churchill and Lewis, 1983), until a phaset trequires a more professional approach
(Perren, et al., 1999; Deakins et al., 2002) aedatioption of agency cost control mechanisms.
The age of the firms was measured by the numbgeart the firm had been in existence.

Technological intensity of industryindustries with frequent technological changes
require shareholders to take more complex decisiongnancing needs. The equity structure of

family firms usually has low leverage, due to tksistance to seek external funding (Gallo and

complexity (Songini, 2006), from our methodologigaérspective, we isolated these factors in defining
independent variables and we checked for them euittirol variables.

24



Vilaseca, 1998). These circumstances may havefaaot &n agency conflicts and performance.
The technological intensity of the industry (Osb@md Baughn, 1990) was measured by a
variable on a three point scale: high technologgrded, somewhat technology oriented and low
technology oriented.

Although we considered different sources of santfdterogeneity, due to the need to
restrict the length of the questionnaire to achiev@rimary purpose, our list of control measures
was not as extensive as desired. For example, cgecga Schulze et al. (2001), we did not
control for capital intensity and industry growthlthough it is impossible to tell how a more
extensive set of controls might have affected @suits, we do note that aside from the above
control variables, the study conducted by Schulzd.€2001) shows that the additional controls

were either insignificant or mixed in their impacts

Results

In this section, we first report descriptive dafden we comment on the testing of our
hypotheses. We used a structural modeling appr@d8REL). The analysis and interpretation
of the structural equation model took place in stages: (1) assessment of the dimensionality,
reliability and consistency of the individual itenand validity of the measurement model; and

(2) assessment of the causal relationships.
Descriptive results
Family involvement in governance and agency castrobmechanisms

Table 3 reports the extent of FIG and the presehagency cost control mechanisms.

INSERT TABLE 3 ABOUT HERE
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When family members are simple members of the h@@ency cost control mechanisms
are more widespread than when only the chairmarfasnily member. The most widely adopted
mechanisms are cost accounting, strategic plaramdgesponsibility accounting.

Family involvement in management and agency cogta@amechanisms

Table 4 reports the extent of FIM and the pres@fi@gency cost control mechanisms.

INSERT TABLE 4 ABOUT HERE

All agency cost control mechanisms are more widesprwhen the CEO is a family
member, with a larger adoption of incentives, castounting and strategic planning. The
presence of a family member in any managerial jpositelates to a larger incidence of

mechanisms than when a non-family member is a neainag
M easur ement model results

Consistently with the two-step approach advocatediderson and Gerbing (1988), we
tested the measurement model prior to examining stinectural model relationships. We
modeled the four constructs as four correlated-érder factors. We tested them by examining
individual item dimensionality, convergent validityeliability, internal consistency, and
discriminant validity. The initial maximum likeliloml exploratory factor analysis of 21 items
produced four factors with eigenvalues that weghéi than one (Conway and Huffcutt, 2003).
The four factors collectively accounted for 71.18%4he total variance. The dataset showed that
the items loaded significantly on the designateciois. Based on the results of exploratory

factor analyses, we decided to keep the entirefszl items. Next, we conducted a confirmatory

26



factor analysis (CFA) to examine the distinctiveness of the measursing the LISREL 8.53
software and maximum-likelihood estimation. We ipteted goodness of fit using the
comparative fit index (CFI), normed fit index (NFgnd standardized root-mean-square residual
(SRMR) (Hair et al., 1998; Hu and Bentler, 1999d ave used commonly accepted cutoff
values (CFI < .90, NFI < .90, and SRMR < .06) a#idative of poor fit (e.g., Hair et al., 1998;

Zhao et al., 2007).

The results for individual item reliability, inteahconsistency, and discriminant validity

are reported in Table 5.

INSERT TABLE 5 ABOUT HERE

All the non-fixed indicator loadings for each canst are significant (Carmines and
Zeller, 1979). As reported in Table 5, all scalesndnstrate adequate internal consistency
(Fornell and Larcker, 1981). All the estimates lté faverage variance extracted are higher than
0.50 (Fornell and Larcker, 1981) to demonstrateveayent validity. Lastly, we verified that
each construct shares more variance with its meastiran it shares with other constructs
(Fornell and Larcker, 1981). The diagonal elemeaftthe correlation matrix for the constructs
(Table 5) report the square roots of the averagamnee extracted. All of them are significantly
greater than the off-diagonal ones. Therefore, @amstructs exhibit adequate discriminant
validity. Collectively these results suggest that measures are unidimensional, reliable, and
they exhibit convergent and discriminant validityoreover, the model fits the data reasonably

well.

Structural model results

® We proceeded also to test the CFA. No signs ablpros (e.g. non convergence, non positive defimiggrices,
unreasonable standard errors, etc.). The modehgsrieally identified as shown by a converged solutand the
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We tested the hypotheses with the structural modpbrted in Figure 1. We also

compared the model against some alternative'ines

INSERT FIGURE 1 ABOUT HERE

The variance explained by the model is: 11% for ékistence of agency cost control
mechanisms, and 10% for the importance. The modsepts a RMSEA value of 0.044 and
RMSR of 0.033. The goodness of fit indices values: &hi-Square = 1051.39, df=187,

CFI=0.37, NFI=0.33. The main results are as itfoH:

- Existence of agency cost control mechanishie FIG has a negative and significant impact
(-0.17, t=-2.12), while the FIM has a positive aighificant impact (0.27, t=2.89).
- Importance of agency cost control mechanisifise FIG has a negative and significant

impact (-0.15, t=-1.89), while the FIM has a pastand significant impact (0.26, t=2.79).
Control for sources of sample heterogeneity

After the introduction into our model of the cortvariables, our model remained stable.
We found a positive and significant relationshigween size (number of employees) and the
existence of mechanisms (16.31, p<0.01) (Greir@r21Simons, 1990). The number of SBAs
and the importance of mechanisms showed a signtfasitive relationship (0.28, p<0.01). The
more a firm faces different strategic issues, thwarintense the role of agency cost control
mechanisms (Lorange, 1980). We found a negativesagmdficant relationship between age and
the importance of mechanisms (-6.69, p<0.01), atdig that older firms consider them less

important. We found a positive and significant tielaship between the technological intensity

absence of any out-of-bounds or unexpected paramgtinates and the absence of any warning or sressage.

% \We tested a first alternative model that addedusaaelationship between FIG and FIM to the hypsiked one
(Chi-Square = 1057.31, df=187; CFI=0.37, NFI=0.28)d a second alternative model that added a causal
relationship between existence and importance ehag control mechanisms to the hypothesized modhl- (
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of the specific industry and the importance of natdms (0.12, p<0.01). Finally, we did not
find any significant relationship between the extiste and importance of mechanisms and

industry.

Discussion and conclusions

This paper aimed to investigate how FIG and FIMeelffthe adoption of agency cost
control mechanisms. We adopted three main liteeatireams: agency theory, management
control theory and the literature on family firm#/e stated that family firms experience
distinctive agency conflicts. These conflicts rel&d a different degree of family involvement,
not only in ownership, but also in governance amdmanagement. Therefore, agency cost
control mechanisms have to be introduced to copgé Wiem, as in non-family firms. The
mechanisms suggested are the board, strategicipdaand management control systems. We
supposed that FIG implies the adoption of the botimds reducing the need for other agency
cost control mechanisms. On the contrary, FIM dekghe adoption of management control
systems and strategic planning. Results demondtrateon the one hand, FIG has a negative
relationship with agency cost control mechanisrhastimplying lower agency costs. This is
consistent with those studies that showed thaammil/ firms the classic owner-manager conflict
does not occur. However, this result may be exptainy the role of the board in family firms as
an agency cost control mechanism that substituteer ssystems. In family firms, agency
conflicts may occur, but with distinctive featurdst enable governance systems to overcome
them. Therefore our hypotheses 1 and 2 are supgpo@er results did not confirm the

relationship between the presence of a board anddbption of strategic planning (Ward, 1988;

Square = 1061.12, df=186; CFI=0.54, NFI=0.49). Titeeof these models were somewhat poorer thandhtte
29



Schulze et al., 2001). On the other hand, we foaibsitive relationship between FIM and
agency cost control mechanisms, confirming the nieedlso adopt strategic planning and
management control systems for family SMEs. Th&ultevalidates studies that showed that
family firms experience distinctive agency con8ictlt also confirms previous results of
management control studies that connect the adopfimmanagerial mechanisms with managers.

Our original contribution stems from the adoptidnagency cost control mechanisms,
even in family firms where managers are family merspnot outsiders. These results are not
consistent with the contribution of Speckbacher &ehtges (2007). Our results also do not
confirm the work of Ang et al. (2000). They fourttht agency costs in small firms are higher
with outside managers and vary inversely with manay ownership. Moreover, unlike
Chrisman, Chua and Litz (2004), we considered agenst control mechanisms not only to be
strategic planning and the board, but also manageweentrol systems. Finally, research on
management control systems deals with either laogepanies or SMEs, but not with family
firms.

This paper makes theoretical as well as empiricdl@actical contributions to literature.
Theoretically, it brings together the three strearhagency theory, management control theory
and family business literature. Moreover, it coesgdmanagement control systems as agency
cost control mechanisms, which are rarely investjain family business literature, and
distinguishes between their existence and impoetaimally, it investigates the effect of FIG
and FIM separately. This distinction has not besaduin previous research on agency cost
control mechanisms in family firms. As far as oueasures are concerned, following the
suggestions from the three different streams obrthand testing for their unidimensionality,

reliability, and convergent and discriminant valdithe paper has developed variables that aim

hypothesized one and the Chi-Square differencs teste not significant.
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to capture a large spectrum of issues. The pamkmdi explore the relationships between
different types of agency conflicts and differegeacy cost control mechanisms. Empirically,
the paper contributes both to a deeper understgradifamily involvement in family SMEs and
to a distinction between the existence and the rtapoe of agency cost control mechanisms.
From a practitioner point of view, it shows tha¢ thdoption of agency cost control mechanisms
may also be found in family SMEs that are run usangentrepreneurial approach. Indeed, the
use of formal strategic planning and managementr@osystems in family firms does not
necessarily pass through the involvement of outsideagers, but may be managed by family
managers. A practical contribution is that the papay help family SMEs to design a system of
agency cost control mechanisms, consistent witin #pecific family involvement. The adoption
of an articulated set of agency cost control meignas is linked to a managerial consciousness
that leads to more rational, long-term oriented effeictive decision-making processes resource

allocation, goal and program definition and perfante evaluation.

Although we have presented evidence from a sanfglen@s in a varied set of industries,
the paper presents some limitations that geneaglb}y to cross-sectional survey-based research.
First, the cross-sectional nature of the surveytdirour ability to examine the dynamic interplay
among the constructs studied. The use of a longalidsurvey would help overcome this
concern. Second, the fact that our sample is fatuse manufacturing firms limits the
generalization of our results. Studies includinghboon-manufacturing firms could extend its
findings. Third, although heterogeneity in a sampl@a condition for empirical generalization,
country-level studies would be useful to validdtese results. Moreover, further investigation on
the relationship between the importance of agesy control mechanisms and performance is

needed. Besides, it would be interesting to extaedanalysis beyond family involvement as a
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factor influencing the adoption of agency cost oontmechanisms in order to explore how
family firms renew and recombine their resourcesimoplementing alternative mechanisms.
Such research might consider different ways in tvifigenily SMEs change their set of resources.
The goal would be to identify systematic influentiest lead family firms to choose among these
ways of changing and to measure their respectifectefeness on the family firm’s ability to
change. Finally, following a contingency approachk @o not necessarily have to exclude the
study of clan agency cost control mechanisms, d@emoto analyze how social factors interact to
effect the adoption of agency cost control mechmagiand consequent outcomes (Roberts and

Scapens, 1985).
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TABLE 1
AGENCY CONFLICTSIN FAMILY FIRMS

Agency Non-family membe Family membe
conflicts in
family firms Owner Manager Owner Manager

Conflicts of interest

between dominant | Classical agency Agency conflicts

Family owner | (family) and minority | conflicts between a”i:}%gﬂ?
(non-family) principal and agent Zl?lruism
shareholders
Both: :

- classical agency ?(?(t):flicts of
conflicts between Conflicts of Conflicts of inter ests between

Family owner- principal and agent; | interests between

- conflicts of interest | family members Inter ests between family membersin

manager between dominant | and non-family Lei\;?;)énr?mtgs n dg%ﬁ”&;gfin
(family) and minority | members* from asymmetri?:
(non-family) altruism
shareholdel

Cells represent the presence in a family firm t#raily owner or a family owner-manager with the ggece of a non-family member, owner
or manager, and/or the presence of another fanglyler, owner or manager.

*Take the simple case of a single manager whdsie the owner of the firm. Even in such cases agensts will only approach but not

reach zero because employees may act opportullistised small firms often lack even the most rudieey mechanisms to control

employee behaviour” (Chrisman et al, 2004: 339).
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TABLE 2

Descriptive statistics

OOt

Variables Mean | Median [S)tad/
X1 Family Chair 0.8 1.0 0.4
X2 Family Board Members 0.7 1.0 0.5
X3 Family CEO 0.5 0.5 0.5
X4 Family Managing Director 0.2 0.0 0.4
X5 Family Divisional Director 0.1 0.0 0.3
X6 Family CFO 0.2 0.0 0.4
X7 Family Production Director 0.2 0.0 0.4
X8 Family Sales Director 0.2 0.0 0.4
X9 Family Supply Director 0.2 0.0 0.4
Y1 Strategic Planning Existence 0.3 0.( 0.
Y2 Budgeting Existence 0.7 1.0 0.5
Y3 Cost Accounting Existence 0.5 1.0 0.5
Y4 Managerial Reporting Existence 0.6 1.¢ 0.
Y5 Responsibility Accounting Existence 0.3 0.¢ 0.
Y6 Incentives Existence 0.2 0.0 0.4
Y7 Strategic Planning Importance 1.6 1.4 1.
Y8 Budgeting Importance 3.2 3.0 1.3
Y9 Cost Accounting Importance 2.5 3.0 1.4
Y10 Managerial Reporting Importance 2.6 3.0 1.
Y11 Responsibility Accounting Importance 2.1 1.¢ 41
Y12 Incentives Importance 1.7 1.0 1.2
TABLE 3
FIG VS AGENCY COST CONTROL MECHANISMS
. X1 Fa)l(niily
Variables Fg;r;ilﬁ/ Board
Members

Y1 Strategic Planning Existence 63.6% 79.5%

Y2 Budgeting Existence 73.1p6  76.0%

Y3 Cost Accounting Existence 70.1% 80.0%

Y4 Managerial Reporting Existence 70.8% 75.8%

Y5 Responsibility Accounting Existeng 67.4% 78.3%

Y6 Incentives Existence 78.1% 71.9%
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TABLE 4

FIM VS. AGENCY COST CONTROL MECHANISMS

X3 X4 X5 X6 X7 X8 X9

Variables Eamil Family | Family Eamil Family | Family | Family

CEOy Managing| Division CFOy Production Sales | Supply

Director | Director Director | Director| Director

Y1 Strategic Planning Existence 56.8%| 34.1%)| 18.2%| 18.2% 20.5%| 20.5%| 34.1%

Y2 Budgeting Existence 53.8%| 26.0%| 11.5%| 24.0% 21.2%| 24.0%| 20.2%

Y3 Cost Accounting Existence 60.0%| 26.7%| 13.3%| 26.7% 21.3%| 26.7%)| 25.3%

Y4 Managerial Reporting Existence 53.8%6  29.7%| 13.2%)| 27.5% 20.9%| 26.4%)| 26.4%

Y5 Responsibility Accounting Existence 47.8%| 26.1%| 19.6%| 28.3% 30.4%| 26.1%)| 34.8%

Y6 Incentives Existence 62.5%| 37.5%)| 15.6%| 25.0% 18.8%| 21.9%| 25.0%
TABLES

RESULTSOF THE MEASUREMENT MODEL

0,802

Average Correlations between latent variables (the diageemdrts the
Number of Internal : :
. variance square root of the Average Variance Extracted)
ltems consistency
extracted
1 2 3 4
1 - Family involvement in Governance 2 0,914 0,868 D93
2 - Family involvement in Management 7 0,974 0,853 80,0 0,923
3 - Existence of agency cost control mechanisms 6 760,9 0,892 -0,190 0,280 0,944
4 - Importance of agency cost control mechanisms 6 8790, 0,644 -0,170 0,270 0,100
FIGURE 1
STANDARDIZED MODEL RESULTS
Family Existence oI
Involvementin agggggﬁs
Governance .
mechanisms
Family HP3 Importanceof
. agencycost
Involvementin — control
Management HP4 026 ;
mechanisms
R2=0.10
*p<0.05; ** p<0.01
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