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A B S T R A C T   

In this study we reconcile the contradictory evidence found in the risk taking-performance relationship. We study 
the distinction between risk taking orientation and entrepreneurial risk taking and their effects on performance 
and find a non-linear, U-shaped relationship when it comes to risk taking orientation. Even though we did not 
find evidence that pursuing risky activities has an inverted u-shaped form, our results confirm that pursuing risky 
activities in family firms has similar effects than in non-family firms. We also study the role of context on family 
business risk attitudes and actions, and performance and find moderating effects at the industry, market and 
country levels on the risk taking orientation-performance relationship and partially, on the entrepreneurial risk 
taking-performance relationship.   

1. Introduction 

Risk-taking in family firms has been debated by researchers for years 
(Gentry, Dibrell, & Kim, 2016). Literature has found that family firms 
are conservative and risk-averse compared with their non-family coun-
terparts (Carney, Van Essen, Gedajlovic, & Heugens, 2015; Zahra, 
2005). Higher risks are associated with higher returns, which is referred 
to as risk-return trade-off (Bonilla, Sepulveda, & Carvajal, 2010). Hence, 
family firms are expected to have lower risk and, thus, lower returns 
than non-family firms. However, family firms risk aversion level and its 
relationship to key performance indicators also have shown contradic-
tory results compared with non-family firms (Kempers, Leitterstorf, & 
Kammerlander, 2019; Naldi, Nordqvist, Sjöberg, & Wiklund, 2007; 
Zahra, 2018). 

Although different assumptions explain these contradictory results, 
several questions remain. In a recent review of his seminal article on 
risk-taking in 2005, Zahra calls for “…deeper and more carefully con-
structed empirical analyses…, relating actors and context in ways that 
clarify … [risk-taking] genesis, evolution, manifestations, and conse-
quences across organizational levels and time” (Zahra, 2018, p. 225). In 
addition, Kempers et al.’s (2019) review on heterogeneity in family 
firms’ risk-taking, discuss how risk-taking behaviors of family firms 

should be understood in context. Therefore, future studies are needed to 
analyze contradictory theoretical perspectives and evidence on 
risk-taking in diverse environments. This study aims to explain these 
contradictory results by identifying the differences between family 
firms’ risk-taking orientation (RTO) and entrepreneurial risk-taking 
(ERT) of their entrepreneurial activities and the relationship of both 
factors with financial performance. This study also explores the impact 
of family firms’ business environment on those relationships (Wright, 
Chrisman, Chua, & Steier, 2014) to explain the differences between RTO 
and ERT. 

This study has three contributions to the literature. First, we theo-
retically analyze whether family firms should be expected to be more or 
less risk-averse and the reasons of such a condition. Based on agency 
theory and socioemotional wealth (SEW), our results clarify the theo-
retical perspectives and their conflicting results on family firms’ risk- 
taking disposition and risk-taking activities. Our results confirm that 
family firms’ RTO has a nonlinear relationship with financial perfor-
mance, thus partly explaining the contradictory results mentioned 
above. Furthermore, even though we suggested a nonlinear relationship 
between ERT and performance, our results show that ERT only posi-
tively affects family firms’ financial performance. 

Second, our study differs from prior work as we directly study private 
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E-mail addresses: gonzaana@gvsu.edu.co (A.C. González L.), yerodriguez@icesi.edu.co (Y.E. Rodríguez), jmgomez@icesi.edu.co (J.M. Gómez), hchavez@ufm.edu 
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companies based on data collected by the Successful Transgenerational 
Entrepreneurship Practices (STEP) Project for Family Enterprising 
(STEP Project for Family Enterprising, 2015). Most published works on 
family firms rely on data of publicly traded companies controlled by 
families and individuals in developed countries (Amit & Villalonga, 
2009; Amit, Ding, Villalonga, & Hua, 2010). Thus, mainstream research 
on family business performance relies on samples with bifurcated 
ownership structure of family owners and private investors. 

Third, this study considers moderating effects of the environment as 
explanatory variables, suggesting that family firms’ disposition toward 
risk is not unidimensional, linear, and isolated from the environment. 
Our results show that contextual factors, particularly the industry, 
market, and country’s institutional development, and innovativeness, 
affect the relationship between RTO and family firms’ financial perfor-
mance, further explaining the nonlinear relationship found. 

In the following sections, we review the literature on family firms’ 
risk-taking and present the differences between RTO and ERT and their 
relationship to financial performance. Based on these discussions, we 
formulate our hypotheses on the former relationships and on the envi-
ronmental factors influencing them. Then, we present our methods and 
results, followed by discussion, limitations and implications for future 
research and conclusions. 

2. Literature review and hypotheses 

2.1. Risk-taking in family firms 

As mentioned above, family businesses are often perceived as risk- 
averse (Carney et al., 2015; Kempers et al., 2019; Zahra, 2005). From 
an agency theory we know that family firms have centralized 
decision-making, are concerned about losing control of the business and 
are reluctant to invest in new ventures or to undertake entrepreneurial 
activities (Schulze, Lubatkin, Dino, & Buchholtz, 2001; Schulze, Lubat-
kin, & Dino, 2003; Zahra, 2005). In other words, owner–managers can 
prevent family businesses from taking risks, thus generating agency 
costs. Moreover, risk aversion may be caused by principal–principal 
conflicts, which is referred to as type 2 agency problems. According to 
Young, Peng, Ahlstrom, Bruton, and Jiang (2008), these conflicts occur 
when majority (controlling family) and minority shareholders (family 
and non-family members) disagree, particularly on risk preferences that 
pertain to the firm’s future growth intentions (Dutta & Thornhill, 2008). 

Moreover, behavioral agency theory, suggests that risk-taking varies 
across businesses, and that leaders, principals, and agents may exhibit 
risk-taking and risk-averse behaviors (Wiseman & Gomez-Mejia, 1998). 
Therefore, individuals’ behavioral preferences are shaped by framing 
and loss aversion (Kahneman, 1991). Loss aversion implies that in-
dividuals are more concerned with avoiding losses than obtaining gains, 
a decision associated with endowments (Tversky & Kahneman, 1979). 
The point is that agency theory explains how family firms’ risk prefer-
ences may incur costs that affect performance. However, if decision--
maker’s preferences and actions toward risk are higher, then 
performance can be higher. 

SEW is another theoretical perspective that helps analyze the de-
cisions associated with family firms’ risk-taking. Gomez-Mejía, Haynes, 
Núñez-Nickel, Jacobson, and Moyano-Fuentes (2007) define SEW as 
non-financial organizational aspects that meet the family’s affective 
needs, such as identity, the ability to exercise family influence, and the 
perpetuation of the family dynasty. These authors use SEW to explain 
how family businesses accept risk and performance hazards when its loss 
is at stake since family members often have significant emotional en-
dowments invested in their company (Gomez-Mejía et al., 2007). 
Therefore, family businesses may choose to take significant risks and 
accept lower short-term performance. This condition motivates them to 
aim at a long-term vision for the firm that can contribute positively to 
firm performance. On the contrary, the owning family may refrain from 
making risky decisions to avoid losing firm control. For instance, family 

firm’s risk aversion might be experienced when the family passes on 
taking opportunities that require them to decrease their ownership and 
control levels (Berrone, Cruz, & Gomez-Mejia, 2012; Cennamo, Berrone, 
Cruz, & Gomez-Mejia, 2012). Thus, SEW may explain risk aversion and 
risk propensity in family firms. 

Although Zahra (2005) did not use SEW as a theoretical explanation, 
he utilized these contradictions and suggested four rival hypotheses 
regarding founder–CEO duality, CEO tenure, family ownership, multi-
generational involvement in decision-making, and their relationship 
with family firms’ risk-taking, mostly based on agency theory. There-
fore, he contributed to the risk-taking literature by exploring internal 
factors that mostly involved family governance and thus influence 
family firms’ risk-taking behaviors. His results showed that ownership 
and multigenerational involvement, and CEO tenure of the founder, and 
founder–owner duality have a positive, negative, and nonsignificant 
relationship to risk-taking, respectively (Zahra, 2005). However, 
Anderson, Duru, and Reeb (2012) found that diffused ownership showed 
lower risk levels at the family firm level. This contradictory evidence 
may be due to different theoretical and methodological notions of 
risk-taking, as Zahra (2018) suggests. 

2.2. Risk-taking: definitions and scope 

To understand the scope of this research it is important not only to 
identify the different types of risk, but the theoretical foundations that 
orient the family firm risk taking approach. According to Rauch, 
Wiklund, Lumpkin, and Frese (2009), risk-taking at a firm means 
venturing into the unknown, borrowing heavily, and/or committing 
resources to explore opportunities in uncertain environments. Although 
this definition is straightforward, we concur with several authors that 
more specific or clearly oriented definitions are more helpful to deter-
mine whether family firms are risk-averse or not (Huybrechts, Voor-
deckers, & Lybaert, 2013; Kempers et al., 2019; Zahra, 2005, 2018). 

When revisiting his 2005 article on risk-taking, Zahra (2018) stated 
the need to distinguish between ERT and RTO. ERT refers to all types of 
entrepreneurial activities developed by family firms that are essential to 
the family firm’s sustainability and contribute to firm’s growth (Sten-
holm, Pukkinen, & Heinonen, 2016; Zahra, 2018). As a dimension of 
entrepreneurial orientation, RTO is defined as the firm’s disposition to 
take risk that does not necessarily preclude into an action or resource 
commitment for entrepreneurial activities (Miller, 1983; Zahra, 2018). 
In this study, we differentiate ERT and RTO based on Zahra (2018). 
Following his definitions, ERT includes family firms’ entrepreneurial 
activities focused on exploiting new business opportunities that are 
related to growth and value generation. These activities include creation 
of companies, mergers and acquisitions (M&A) (Dredge, 2019; Shim & 
Okamuro, 2011), spin-offs, and divestments and company shut downs* . 
These activities could also include expanding into new geographical 
territories and products and services in an existing business unit. 

Given the distinction between RTO and ERT, their relationship with 
family business performance also differs. In the following section, we 
present our rationale. 

2.3. Risk-taking and family firm performance 

According to Gentry et al. (2016), risk-taking and firm performance 
and the antecedents of risk have gained attention in family business 
research. Rauch et al. (2009) have proposed a positive relationship be-
tween performance and RTO. Conversely, Memili, Eddleston, Keller-
manns, Zellweger, and Barnett (2010) and Wang and Poutziouris (2010) 
correlated low performance with risk aversion. In addition, Naldi et al. 
(2007) concurred with the predominant view that family firms are 

* When regard to ERT, this paper deals with actively taking risks (risks by 
commission), rather than neglecting seen or unseen risks (risks by omission). 
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naturally risk-averse. 
As stated in the previous section, agency theory explains a family 

business’ risk propensity by examining investment decisions (Chrisman, 
Chua, & Litz, 2004). Owning families may refrain from taking risks (i.e., 
making investments) if the outcome is unclear. This decision can lead to 
conflicts of interest (i.e., agency costs) between owners and managers of 
family firms. Based on this agency perspective, Naldi et al. (2007) find 
that family businesses take risks less often than non-family businesses. 
They also find that individuals running companies are less prone to take 
risks if a family’s reputation is at stake. By using RTO (a dimension of 
entrepreneurial orientation) as a proxy for risk-taking, they found that 
risk-taking in family businesses negatively relates to firm performance. 

From agency theory, we also know that conflicts between the owning 
family, family owners, and managers and between minority and ma-
jority shareholders (family or not) may generate agency costs that 
negatively affect performance (Chrisman et al., 2004; Schulze et al., 
2001). On the one hand, the controlling owning family or family 
member may have lower disposition toward risk (lower RTO), make 
decisions based on self-interest, and generate agency costs that affect 
performance. On the other hand, if the family business sustainability is 
at stake, based on SEW, the controlling owners may change their 
disposition toward risk, make decisions accordingly, and reduce agency 
costs to benefit the business and positively affect firm performance 
(Gomez-Mejía et al., 2007). 

In sum, RTO positively and negatively affects firm performance. 
Therefore, we hypothesize that the relationship between RTO and firm 
performance is U-shaped. At low to medium levels of RTO, family 
businesses feel lower disposition toward risks, generating agency costs 
and negatively affecting performance (Naldi et al., 2007), until a certain 
RTO level is reached and performance is at its lowest. Then, family 
businesses change their disposition toward risk given their SEW loss and 
have higher RTO levels, positively affecting performance, as non-family 
businesses would (Rauch, Wiklund, Frese, & Lumpkin, 2004, 2009). 
Therefore, we provide the following hypothesis: 

H1. There is a U-shaped relationship between family firms’ risk-taking 
orientation and financial performance. 

Agency and stewardship theories have been used to explain the 
relationship between ERT and firm performance (Miller & Le 
Breton-Miller, 2006). However, agency theory is the dominant theo-
retical approach in M&A. On the one hand, although family firms were 
not initially considered subject to agency concerns, problems such as 
asymmetric altruism and executive entrenchment generate agency costs 
in family firms, hence affecting their performance (Madison, Holt, Kel-
lermanns, & Ranft, 2016). For example, George, Wiklund, and Zahra 
(2005) found that when decision-makers are also the owners, they 
behave as agents. As a result, the scale and scope of internationalization, 
an entrepreneurial activity that implies risk-taking, negatively affect 
performance. In contrast, stewardship theory views the owning family as 
a resource that aligns economic and noneconomic goals with long-term 
continuity, thus positively affecting firm performance (Chrisman & 
Patel, 2012; Miller & Le Breton-Miller, 2006; Worek, 2017). This view is 
also aligned with the SEW argument that the owning family is open to 
take risks when its emotional endowments on the businesses are at stake 
(Berrone et al., 2012). 

With regard to M&A, an entrepreneurial activity associated with 
growth strategies (Dredge, 2019; Shim & Okamuro, 2011; Worek, 
2017), some authors have measured firm performance using share-
holders’ value creation after the deal, comparing family and non-family 
businesses. A few studies find evidence that family firms’ market value 
increases after an M&A deal compared with non-family firms (André, 
Ben-Amar, & Saadi, 2014; Andres, 2008; Basu, Dimitrova, & Paeglis, 
2009; Ben-Amar & André, 2006; Bouzgarrou & Navatte, 2013; Fei-
to-Ruiz & Menéndez-Requejo, 2010; Villalonga & Amit, 2006), except 
when family firms participate in diversifying acquisitions (Craninckx & 
Huyghebaert, 2015). This positive effect of family ownership on market 

value is supported by the fact that families invest part of their private 
wealth in the firm for its continuity and transfer of wealth, 
non-economic or economic to next generations (Miller & Le 
Breton-Miller, 2006). 

In contrast, others authors find that family businesses destroy value 
when they participate in acquisitions (Bauguess & Stegemoller, 2008; 
Gleason, Pennathur, & Wiggenhorn, 2014; Leepsa & Mishra, 2013), 
showing a negative effect of family control on market value, compared 
to non-family firms (Wong, Chang, & Chen, 2010). In addition, when 
family firms invest on diversification, they may lack managerial exper-
tise on handling investments (Gomez-Mejía, Makri, & Kintana, 2010), 
hence negatively affecting performance. Specifically, the family could 
also lack governance structures that may prevent the business from 
facing agency costs (Sirmon & Hitt, 2003). 

In sum, ERT positively and negatively affects family firm perfor-
mance. We propose that ERT and firm performance have a nonlinear, 
inverted U-shaped relationship. At low to medium levels of ERT, family 
businesses may choose to do risky activities that positively affect firm 
performance until a certain level of ERT is reached. This condition is due 
to family firms’ interest in the firm’s continuity and preservation of their 
wealth; thus, they invest in entrepreneurial activities (Worek, 2017). At 
higher ERT levels, family businesses have lower performance due to two 
reasons. First, Craninckx and Huyghebaert (2015) found that family 
firms’ ERT activities, particularly in diversified acquisitions, negatively 
affect their performance. Second, the family firm may lack off resources 
necessary to manage the investment activities (Gomez-Mejía et al., 
2010; Sirmon & Hitt, 2003) and negatively affect performance, as well. 

Therefore, we provide the following hypothesis: 

H2. Family firms’ entrepreneurial risk-taking has an inverted, U-sha-
ped relationship with financial performance. 

In the literature, RTO has been considered as an antecedent of family 
and non-family firms’ entrepreneurial behavior (Kollmann & 
Stöckmann, 2014; Stenholm et al., 2016). We agree with this view, given 
that family firms most likely had a previous disposition to risk when they 
pursue risky activities, regardless of their risk aversion level. Nonethe-
less, these studies suggest ERT as a mediator of the RTO–performance 
relationship, though they did not support the mediation hypothesis. 
Thus, we suggest that family firms’ RTO moderates the relationship 
between ERT and firm performance. 

On the one hand, if family firms have higher disposition toward risk, 
then they conduct risky activities, hence positively affecting perfor-
mance. However, this higher disposition may motivate family firms to 
invest following their “gut feeling” (Naldi et al., 2007), rather than the 
due process. This unstructured process may work in some cases, 
reducing the financial performance rate. On the other hand, when family 
firms with high risk disposition reach the peak of ERT as stated in H2, 
the impact of excessive diversification can spread the risk and decrease 
the negative effect on performance. Therefore, we hypothesize the 
following: 

H3. RTO moderates the inverted U-shaped relationship between fam-
ily firms’ ERT and financial performance such that the positive effect of 
ERT on financial performance among family firms with low levels of ERT 
is less positive, and the negative effect of ERT on financial performance 
among family firms with high ERT levels is less negative, when family 
firms are highly risk-oriented. 

2.4. Context influences on family firms’ risk-taking 

Studies have found that external factors also affect family firms risk- 
taking (Casillas, Moreno, & Barbero, 2011; Kempers et al., 2019). These 
external factors are also the focus of this study, specifically, the 
moderating effect of the context on the relationship between family 
firms’ RTO and ERT on financial performance. We argued above that the 
RTO–performance and ERT–performance relationships are nonlinear. In 
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this section, we hypothesize that the external environment in which 
family firms operate affects this non-linearity. 

Various contextual factors have been used to study industry and 
market influences and country effects. Measures such as dynamism, 
hostility, munificence, and market complexity have been used as in-
dustry and market proxies (Casillas & Moreno, 2010; Covin & Slevin, 
1989; Cruz & Nordqvist, 2012; Kuivalainen, Puumalainen, Sintonen, & 
Kyläheiko, 2010; Lohrke, Franklin, & Kothari, 1999; Miller & Toulouse, 
1986; Peterson, 1985; Sul, 2001; Zahra & Garvis, 2000). In contrast, 
Soleimanof, Rutherford, and Webb (2018), Wright et al. (2014) and 
Worek (2017) and have used legal origin and countries’ institutional 
development at the country level. Based on this literature, we consider 
four contextual factors as moderators of the RTO–performance and 
ERT–performance relationships: environmental hostility and market 
dynamism at the industry–market level and institutional development 
and innovativeness at the country level. 

Regarding industry, when family firms face environmental hostility, 
they are subject to price wars, intense competition, lack of resources, 
and/or absence of exploitable opportunities (Casillas & Moreno, 2010; 
Lumpkin & Dess, 2001). Under these circumstances, family firms have 
less orientation to pursue market leadership than non-family businesses 
(Gudmundson, Hartman, & Tower, 1999). Therefore, at lower RTO 
levels, they will endure the price war, as they are used to, hence nega-
tively affecting performance, but not at the same rate as before the 
environmental hostility occurred, since they learn how to cope with it, 
until they reach the breaking point on performance and RTO. Subse-
quently, they choose survival and start changing their disposition to-
ward risk, resulting in higher RTO and positively affecting financial 
performance. However, their RTO level is not at the same as that before 
the price war, which affects all industry players. Therefore, due to 
intense environmental hostility, the effects on performance are reduced, 
regardless of the RTO level. 

Under environmental hostility at lower ERT levels, family firms can 
also be exposed to attacks from their more aggressive rivals, but given 
that they are not invested on too many entrepreneurial opportunities, 
even though, their performance is positive, it is less positive, since they 
are not constraint by their investments (Casillas & Moreno, 2010). After 
the inflection point, when family firms experience negative financial 
performance, even though they are exposed to attacks from those 
players in the industry, their diversification, due to higher levels of ERT, 
cushions the negative effect on performance. Therefore, we hypothesize 
the following, 

H4a. Environmental hostility moderates the U-shaped relationship 
between family firms’ RTO and financial performance such that the 
negative effect of RTO on financial performance among family firms 
with low RTO levels is less negative, and the positive effect of RTO on 
financial performance among family firms with high RTO levels is less 
positive, when family firms face intense environmental hostility. 

H4b. Environmental hostility moderates the inverted U-shaped rela-
tionship between family firms’ ERT and financial performance such that 
the positive effect of ERT on financial performance among family firms 
with low ERT levels is less positive, and the negative effect of ERT on 
financial performance among family firms with high ERT levels is less 
negative, when family firms face intense environmental hostility. 

We also suggest that market dynamism moderates the relationship 
between family firms’ RTO and performance. Dynamism refers not only 
to accelerated changes in environmental conditions but also to unpre-
dictable exchange rates between customers and competitors (Child, 
1972; Khandwalla, 1977). When family firms operate in a highly dy-
namic market at lower RTO levels, the negative relationship between 
RTO and performance worsens. This condition occurs because the family 
business overlooks market opportunities due to the absence of a dispo-
sition toward risk, resulting in a higher rate of negative performance. At 
higher RTO levels, their decision making process is oriented to stimulate 

fast growth, and is more effective when a change process is being carried 
out in the market (Casillas & Moreno, 2010). When this happens, the 
positive effect of higher RTO levels on performance is higher. 

When dynamism is high, customers tend to be more demanding, 
requiring high standards and differentiation and often forcing the 
company to permanently adapt. Family firms in such markets at lower to 
medium ERT levels exploit only those activities that may offer higher 
growth possibilities (Casillas & Moreno, 2010). As a result, an effective 
investment decision in terms of profitability is created. Therefore, the 
influence of a highly dynamic market on a family firm with lower ERT 
levels may be more positive when it comes to financial performance. In 
highly dynamic markets at higher ERT levels, family firms are more 
exposed to various potential opportunities, motivating them to over-
invest following their gut feeling. Thus, their performance is affected 
negatively at a higher rate. In sum, when the market is highly dynamic, 
the ERT–performance inverted U-shaped relationship is emphasized. 
Therefore, we hypothesize the following: 

H5a. Market dynamism moderates the U-shaped relationship between 
family firms’ RTO and financial performance such that the negative 
effect of RTO on financial performance among family firms with low 
RTO levels is more negative, and the positive effect of RTO on financial 
performance among family firms with high RTO levels is more positive, 
when family firms face highly dynamic markets. 

H5b. Market dynamism moderates the inverted U-shaped relationship 
between family firms’ ERT and financial performance such that the 
positive effect of ERT on financial performance among family firms with 
low ERT levels is more positive, and the negative effect of ERT on 
financial performance among family firms with high ERT levels is more 
negative, when family firms face highly dynamic markets. 

When a family firm operates in developed countries, these stable 
institutional environments can affect both the RTO–performance and 
ERT–performance relationships, as well. Based on agency theory, 
resource slack may encourage entrenchment and self-aggrandizing 
managerial behaviors that negatively affect firm performance (Bour-
geois, 1981; Schulze et al., 2001, 2003; Young et al., 2008; Zahra, 2005). 
Thus, in developed economies, where there is less pressure and more 
certainty, owner managers can afford to lose opportunities or be less 
careful, either, by preserving a low disposition toward risk or by having 
higher levels of investment without due diligence on entrepreneurial 
activities, respectively. 

Such attitude (low to medium RTO) and excessive activities (medium 
to high ERT) negatively affect performance. However, the negative ef-
fect on performance is lower given the solid, safe environment provided 
by a developed country. Conversely, when family firms have medium to 
high RTO and low to medium ERT and they operate in a developed 
country, they might become overconfident and even more flexible and 
lose in terms of due diligence and control (Naldi et al., 2007). Therefore, 
at higher RTO levels, even though family firms may have positive 
financial performance, it attenuates and so does the positive effect on 
performance, at lower ERT levels. Therefore we hypothesize the 
following: 

H6a. A country’s development level moderates the U-shaped rela-
tionship between family firms’ RTO and financial performance such that 
the negative effect of RTO on financial performance among family firms 
with low RTO levels is less negative, and the positive effect of RTO on 
financial performance among family firms with high RTO levels is less 
positive, when family firms operate in developed countries. 

H6b. A country’s development level moderates the inverted U-shaped 
relationship between family firms’ ERT and financial performance such 
that the positive effect of ERT on financial performance among family 
firms with low ERT levels is less positive, and the negative effect of ERT 
on financial performance among family firms with high ERT levels is less 
negative when family firms operate in developed countries. 
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Lastly, if family firms are located in a country that embraces and 
enhances innovation and also provides a sophisticated business envi-
ronment, low to medium RTO levels have a more accentuated negative 
effect on performance when they do not take the opportunities offered. 
Conversely, at medium to high RTO levels, family firms obtain higher 
performance rates given that they are in an environment that promotes 
innovation. 

Regarding ERT, family firms with low to medium ERT levels in 
countries that promote innovativeness obtain positive performance at a 
higher pace. They achieve this performance when they follow a well- 
structured investment process provided by the sophisticated business 
environment in which they operate (Carney, 2005). At medium to high 
ERT levels, family firms could tend to overinvest and lose more mana-
gerial control and capacity, emphasizing the negative effect on perfor-
mance (Gomez-Mejía et al., 2010). Thus, we hypothesize the following: 

H7a. A country’s innovativeness moderates the U-shaped relationship 
between family firms’ RTO and financial performance such that the 
negative effect of RTO on financial performance among family firms 
with low RTO levels is more negative, and the positive effect of RTO on 
financial performance among family firms with high RTO levels is more 
positive, when family firms operate in highly innovative countries. 

H7b. A country’s innovativeness moderates the inverted U-shaped 
relationship between family firms’ ERT and financial performance such 
that the positive effect of ERT on financial performance among family 
firms with low ERT levels is more positive, and the negative effect of ERT 
on financial performance among family firms with high ERT levels is 
more negative when family firms operate in highly innovative countries. 

3. Data and methodology 

This section is divided into three parts that present description of the 
sample and procedure used in this study, the measurements used, and 
our model, respectively. 

3.1. Sample and procedure 

This study used a quantitative research design to investigate the 
RTO–financial performance and ERT–financial performance relation-
ship for family businesses in specific contexts. We accessed data from the 
STEP survey. STEP is a research network that explores entrepreneurial 
processes in family businesses, involving 35 universities in 27 countries 
worldwide at the time of data collection. In 2012, this project developed 
a questionnaire containing approximately 250 questions that focused on 
entrepreneurship in family businesses. This questionnaire was based on 
prior scales available in the literature. These scales were originally in 
English and thus were translated into nine languages, namely, Dutch, 
French, German, Italian, Japanese, Russian, Spanish, Swedish, and 
Chinese. The questionnaire was pre-tested by universities that belong to 
STEP. 

Each STEP university collected at least 25 surveys in 2015. In all 
countries, the STEP members previously contacted a sample of family 
businesses that belong to their region, to explain the goal of the study. 
When the companies confirmed their collaboration, an online ques-
tionnaire was sent to them via e-mail. To prevent selection bias, a 
detailed follow-up was made to the family businesses to verify that they 
completed the survey. 

The questionnaire targeted top family managers in at least the sec-
ond generation of a business. A total of 1,043 surveys representing 711 
family businesses worldwide were completed. Table 1 below describes 
the research sample. 

Most respondents were male, and almost half either were part of the 
company’s top management or shareholders, 35 % was CEOs, and 17 % 
were founders. 

Half of the firms were first and second generation, 56 % were small 
and medium-size firms, and 45 % belonged to the tertiary sector. A total 

of 47 % and 28 % were located in Europe and North America, 
respectively. 

3.2. Measurements 

Scales used to evaluate RTO, ERT, contextual factors at industry/ 
market and country levels, financial performance, and control variables 
are described below. 

3.2.1. Risk-taking orientation 
RTO was measured using three categories in the Rauch et al. (2009) 

scale (see Table 2). We built an RTO-latent variable based on these three 
categories, which confirmed their contribution (Kallmuenzer, Strobl, & 
Peters, 2018). The Cronbach’s alpha was 0.7943. 

Table 1 
Sample Characteristics.  

Characteristics No. of respondents Participation 

Gender of respondents   
Male 780 74.78% 
Female 259 24.83% 
Refused/Not Answered 4 0.38% 
CEO Position   
Yes 364 34.90% 
No 679 65.10% 
Founder Position   
Yes 180 17.26% 
No 863 82.74% 
Shareholder Position   
Yes 464 44.49% 
No 579 55.51% 
TMT member Position   
Yes 471 45.16% 
No 572 54.84% 
Employee Position   
Yes 264 25.31% 
No 779 74.69% 
Generation of respondent   
1st Generation 189 18.12% 
2nd Generation 341 32.69% 
3th Generation 181 17.35% 
4th Generation 71 6.81% 
5th Generation 40 3.84% 
Refused/Not Answered 221 21.19% 
Size of Firm   
Micro (< 10 employees) 109 10.45% 
Small (10–49 employees) 267 25.60% 
Medium (50–249 employees) 321 30.78% 
Large (> 250 employees) 330 31.64% 
Refused/Not Answered 16 1.53% 
Sector   
Primary 137 13.14% 
Secondary 353 33.84% 
Tertiary 464 44.49% 
Other/Not Answered 89 8.53% 
Region   
Asia Pacific 99 9.49% 
Europe 493 47.27% 
Latin America 159 15.24% 
North America 292 28.00%  

Table 2 
Items for RTO.  

Id Items 

R1 Top managers of our primary company typically: 1: Favor low-risk projects 
with normal and certain rates of return… 5: Favor high risk projects. 

R2 Top managers of our Primary Company typically: 1: Adopt a cautious, wait and 
see posture under uncertain conditions in order to minimize the probability of 
making costly decisions… 5: Adopt a bold posture. 

R3 Top managers of our Primary Company typically: 1: Explore the environment in 
gradual, cautious, incremental acts… 5: Explore environment boldly.  
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3.2.2. Entrepreneurial risk-taking 
Following Zahra’s (2005) measurements of risk-taking activities, 

ERT was measured using six continuous variables based on the number 
of companies founded (E1), added through mergers (E2) and acquisi-
tions (E3), spun off (E4), divested (E5), and closed down (E6). The 
resulting latent variable ERT had a Cronbach’s alpha of 0.8520. 

3.2.3. Contextual factors at industry level 
We analyze environmental hostility and market dynamism using a 

Likert scale with five categories (see Table 3), which ranged from “I 
strongly disagree” (1) to “I strongly agree” (5). The Cronbach’s alphas of 
environmental hostility and dynamism were 0.8545 and 0.7551, 
respectively. 

3.2.4. Contextual factors at country level 
We analyze each country’s institutional development and innova-

tiveness. To assess country development (Schwab & Sala-i-Martin, 
2016), institutional environment was measured using the Global 
Competitiveness Report 2015–2016 that captured countries’ produc-
tivity, which was calculated by the World Economic Forum. The GCI 
considers among others, Basic Requirements (BR) and Innovation 
indices, which capture countries productivity. The BR index refers to 
countries’ development in terms of institutions, infrastructure, the 
macroeconomic environment, health, and primary education among 
other aspects. The innovation index relates to business sophistication 
and the country’s innovation level. These indices take on values between 
0 and 7. 

3.2.5. Perceived financial performance 
Respondents were asked about their performance in the past 3 years 

relative to their competitors, measured on a five-point Likert scale from 
“much worse than their competitors” (1) to “higher than their compet-
itors” (5). The survey collected eight measures about perceived financial 
and market performance. However, we focused only on questions 
related to perceived financial performance, namely, return on equity 
(ROE) and return on assets (ROA). Each measure was used as a depen-
dent variable in our model. 

It is noteworthy that the STEP Project collects subjective perfor-
mance measures because the firms in our sample were all closely held, 
and their willingness to report financial data was low (Love, Priem, & 
Lumpkin, 2002). 

3.2.6. Control variables 
We incorporated control variables at the firm and industry levels 

because family firm performance can also be explained by these factors. 
At the firm level, we used variables related to firm size using the number 
of employees of family firms (Li & Zhu, 2015; Miralles-Marcelo, 
Miralles-Quirós, del, & Lisboa, 2014). We set firm size as a categorical 
variable, following OECD (2017). Thus we have (1) microenterprises 
(with fewer than 10 employees), (2) small enterprises (with 10–49 

employees), (3) medium-sized enterprises (with 50–249 employees), 
and (4) large enterprises (with 250 or more employees). In addition, we 
took firm age (Miralles-Marcelo et al., 2014). 

Based on the literature, we use variables related to family gover-
nance structure, such as chairperson–CEO duality, multigenerational 
involvement in company management, family ownership, control 
(Hernández-Trasobares & Galve-Górriz, 2017; Anderson & Reeb, 2003; 
Barontini & Caprio, 2006; George et al., 2005; Jaskiewicz & Klein, 
2007), CEO generation (Barontini & Caprio, 2006), and family man-
agement (Block, Jaskiewicz, & Miller, 2011). We calculate the per-
centage of active family members that belong to the top management 
team. 

At the industry level, we implement dummy variables for three 
economic sectors (primary, secondary, and tertiary) to control for in-
dustry effects (Schepers, Voordeckers, Steijvers, & Laveren, 2014). The 
primary sector includes extraction of raw material industries, such as 
fishing, farming, and mining among others. The secondary sector in-
cludes the construction industry and others that produce finished and 
usable products. Finally, the tertiary sector includes service industries. 

Based on the literature, we adopt variables related to governance 
systems for ERT determinants, such as whether a CEO was a family 
member with family ownership and control (Miller & Le Breton-Miller, 
2011), family management (Zahra, 2012), and multigenerational 
involvement in management (Sciascia, Clinton, Nason, James, & Riv-
era-Algarin, 2013; Wennberg, Wiklund, Hellerstedt, & Nordqvist, 2011). 
We also control for firm size and performance. 

Regarding RTO determinants, we chose CEO–founder duality, CEO 
tenure (Zahra, 2005), family ownership (Fama & Jensen, 1983; Fama, 
1980; Jensen & Meckling, 1976), and multigenerational involvement in 
management (Sciascia et al., 2013; Wennberg et al., 2011). We also 
control by firm’s performance. In these last two models, we control by 
sector level, market dynamism, and environmental hostility. 

3.3. Estimation method 

We used structural equation modelling (SEM) to measure the rela-
tionship between financial performance and RTO/ERT. This methodol-
ogy combines exploratory factor analysis (Jöreskog, 1966, 1967) and 
multiple regression analysis (Wright, 1918). 

SEM examines a series of dependency relationships simultaneously, 
which is particularly useful when a dependent variable becomes an in-
dependent variable in subsequent dependency relationships. In addi-
tion, many of the same variables affect each of the dependent variables 
but with different effects (Hair, Black, Babin, & Anderson, 2010). SEM 
involves unobserved variables, called latent variables, built from the 
observed variables. 

In SEM, two main components can be identified: measurement 
models and structural models. Measurement models represent the 
relationship between latent variables (or constructs) and their indicators 
(or observed variables). Structural models describe the interrelation-
ships between constructs. 

3.3.1. Measurement model 
A measurement model must be tested for reliability, convergent 

validity, and discriminant validity. The literature presents six indicators 
to evaluate these adjustments (Hair et al., 2010). Reliability refers to the 
internal consistency of measures using Cronbach’s alpha value and 
composite reliability (CR), whose values must be higher than 0.6 (Hair 
et al., 2010). 

Convergent validity is the degree of confidence that a latent variable 
is measured well by its indicators (Campbell & Fiske, 1959). CR and 
Average Variance Extracted (AVE) test the measurement model’s 
convergent validity. Fornell and Larcker’s (1981) criterion is used to 
assess this characteristic and consists of CR and AVE, which must be 
more than 0.7 and at least 0.5, respectively. Some authors have also 
validated that the standardized load factors must be statistically 

Table 3 
Items for the Business Environment.  

Id Items 

Environmental 
Hostility  

C1 Competition in our market is intense. 
C2 Our company has relatively strong competitors. 
C3 Competition in our market is extremely high. 
C4 Price competition is a frequent strategy of our market. 
Market Dynamism  
D1 Environmental changes in our market are intense. 
D2 Our clients regularly ask for new products and services. 
D3 In our market, changes are taking place continuously. 
D4 In a year, everything has changed in our market. 
D5 In our market, the volumes of products and services to be 

delivered change fast and often.  
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significant (Hair et al., 2010). 
Finally, discriminant validity refers to the degree to which different 

constructs are unrelated (Campbell & Fiske, 1959). The maximum 
shared squared variance (MSV) and the average squared variance (ASV) 
test the discriminant validity of the measurement model. MSV and the 
ASV results need to be below the AVE for discriminant validity (Hair 
et al., 2010). In addition, square root of AVE must be greater that of 
inter-construct correlations. 

3.3.2. Structural model 
The structural model relates dependent and independent variables. 

Fig. 1 presents the set of hypotheses previously raised about the rela-
tionship between constructs generated from the observed variables. 

Fig. 1 illustrates RTO, ERT, and industry environment-related vari-
ables as latent variables, represented by ellipses. Observed variables are 
represented by rectangles. Each observed and latent variable can be 
exogenous (independent) or endogenous (dependent). In our case, 
financial performance is the only endogenous observed variable. The 
exogenous latent variables are those related to contextual factors of 
industry/market and country environment. Direct and moderation ef-
fects between the variables are represented by unidirectional arrows and 
dotted lines, respectively. 

In the model’s specification, three aspects must be considered: (1) 
evaluation of the variables’ multicollinearity, (2) parameters’ estima-
tion method, and (3) adjustment evaluation. Multicollinearity can be 
evaluated using the correlation matrix. The correlation degree between 
variables must be below 0.85 (Kline, 2011). The estimation method used 
is Maximum Likelihood. In our case, we specify that the dependent 
variable (perceived financial performance) is ordinal. 

Hu and Bentler (1995) recommended using multiple indicators to 
evaluate the model’s fit. Examples include the chi-square statistic (X2), 
ratio between chi-square statistics and degrees of freedom (X2/ DF), the 
Comparative Fit Index (CFI), the Incremental Fit Index (IFI), the Parsi-
mony Goodness of Fit Index (PGI) and the Root Mean Square Error of 
approximation fit index (RMSEA). Some authors specify adequate values 
for these indexes. For example, Kline (2011) recommended that X2/ DF 
must be between 1 and 5. According to Jöreskog and Sörbom (1993) and 
Bollen (1990), CFI and IFI must be greater than 0.9. Finally, PGI must be 
higher than 0.5 (James, Mulaik, & Brett, 1982), and RMSEA must pre-
sent values below 0.08 (Steiger, 1990). According to Hair et al. (2010), 
at least three indexes must fit well to determine a model’s fit. 

4. Results 

Table 4 shows the descriptive statistics and correlations in the 
perceived financial performance variables and control variables. On 
average, respondents’ perceptions about companies’ current ROE and 
ROA (3.61 and 3.54 years, respectively) were higher than those of their 
competitors over the last 3 years (2011–2013). Regarding family 
involvement in management, a family member is the CEO in 40 % of 
family firms and CEO–chairperson in 14 %. On average, respondents 
represent 2.5 generations in the firm. Family firm age ranges from 3 to 
252 years and averages 55.4 years. 

Families control an average of 70 % of company shares. Only 25 % of 
families control less than 50 % of the shares, and 25 % own 100 %. A 
total of 14 %, 35 %, and 44 % of family firms belong to the primary, 
secondary, and tertiary sector, respectively. 

Respondents are located in countries where their BR subindex and 
innovation subindex values are at 5.3 and 4.8 on average, respectively. 
An analysis of the correlations between each pair of variables used to 
measure country environment shows their most significant correlation 
at 0.7. However, according to Kline (2011), if the correlation between 
two variables is less than 0.85, then evidence of multicollinearity be-
tween variables does not exist. 

4.1. Measurement model 

The measurement model is tested for its reliability, convergent val-
idity, and discriminant validity. Table 5 presents the means, Cronbach’s 
alphas, CR, AVE, MSV, ASV, and correlation degree of the latent 
variables. 

Regarding reliability, we observe that the CR values and Cronbach’s 
alphas for all variables are higher than 0.6. Therefore, the constructs’ 
reliability is good. The CR shows values above 0.7 for convergent val-
idity, which means that the variables converge at the same point (Hair 
et al., 2010). Although not all AVE values are above 0.5, the latent 
variables present a high convergent validity. 

Given that the MSV and ASV for all latent variables are lower than 
the AVE values and the square root of AVE is greater than inter-construct 
correlations, we can conclude that the measures of the different con-
structs involved in our model are unrelated. Particularly, RTO and ERT 
are two independent constructs, which is supported by the discriminant 
validity tests presented above. 

Therefore, the measurement model works with the initial 
assumptions. 

Fig. 1. Structural Model of the Relationship between Financial Performance, ERT and RTO.  
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4.2. Structural model 

Fig. 1 presents the structural model tested, and Table 6 presents the 
indexes of the model’s fit. We use two dependent variables with indexes 
for each model. 

X2/ DF meets the criteria of Kline (2011) (between 1 and 5); RMSEA 
is below 0.08 (Steiger, 1990); and CFI is greater than 0.9 (Jöreskog & 
Sörbom, 1993). Therefore, we can conclude that the two models present 
a good fit. Table 7 presents the results of the regression. 

Models 1 and 2 use ROE and ROA as dependent variables, respec-
tively. We observe that several control variables are significant for both 
models, and their sign are explained based on the literature. CEO’s dual 
leadership structure positively impacts performance because the unifi-
cation of ownership and control allows high managerial discretion levels 
among family owners in operation (Goh, Rasli, & Khan, 2014). 

The statistically significant negative effect of a company’s age on 
financial performance is -0.009 for ROE and − 0.008 for ROA. Although 
the effect is small, it shows that the higher the firm’s age, the lower is the 
respondents’ perception of financial performance. 

In addition, greater family ownership leads to higher perceived 
financial performance, which confirms the results found in previous 
studies (Anderson & Reeb, 2003; González, Guzmán, Pombo, & Trujillo, 
2012; Poutziouris, Savva, & Hadjielias, 2015). 

Although family involvement in TMT negatively affects perceived 
financial performance, contradictory results have been found. For 
example, Poutziouris et al. (2015) uncovered a positive effect of family 
involvement on TMT and financial performance, whereas O’Boyle, 
Pollack, and Rutherford (2012) found no relationship between these 
variables. 

Finally, our results indicate that small and medium-sized family 
businesses positively impact financial performance compared with 
microenterprises (González et al., 2012). It is noteworthy that large 
companies do not present significant differences in financial perfor-
mance compared with microenterprises. 

Our results support most of the hypotheses. H1 implies a nonlinear 
relation between RTO and family firm performance. The coefficients of 
RTO and RTO2 are significant in model 1 (ROE) and model 2 (ROA), 
respectively. The coefficient for RTO is negative in both models 
(− 1.112*** for the ROE model and − 1.164*** for the ROA model). 
RTO2 coefficient is positive (1.237*** for the ROE model and 1.593 for 
the ROA model). This finding is consistent with H1, which states that 
family firms’ RTO has a U-shaped relationship with financial perfor-
mance. Fig. 2 presents the relationship between RTO and perceived 
ROE. 

Regarding H2, the coefficient for ERT is positive (0.016** for the 
ROE model and 0.013*** for the ROA model) and statistically signifi-
cant. Since ERT2 is not statistically significant, we find no evidence to 
support H2. Although ERT’s coefficient is statistically significant, its 
magnitude is very small, and so it is the effect on financial performance. 

H3 proposes that RTO moderates the inverted U-shaped relationship 
between family firms’ ERT and financial performance. This moderation 
implies that if family firms are highly risk-oriented, then the positive 
effect of ERT on financial performance among family firms with low ERT 
levels is less positive. In the case of family firms with high ERT levels, the 
negative effect of ERT on financial performance is less negative. In H3, 
the moderation of RTO only affects the linear relationship between ERT 
and performance and it attenuates it as suggested. Although the coeffi-
cient for the interaction term for ERT and RTO is negative and highly 
significant, its magnitude is small (− 0.018*** for ROE and − 0.015*** 
for ROA). Therefore, our results partially support H3. We can observe 
that highly risk-oriented family firms present lower ERT–performance 
levels than family firms with low RTO. 

Regarding the contextual factors at the industry level, we find that 
the direct effect of environmental hostility on performance is negative 
and statistically significant (− 0.456*** for ROE and − 0.409*** for 
ROA). This contextual factor moderates the RTO–performance and Ta
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ERT–performance relationships based on H4a and partially H4b, 
respectively. The results support H4a but not H4b. Environmental hos-
tility moderates the RTO–performance relationship because both in-
teractions, namely, RTO * environmental hostility and RTO2 * 
environmental hostility, are statistically significant and have contrary 
signs (0.507 *** and − 0.564 *** for ROE and 0.568 *** and − 0.555 ** 
for ROA). Fig. 3 graphically presents the moderation that supports H4a. 
Results show that Environmental Hostility attenuates the positive ERT- 
performance relationship, because ERT*Environmental Hostility is 
negative (-0.007*** for ROE and -0.005** for ROA), partially supporting 
H4b. 

In terms of market dynamism, we find a positive and statistically 
significant direct effect on performance (0.808*** for ROE and 0.689*** 
for ROA). Regarding moderation of dynamism on RTO–performance and 
ERT–performance relationships, we find evidence supporting H5a, and 
partially H5b. The moderation effect of market dynamism emphasizes 
the U-shaped relationship between RTO and performance. Therefore, at 

Table 5 
Reliability, Convergent Validity, and Discriminant Validity.  

Latent Variable Mean Cronbach’s 
Alpha 

Composite 
Reliability 

Average Variance 
Extracted 

Maximum Shared 
Squared Variance 

Average Squared 
Variance 

1 2 3 4 

1. RTO − 0.8 0.79 0.80 0.58 0.04 0.02 0.76    
2. ERT 3.6 0.85 0.94 0.73 0.00 0.00 0.04 0.85   
3. Environmental 

Hostility 
0.0 0.85 0.85 0.60 0.16 0.06 − 0.07 − 0.02 0.77  

4. Market Dynamism 0.0 0.76 0.77 0.41 0.16 0.07 0.21 − 0.06 0.41 0.64  

Table 6 
Summary of the Model’s Fit Indexes.  

Fit Index Model 1 (ROE) Model 2(ROA) 

X2 441.17 434.3 
Degree Of Freedom (Df) 459 459 
X2/Df 0.961 0.946 
Comparative Fit Index (CFI) 1.000 1.000 
Tucker-Lewis Index (TLI) 1.002 1.002 
Root Mean Square Error of Approx. (RMSEA) 0.000 0.000 
Stand.Root Mean Square Residual (SRMR) 0.067 0.068  

Table 7 
Regression Results.   

Dependent Variable 
ROE 

Dependent Variable 
ROA 

Estimate Std. 
Err 

Estimate Std. 
Err 

CEO duality 0.465* 0.262 0.436* 0.261 
Generation of respondent 0.104 0.111 0.082 0.104 
Age of Firm − 0.009*** 0.003 − 0.008** 0.003 
Family Ownership 1.017** 0.504 1.026** 0.498 
Family Control − 0.694 0.462 − 0.769* 0.467 
Family Involvement in TMT − 0.704*** 0.270 − 0.696*** 0.263 
Small Firms 0.625** 0.300 0.587** 0.292 
Medium Firms 0.842*** 0.313 0.807*** 0.304 
Large Firms 0.557 0.353 0.524 0.345 
Secondary Sector 0.206 0.239 0.271 0.237 
Tertiary Sector − 0.178 0.22 − 0.137 0.22 
Independent     
RTO − 1.112*** 0.174 − 1.164*** 0.172 
RTO squared 1.237*** 0.457 1.593*** 0.465 
ERT 0.016*** 0.005 0.013*** 0.004 
ERT squared 0.000 0.000 0.000 0.000 
RTO*ERT − 0.018*** 0.005 − 0.015*** 0.005 
RTO*ERT squared 0.000* 0.000 0.000 0.000 
Environmental Hostility − 0.456*** 0.100 − 0.409*** 0.101 
RTO* Environmental Hostility 0.507*** 0.152 0.568*** 0.175 
RTO squared* Environmental 

Hostility 
− 0.564** 0.239 − 0.555** 0.231 

Market Dynamism 0.808*** 0.165 0.689*** 0.16 
RTO* Market Dynamism − 0.898*** 0.267 − 0.865*** 0.282 
RTO squared* Market Dynamism 0.999** 0.429 0.934** 0.398 
BR Index − 0.620*** 0.201 − 0.630*** 0.194 
RTO*BR Index 0.690*** 0.254 0.844*** 0.267 
RTO squared*BR Index − 0.768** 0.356 − 0.853** 0.381 
Innovation. Index 0.469*** 0.124 0.472*** 0.122 
RTO*Innovation Index − 0.522*** 0.166 − 0.529*** 0.169 
RTO squared*Innovation Index 0.580** 0.247 0.639** 0.261 
ERT* Environmental Hostility − 0.007*** 0.003 − 0.005** 0.002 
ERT squared* Environmental 

Hostility 
0.000 0.000 0.000 0.000 

ERT* Market Dynamism 0.013*** 0.005 0.008** 0.004 
ERT squared*Dynamism 0.000 0.000 0.000 0.000 
ERT*BR Index − 0.010** 0.004 − 0.008** 0.004 
ERT squared*BR Index 0.000 0.000 0.000 0.000 
ERT*Innovation Index 0.008** 0.003 0.002** 0.004 
ERT squared*Innovation Index 0.000 0.000 0.000 0.000 

Note: * p < 0.10, ** p < 0.05, *** p < 0.01. 

Fig. 2. Relationship between RTO and Family Firm Performance.  

Fig. 3. Moderation of Environmental Hostility on RTO–performance 
Relationship. 
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low RTO levels, market dynamism makes the negative effect on per-
formance more negative (− 0.898*** for ROE and − 0.865 *** for ROA). 
On the contrary, when RTO is greater, the positive relationship between 
RTO and performance becomes more positive (0.999** for ROE and 
0.934 ** for the ROA). Fig. 4 graphically presents that at higher RTO, the 
U-shaped relationship becomes closer. In other way, the ERT- 
performance relationship is accentuated by market dynamism, because 
it makes the positive effect on performance more positive (0.013*** for 
ROE and 0.008** for ROA). 

At the country level, we observe that the BR index presents a sta-
tistically significant and negative effect on performance (− 0.620*** for 
ROE and − 0.630*** for ROA). Thus, our results support that the coun-
try’s development level moderates the RTO–performance relationship 
(H6a) that it reduces, but this occur partially in the case of H6b for the 
ERT-performance relationship. In the case of the moderation on the 
RTO–performance relationship, both interactions (RTO * BR index and 
RTO2 * BR index) were statistically significant and have contrary signs 
(0.690 *** and − 0.768 *** for ROE and 0.844 *** and − 0.853 *** for 
ROA). Fig. 5 graphically presents this moderation. Basic Requirements 
Index attenuates the ERT-performance relationship because ERT*BR 
Index was statistically significant but negative (− 0.010** for ROE and 
− 0.008** for ROA). 

Country’s innovativeness has a direct positive effect on performance 
(0.469*** for ROE and 0.472*** for ROA). The moderation effect of this 
contextual factor supports RTO–performance relationship in H7a but 
not ERT–performance relationship in H7b. At lower and medium levels 
of country’s innovativeness, the U-shaped RTO–performance relation-
ship is more negative until certain RTO level is reached (− 0.522*** for 
the ROE model and − 0.529*** for the ROA model). At higher RTO 
levels, the effect on performance is strengthened and more positive 
(0.580** for the ROE model and 0.639** for the ROA model). Fig. 6 
represents this moderation effect. In other way, ERT-performance rela-
tionship is accentuated by Innovation Index because it makes more 
positive the relationship (0.008** for ROE and 0.002** for ROA). 

5. Discussion 

This paper aims to determine the differences between family firms’ 
RTO and ERT and their relationship with performance to reconcile the 
contradictory evidence of previous studies on risk-taking (Zahra, 2005, 
2018). In addition, we study the effects of contextual factors at the 
industry/market and country levels on the RTO–performance and 
ERT–performance relationships. 

Regarding RTO, we found a nonlinear relationship between RTO and 
performance. This finding indicates that agency arguments support the 
idea that family firms have centralized decision-making and are con-
cerned about losing business control and risk-averse, hence negatively 

affecting performance (Chrisman et al., 2004; Naldi et al., 2007; Schulze 
et al., 2001). However, we also found evidence that this negative per-
formance trend changes when the family firm reaches a certain 
threshold of RTO. Subsequently, they change their disposition toward 
risk and positively affect performance because their SEW (Gomez-Mejía 
et al., 2007) is at risk as they can lose control of the business. Thus, this 
U-shaped relationship reconciles the contradictory evidence of the 
RTO–performance relationship based on agency and SEW arguments. 

Although an inverted U-shaped relationship between ERT and per-
formance was not found, our partial results show that family firms’ ERT 
contributes positively to financial performance. Therefore, ERT in 
family firms has similar effects to that in non-family firms (Worek, 
2017). Our results do not offer evidence that higher levels of entrepre-
neurial activities negatively affect performance. Nevertheless, the 
measures used for entrepreneurial activities, such as M&A, spin-offs, and 
new ventures, could affect family firms very differently due to the 
diverse nature of the decision-making process in investing on them. 

We also found a clear distinction between RTO and ERT. Family 
firms are not unequivocally risk-oriented or risk-averse, particularly 
related to RTO, and RTO partially moderates the ERT–performance 
relationship. This finding has two theoretical implications. First, when 
studying risk-taking in family firms, we cannot compare apples and 
oranges, while discussing risk, as suggested by Zahra (2018). Second, 
even though we included activities that the literature has found as 
proxies of ERT, the literature is not exhaustive when it comes to all the 
activities that imply active risk-taking (Dredge, 2019; Shim & Okamuro, Fig. 4. Moderation of Market Dynamism on RTO–performance Relationship.  

Fig. 5. Moderation of BR Index on RTO–performance Relationship.  

Fig. 6. Moderation of Innovation Index on RTO–performance Relationship.  
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2011), or actively neglecting risk. 
We also extended the literature on the role of context on family 

business risk attitudes and actions and their relationship with perfor-
mance as suggested by Wright et al. (2014) and Basco, Hernández-Per-
lines, and Rodríguez-García (2020). All moderation effects at the 
industry/market and country levels influence the RTO–performance 
relationship and ERT–performance relationship, though the second one 
is partial. These findings signal that the context in which family firms 
operate matters and that, the financial consequences of changes on risk 
taking dispositions and activities are not the same across industries or 
countries. For instance, intense environmental hostility attenuates the 
RTO-performance and the ERT-performance relationships, while market 
dynamism accentuates them. At the country level, if family businesses 
operate in developed countries, RTO–performance and ERT–perform-
ance relationships are attenuated, while they accentuate if family firms 
operate in innovative countries. 

5.1. Limitations and future research 

This study has certain limitations that could help us frame the 
boundaries of our contributions and provide relevant directions for 
future research. First, this study used perceptual measures of financial 
performance, which are susceptible to human error, bias, and deception. 
Nevertheless, some scholars have found that these perception-based 
measures correlate with objective data (Holt, Pearson, Carr, & Barnett, 
2017; Ling & Kellermanns, 2010). Moreover, as suggested by Holt et al. 
(2017), selecting key informants based on position and knowledge and 
collecting data from multiple informants can control for human error. 
This recommendation is present in the STEP survey, which collected 
data from two family members from the leadership team of each family 
firm. 

In addition, there is another limitation related to the performance 
measure as a perceived return relative to competitors. We assume that 
risk among competitors is similar, that is, firms have similar costs of 
capital and costs of equity. Therefore, our measure of perceived spread 
return is a proxy for performance. When our assumption is not valid, the 
perceived returns can be considered a risk measurement. Future 
research on risk should focus on direct performance measures and the 
use of more than one financial outcome as profitability measurement, 
such as risk-adjusted returns, growth, liquidity, or a combination of 
these outcomes and perceived performance measures. 

Second, when it comes to ERT, our data do not account for certain 
activities, such as R&D, international expansions, and new products and 
services in an existing business unit. Future endeavors should explore a 
broader variety of risk-taking activities and their effect on performance 
and family firms’ RTO. 

Lastly, from a methodological view, the STEP data are not a random 
or representative sample to test the relationship of family firms’ risk- 
taking and financial performance. Indeed, the STEP survey is a conve-
nience sample as each affiliate to the STEP Project mainly accessed or-
ganizations in its network. Nevertheless, our results provide potential 
patterns of family firms’ behaviors toward risk-taking across countries. 
Furthermore, the data only allow cross-sectional analyses. 

Thus, future research may test a similar or an extended model with 
longitudinal data to focus on the cultural differences between family 
firms. This approach may be conducted on particular industries and 
countries to obtain representative samples (Campopiano, Brumana, 
Minola, & Cassia, 2019). In addition, longitudinal studies about this 
topic could also capture not only the lagged effects of risk but also the 
effects of external changes in the relationship between risk and perfor-
mance. Moreover, a qualitative approach can help explain why and how 
family firms take or avoid risks. 

5.2. Conclusions 

This study sheds light on examining family firms’ risk-taking. The 

perception that family firms are risk-averse has been an over-
simplification in theory and practice. We provided evidence that under 
specific circumstances what sounds like a good idea when it comes to 
risk is harder than it sounds when it comes to action and more impor-
tantly, the consequences of both ideas and actions are not universally 
determined. If we go back to the very first question of this study: is it 
easier said than done? The answer we have is; it all depends on where 
you are! 
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