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We examine management innovation of family and non-family firms after CEO successions by using data of
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1. Introduction

Leadership succession is a challenging and pivotal time for every
company because the selection of a new CEO shapes the business or-
ganization, strategies, relationships, and capabilities of the firm for
many years to follow (e.g., Helmich, 1975; Reinganum, 1985; Tushman
and Romanelli, 1985; Greiner and Bhambri, 1989; Miller, 1993; Shen
and Cannella, 2002, 2003; Zhang and Rajagopalan, 2004, 2010). This is
especially relevant for family firms due to unique factors such as soci-
oemotional factors, personal objectives, and family conflicts involved in
the succession (Gomez-Mejia et al., 2001; Miller et al., 2003; Bennedsen
and Fan, 2014). The focus on successors’ origin is also important
because CEOs’ talent, personality and (self and social) identity matter
for firms to be successful and thrive (Hambrick and Mason, 1984; Ber-
trand and Schoar, 2003; Gibbons and Henderson, 2012a; Giorcelli,
2019; Bennedsen et al., 2020; Fladerer et al., 2021), especially after
business succession, and in the case of family firms (Bennedsen and Fan,
2014; Amore et al., 2021). It is therefore important to answer whether
family firms that have experienced a succession perform better or worse
than non-family firms and whether family CEO successors outperform or
underperform non-family CEO successors.

* Corresponding author.

To answer these questions that are both theoretically and practically
important, a number of studies have examined family firms after the
CEOs’ succession from various dimensions: accounting and financial
performance (Pérez-Gonzales, 2006; Bennedsen et al., 2007; Miller
et al., 2007; Cucculelli and Micucci, 2008; Saito, 2008; Chung and Luo,
2013; Chang and Shim, 2015; Amore et al., 2021); financial policies and
capital expenditures (Fahlenbrach, 2009; Ellul et al., 2010; Amore et al.,
2011); labor costs (Sraer and Thesmar, 2007; Bach and Serrano-Velarde,
2015; Amore et al, 2021); and ability/willingness to introduce
technology-based, product and process innovation (Beck et al., 2011;
Hauck and Priigl 2015; Kraiczy et al., 2015; Werner et al., 2018; Zybura
et al.,, 2021). However, there remains an important and unexplored
performance dimension in the literature on family firms after succession:
management innovation.

In the broadest sense, the notion of management innovation en-
compasses the development and introduction of new management ideas,
practices, routines, and organizational structures intended to enhance
the performance of the firm and deal with business opportunities and
threats (Kimberly, 1981; Birkinshaw et al., 2008; Mol and Birkinshaw,
2009; Gebauer, 2011; Damanpour and Aravind, 2012). Numerous
real-world examples indicate the importance of management
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innovation, e.g., the moving assembly line invented by Ford Motors; the
statistical quality control pioneered by Western Electric; and the
involvement of employees at the forefront in an ongoing process of
quality improvement pioneered by Toyota Motors (Birkinshaw and Mol,
2006; Hamel, 2006). As Brea-Solis et al. (2015) suggest, Walmart’s
impressive performance can be largely explained by its ability to inno-
vate management during the company’s leadership transitions from Sam
Walton to Lee Stott (in the study’s period), up to Doug McMillon.
Empirical studies also show that management innovation has been a key
source of competitive advantage for firms, influencing their operational
efficiency, and dynamic capabilities (e.g., see the reviews by Bloom
et al., 2014; Walker et al., 2015; Khosravi et al., 2019).

Given the critical role that top executives and cultural and relational
factors play in the adoption of management innovations that are shared
and well-received within the company at all hierarchical levels (Young
et al.,, 2001; Birkinshaw et al., 2008), we expect that family-owned
and/or family-managed firms have distinct preferences for manage-
ment innovation. However, scant attention has been paid to the man-
agement innovation of these firms, which calls for new research on this
subject.! In this paper, we contribute to fill this gap by exploring
whether family firms are more or less likely to introduce management
innovation than non-family firms in the aftermath of a leadership
change, by focusing on the origin of CEO successors as an important
confounding factor.

Based on theoretical considerations, we test two hypotheses on the
effect of the origin of CEO successors on whether family-owned firms are
more or less likely to introduce management innovation than non-family
firms. Firstly, based on the human capital perspective, we can predict
that family firms managed by professional CEO successors are more
likely to introduce management innovation after succession than those
managed by family CEO successors. Family CEO successors are more
disadvantageous than professional CEO successors in the family or non-
family firms because of little attention to the human capital of family
successors (Chandler, 1990; Lazonick, 1993; Bhattacharya and Rav-
ikumar, 2005; Bertrand and Schoar, 2006a, 2006b; Caselli and Gen-
naioli, 2013) and their too close a relationship with founders that
restricts their discretion (Mitchell et al., 2009; Quigley and Hambrick,
2012; Miller et al., 2003).

Secondly, however, agency and resource-based theories suggest that
family firms managed by family successors are more likely to introduce
management innovation after succession than those managed by non-
family CEO successors. The relative advantage of family CEOs reflects
the access to intangible family-based resources (Habbershon and Wil-
liams, 1999; Cabrera-Suarez et al., 2001), embeddedness with the
business culture and organization (Arregle et al., 2007; Chung and Luo,
2013) and lower ownership-management agency problems (Miller et al.,
2013) that increase their ability and willingness to initiate changes in
the management style and practices. We investigate which of these
predictions hold, and thereby how differences in the origin of CEO
successors affect the likelihood of introducing management innovation
within family firms and as compared with non-family firms.

We test these hypotheses using data of small- and medium-sized
enterprises (SMEs) from Japan. The focus on Japan is relevant because

! Two recent and comprehensive surveys on management innovation (Walker
et al., 2015; Khosravi et al., 2019) mention only two papers on family firms,
which do not provide a comparison between family and non-family firms, or an
assessment of the role of the origin of CEO successors. See Section 2.2 for a
more detailed account of the related literature.
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there are many family-owned as well as family-managed firms in
Japan.” In our analysis, we use data of 1162 SMEs that have experienced
a CEO succession. We obtained these data from the Survey of Corporate
Finance in Japan, a corporate survey conducted in 2014 by a group of
researchers, including one of the authors of this paper. From the survey,
we draw information on firms’ ownership structure, management and
generation, and identify family versus non-family firms and family-
managed versus professional-managed family firms after business suc-
cessions. We also take advantage of the information on management
innovation after the CEO succession from the survey. To operationalize
the notion of management innovation, the survey asks for the intro-
duction of management innovations related to the identification and
exploitation of new opportunities in the incumbent business activities
and other business fields (Gebauer, 2011; Harris et al., 2013). We run
regressions on the determinants of the likelihood of this possible inno-
vative behavior by CEO successors, and examine whether and how
family ownership and/or family management affect the likelihood.

By way of preview, our results indicate that without conditioning the
origin of CEO successors, family-owned firms after a CEO succession are
not more or less likely to introduce management innovations than non-
family firms that have also experienced a succession of leadership.
However, when we take into account the origin of the CEO successor, we
find that behind this null effect for average firms, there are heteroge-
neous effects within family firms depending on the origin. Specifically,
family firms run by professional successors are less likely to introduce
management innovation than non-family firms, while family-managed
family firms are, on the contrary, equally likely to innovate manage-
ment practices after the succession than non-family firms. These results
are robust to different specifications.

Our results imply that the separation of ownership and management
is harmful to family firms experiencing business succession by making
them less willing to take innovative measures in managing the firms.
This finding is consistent with both the agency theory, according to
which family firms conducted by family CEO successors benefit from an
alignment of interests between ownership and management (Miller
et al., 2013), and the resource-based view of family firms, which views
the “familiness” of the firm as a unique bundle of intangible,
family-based resources and capabilities related to organizational cul-
ture, reputation, knowledge and connections that are, exclusively or
predominantly, accessible to family members (Habbershon and Wil-
liams, 1999; Cabrera-Suarez et al., 2001; Huybrechts et al., 2011 Ben-
nedsen and Fan, 2014).

To disentangle which of the two views are more likely to hold,
resource based view or agency theory, we conduct a further analysis. In
this analysis, we introduce two further conditioning factors that could
affect the relative likelihood of family versus professional successors to
introduce management innovation within family firms: the degree of
family participation in the business ownership and the CEOs’ past
working experience at the firm. On the one hand, the family CEO’s ac-
cess to family resources should increase, and agency conflict should
decrease, with the family ownership share. Thus, both the resource-
based view and agency theory suggest that the likelihood of intro-
ducing management innovation increases with the family ownership
share. On the other hand, we can draw from the two theories opposite
predictions on the effect of the successor’s past working experience,
because the increase in access to family resources through the experi-
ence should be observed mostly for family CEO successors, while the
mitigation of agency conflicts through the experience should matter

2 Saito (2008) reports that 38% of his sample of almost whole listed firms in
Japan (from 1990 to 1998) are family firms (where the founding family is the
largest shareholder), and 36% are family-managed. Morikawa (2013) reports
that for 68% of his sample SMEs (taken from the Survey of Corporate Man-
agement (Small and Medium Enterprise Agency) in 1998), the ownership share
of family members is at least 5%, and 62% of the SMEs are family-managed.
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mostly between family owners and non-family CEO successors.

Consistent with these predictions, we find a higher likelihood of
introducing management innovation by family CEO successors for firms
with a larger ownership share by family members. On the other hand, we
find that a past working experience of CEO successors increases the
likelihood of introducing management innovation by family CEO suc-
cessors. These findings lend support to the resource-based view and not
to the agency theory. Summing up, the findings in this paper indicate
that there are beneficial effects of the integration of ownership and
management on management innovation of family firms after CEO
succession, and that the effects stem from the opportunity for family
CEO successors to access the bundle of intangible, family-based re-
sources and capabilities related to organizational culture, reputation
knowledge and relationships.

Our study contributes to the literature on innovation and CEO suc-
cession of family firms by focusing on management innovation in the
post-succession period and by comparing three types of firms, i.e.,
family firms managed by family CEO successors, those managed by non-
family professional CEO successors, and non-family firms. Although
there are a number of studies that focus on individual related aspects, i.
e., quality of management practices and post-succession performance of
family and non-family firms, very limited attention has been paid to
management innovation of family firms in the post-succession period,
and there has been no systematic comparison of post-succession man-
agement innovation within non-family counterparts (see Section 2 for a
review of the literature). We also inform the debate on beneficial and
detrimental effects of the family origin of CEO successors for firms’
performance by considering two important moderators (i.e., family
involvement in ownership and successors’ past work experiences) that
help to distinguish between the entrepreneurial human capital
perspective, agency theory and the resource-based view.

Our findings do indicate that the three types of firms are different in
terms of management innovation. Especially, the conservativeness of
non-family successors at family firms in terms of management innova-
tion—our main result—is in contrast to evidence from much of the
existing literature that finds that the transfer of the CEO position from
the family to professional managers enhances post-succession perfor-
mance of family firms (Pérez-Gonzales, 2006; Chung and Luo, 2013;
Chang and Shim, 2015). Possible benefits of family involvement in
management are attributable to the presence of a founding CEO pre-
mium (Anderson and Reeb, 2003; Villalonga and Amit, 2006), while the
presence of family-descendant CEOs erodes value (Bennedsen et al.,
2007; Cucculelli and Micucci, 2008; Saito, 2008). However, our finding
of a greater propensity to innovate the firm’s management style, prac-
tices and structures by family CEO successors in the post-succession
period is in line with recent evidence provided by Amore et al.
(2021), who show that family firms experiencing a transition from a
professional CEO back to a family CEO increase their profitability, and
Zybura et al. (2021), who find that family firms run by family CEO
successors are more likely to introduce product innovations after the
transition.

The remainder of this paper is organized as follows. In Section 2, we
discuss the related literature and establish our hypotheses. Section 3
explains our data, and Section 4 describes the empirical strategy and the
variables. In Section 5, we report the regression results. Section 6 con-
cludes the paper.
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2. Background theories, evidence and hypotheses
2.1. Management innovation in family-owned enterprises

Extant research suggests that family firms’ strategic orientation to
innovation is ambivalent (Calabro et al.,, 2019). On the one hand,
distinctive features of family-owned enterprises, such as integration of
ownership and control, the concentration of decision power, shared
values, long-term goals, family embeddedness, and legacy and informal
sharing of knowledge, can foster their propensity to innovate (Miller and
LeBreton-Miller, 2006; Bennedsen and Foss, 2015; Chrisman et al.,
2015a, 2015b). On the other hand, many of these same features have
been recognized as possible obstacles to innovation because they
generate risk aversion, vested interests, cronyism, conflicts within
ownership and family, and organizational inertia that reduce family
firms’ ability and willingness to innovate (Morck et al., 2000; Bertrand
and Schoar, 2006a, 2006b; Roessl et al., 2010; Konig et al., 2013). The
ambivalent theoretical nexus between family ownership and innovation
is largely confirmed by the mixed findings of the empirical research
(Calabro et al., 2019).

However, the research on the innovation ability of family firms has
mostly focused on technology, product and process innovation or R&D
activities. There is another type of innovation that also matters: man-
agement innovation, i.e., the initiation and implementation of in-
novations in the management style, practices and business models.
Despite its importance for the efficiency, productivity, profitability and
dynamic capabilities of firms (Mol and Birkinshaw 2009; Evangelista
and Vezzani, 2010; Gebauer, 2011; Alexopoulos and Tombe, 2012;
Gibbons and Henderson 2012a; Bloom et al., 2014; Khosravi et al.,
2019), management innovation has received limited attention in the
literature on family firms (Diéguez-Soto et al., 2016).

Typically, management innovation is less capital intensive and make
less use of tangible external resources, such as finance or codified
knowledge, than R&D investments and technological innovations, but
call for the availability of appropriate intangible internal, cultural,
relational and leadership capabilities in order to be initiated and suc-
cessfully implemented (Young et al., 2001; Gibbons and Henderson
2012b; Vaccaro et al., 2012; Lin et al., 2016). Because the availability of
these capabilities likely differs between family and non-family firms, it is
important and interesting to examine the difference in the likelihood of
introducing management innovation between these firms.

When it comes to the direction of such a difference, however, theo-
retical predictions are ambivalent as they are for other types innovation
(as mentioned above). Distinguishing features of family-owned firms,
such as the involvement of the family in the ownership and manage-
ment, the attachment to the organization, values and name, the pres-
ervation of socio-emotional and relational wealth and the long-term
vision, might affect the ability and willingness of introducing manage-
ment innovation in either way. Therefore, whether, and when family
firms and non-family firms are different in terms of the likelihood of
introducing management innovation is a key open question, which un-
derlies throughout this paper.

To answer this question, we consider a possible moderator that could
take into account the differences that exist between different types of
family businesses. Specifically, we focus on the origin of the CEO suc-
cessor as such a moderator. As explained below, this moderator can
theoretically explain a difference in the ability and willingness to
introduce management innovations within family firms and as
compared with non-family firms.
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2.2. CEO successor origin and management innovation

The ambivalence of the effect of family ownership on the intensity of
management innovation can be resolved by considering differences in
the origin of CEO successors. There is a consensus that CEOs, his/her’
talent, personality and (self and social) identity matter for firms to be
successful and thrive (Hambrick and Mason, 1984; Bertrand and Schoar,
2003; Gibbons and Henderson, 2012a; Giorcelli, 2019; Bennedsen et al.,
2020; Fladerer et al., 2021). The selection of a new CEO thus shapes the
business organization, strategies, relationships, and capabilities of the
firm for many years to follow (e.g., Helmich, 1975; Reinganum, 1985;
Tushman and Romanelli, 1985; Greiner and Bhambri, 1989; Miller,
1993; Shen and Cannella, 2002, 2003; Zhang and Rajagopalan, 2004,
2010). This is especially true in the case of family firms because of the
complex socioemotional factors, personal objectives, and family con-
flicts involved in passing the baton from one generation to another
(Gomez-Mejia et al., 2001; Miller et al., 2003; Bennedsen and Fan,
2014). Therefore, it makes sense to focus on the effect of CEOs’ origin on
management innovation after they succeeded the business.”

Drawing on three theories, specifically entrepreneurial human cap-
ital perspective, agency theory, and resource-based theory, we can hy-
pothesize specific effects of the origin of CEO successor as a moderator
on the effect of family ownership on the propensity to introduce man-
agement innovation. Based on entrepreneurial human capital perspec-
tive of family firms, we can expect that there is an advantage of
professional CEO successors over family CEO successors in terms of
management innovation. The passing of the baton of leadership in
family businesses is often primarily driven by dynastic motivations that
lead to choose the successor from family members, paying little atten-
tion to the human capital of candidates, or at least not prioritizing their
entrepreneurial and managerial skills (Chandler, 1990; Lazonick, 1993;
Bhattacharya and Ravikumar, 2005; Bertrand and Schoar, 2006a,
2006b; Caselli and Gennaioli, 2013). In this perspective, nepotistic
succession has arguably negative effects on corporate strategies, orga-
nizational policies and performance, undermining post-succession
management innovation and dynamic capabilities of the firm.

Also, succession in family firms is typically influenced by the strong
personality and exceptional entrepreneurial competencies of the
founder and by his/her emotional relationships with the firm and the
successor. Departing founders are often reluctant to leave the company,
and try to perpetuate their presence and managerial style by keeping a
key position on the board or continuing to participate to the company
from the outside. This restricts the discretion of successors, especially if
family members, and the ability to fully express their entrepreneurial
skills and introduce drastic management innovations (Mitchell et al.,
2009; Quigley and Hambrick, 2012). In turn, the emotional relation-
ships of CEO successors with the founder make dysfunctional reactions
of extreme conservatism, indecision, or rebellion likely on the part of the
new leadership (especially if chosen with the family) who can end up
blocking management innovation or generating chaotic changes in the
organization (Miller et al., 2003). Therefore, we can establish the

3 We do not examine the effect of business succession per se, because the
firms in our sample are all those that experienced business succession. There are
however related studies to focus on the effect of succession. Some studies find
that CEOs succession is an opportunity to inject fresh energy, expertize, and
experience into the organization, a potential trigger point to overcome orga-
nizational inertia and introduce innovations in the management style, organi-
zational structures and business activities (Miller and Friesen, 1980; Miller,
1991, 1993; Kesner and Dalton, 1994; Romanelli and Tushman, 1994; Gordon
et al., 2000; Shen and Cannella, 2002). However, other studies find that the
CEO succession invites sharp and drastic changes in the social and cultural
context of the firm, which generate instability and uncertainty in the organi-
zation, and halt the spontaneous changes taking place in the management
systems before the succession, and impede innovations in the organization and
management practices (Miller et al., 2003).
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following hypothesis based on human capital perspective:

Hla. (human capital perspective): Family firms managed by family CEO
successors are less likely to introduce management innovation after succes-
sions than those managed by professional CEO successors or non-family
firms.

However, we can also expect the opposite effects based on the agency
and resource-based theories. The opportunity to identify the successor
within the family allows a family firm to prepare for the succession at
the head of the company well before the founder’s departure. For all
firms, whether family or non-family, “relay” successions have the
benefit of mitigating turbulence associated with leadership succession.
For family firms in particular, the resource-based view of family firms’
competitive advantage indicates that family successors can rely on
intangible family resources including business commitment, culture,
trust, reputation, collective tacit knowledge, shared values, intra- and
inter-organizational social capital and relationships (Habbershon and
Williams, 1999; Cabrera-Suarez et al., 2001; Perry-Smith and Shalley,
2003; Arregle et al., 2007; Huybrechts et al., 2011; Bennedsen and Fan,
2014; Carillo et al., 2019). Non-family successors of family firms, or
successors of non-family firms, do not have access to such resources,
even if they have sufficient human capital. Due to this difference, family
firms with family successors could effectively and smoothly transit from
the past to the present and future of the organization, and improve the
ability to introduce non-traumatic, shared changes in the management
style and practices required to sense and seize new business opportu-
nities and reconfigure the use of the firm’s resources successfully (Zhang
and Rajagopalan, 2004; Teece, 2007, 2019; Gebauer, 2011; Harris et al.,
2013). Similarly, family-appointed executives decrease agency issues
related to information asymmetry and conflict of interest between
ownership and management, and facilitate the well reception of changes
in management styles and practices within the organization.

Overall, even if professional CEOs can be better equipped with
general human capital and experiences to successfully overcome the
uncertainties, insecurities, and anxieties of the succession phase, the
family-based resources and relational assets of family-descendant suc-
cessors and their interest alignment with shareholders can be as
important as such skills and experiences to promote the process of
management innovation (Lee et al., 2003; Verbecke and Kano, 2010,
2012). Drawing on these theories, we expect that family firms managed
by family successors are more likely to introduce management innova-
tion than those managed by non-family successors or non-family firms:

H1b. (agency and resource-based theories): Family-owned firms managed
by family successors are more likely to introduce management innovation
after successions than family-owned firms managed by non-family CEO
successors or non-family firms.

To the best of our knowledge, there have been no empirical study to
test these hypotheses. Related to the hypotheses, there are a number of
studies that have analyzed financial performance of family firms around
CEOs succession by distinguishing family and professional successors.”*
Attention has also been paid, to a lesser extent, to post-succession

# For the most part, the results on financial performance indicate that family
firms that transfer the CEO position within the family tend to underperform
both family firms with non-family professional CEO successors and non-family
firms (Bennedsen et al., 2007; Cucculelli and Micucci, 2008; Wennberg et al.,
2011; Chang and Shim, 2015). Some studies, however, find that this negative
gap is mitigated or nullified for highly educated and “adult” heirs, family firms
in traditional industries, or firms in which the family has a large ownership
stake in the company (Smith and Amoako-Adu, 1999; Pérez-Gonzales 2006;
Chung and Luo, 2013; Yoo et al., 2014), while a few empirical studies have
documented the positive impact of family-descendant CEO successor on
post-succession financial performance of family firms (McConaughy et al.,
1998; Sraer and Thesmar, 2007; Ahrens et al., 2019; Amore et al., 2021).



H. Uchida et al.

management performance.” However, these studies do not investigate
management innovation. There are some studies that have analyzed the
quality of management practices adopted by inherited family-owned
firms run by family and professional CEOs. Their results indicate that
family firms led by family CEOs display worse management practices
than family firms led by professional CEOs (Bloom and Van Reenen,
2007; Bloom et al., 2012; Carillo et al., 2019; Lemos and Scur, 2019).
However, these studies neither directly focus on management innova-
tion, nor make a comparison with non-family firms.®

We are aware of only two empirical studies that directly focus on
management innovation, and they report mixed results.” Diéguez-Soto
etal. (2016) analyze a sample of Spanish family firms and find that those
managed by non-family professional CEOs more frequently introduce
management innovation than family firms managed by family members,
especially if the professional CEOs are highly educated. However,
differently from our present study, the sample considered by
Diéguez-Soto et al. (2016) excludes non-family firms, and it includes
first-generation family firms (run by founders). Hauck and Priigl (2015)
use a small sample of hotels and guesthouses located in Austria, and find
that when family members strongly identify themselves with the family
business and when the authority of the older generation is not dominant,
the succession phase is perceived as a key opportunity to introduce in-
novations in the organizational structures and business models (in
addition to product and process innovations). However, they do not
examine whether the management innovativeness of family firms is high
or low relative to non-family firms, and whether it depends on the family
or non-family origin of the CEO successor.

2.3. Family ownership and CEO work experience

We also perform analyses to further disentangle the ambiguous ef-
fects of family ownership on management innovation. We use two
further interactive moderators that could change the magnitude of the
effect of the CEO origin among family firms: a family ownership share
and a past work experience of CEO successors within the firm. These
moderators could help us to corroborate the predictions based on
entrepreneurial human capital perspective, agency theory, and the
resource-based view of family firms.

2.3.1. Ownership share

As for the family ownership share, the dynastic motivations in
business succession and successor entrenchment problems are likely
pronounced when the share of the firms that the family owns is high
(Morck and Yeung, 2003). Due to these problems, firms with a higher
share of family ownership would pay less attention to the entrepre-
neurial human capital of family successors and reduce their ability to
initiate and implement innovations in management style and practices,

5 In general, leadership succession is found to be associated with intense
changes in many firms’ organizational and strategic dimensions, especially
when the new CEO is recruited from outside the organization (Helmich and
Brown, 1972; Tushman et al., 1985; Greiner and Bhambri, 1989; Miller, 1993).

6 For example, Bloom and Van Reenen (2007) document that management
practices of later-generation family firms with a family CEO are significantly
worse only in countries where succession is dominated by the primogeniture
tradition, and the head of the firm is passed to the eldest son in the family
independent of his/her entrepreneurial talent. Similarly, Carillo et al. (2019)
find that the negative impact of family CEOs on the management quality of
family-owned firms as well as the share of badly managed family firms are
significantly larger in societies characterized by a strong collectivistic culture
and in less dynamic industrial sectors, in which dynastic motivations are more
valuable and likely to predominate.

7 Relatedly, Kraus et al. (2012) explore the effects of managerial and orga-
nizational innovations on sales growth and employment of a sample of Finnish
family and non-family firms, but they do not explore the determinants of
management innovation.
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and seize new business opportunities. Therefore, we can establish the
following hypothesis based on this human capital perspective, which is
expected to hold together with Hla:

H2a. (human capital perspective): Among family firms, the likelihood of
introducing management innovation by family successors is lower in those
with a higher share of family ownership, while the likelihood remains largely
unaffected by the share in the case of professional successors.

By contrast, ownership concentration mitigates owner-owner agency
problems related to the involvement of the family in the management
and the risk that family CEO successors expropriate minority share-
holders by tunneling resources from the firm to the family (Corbetta and
Salvato, 2004; Miller et al., 2013). Lower conflicts between controlling
family and minority shareholders increase the ability of family succes-
sors to introduce management innovations that are expected to be
received with less suspicion within the firm. Likewise, the strong
involvement of the family in the ownership increases the value-creating
role of access of family successors to intangible family-based resources,
enabling them to sense and seize new business opportunities and
reconfigure the organization’s management style and practices (Chung
and Luo, 2013). Thus, we can establish this hypothesis based on agency
theory or resource-based view, which is expected to hold together with
H1b:

H2b. (agency and resource-based theories): Among family firms, the
likelihood of introducing management innovation by family successors is
greater in those with a higher share of family ownership, while the likelihood
is lower with the share in the case of professional successors.

2.3.2. Past work experience

A second relevant conditioning factor is the past work experiences of
the CEO successor within the firm (Cannella and Lubatkin, 1993; Zhang
and Rajagopalan, 2010; Ahrens et al., 2019). Drawing on entrepre-
neurial human capital theory, we can expect that having worked for the
company before assuming the position of CEO allows the successor,
whether she/he is a non-family professional or a family member, to
improve her/his knowledge of the company, its competitive advantages
and weaknesses, with positive effects on dynamic capabilities of firms
and the ability to reconfigure management resources. Therefore, we
establish the following hypothesis that we expect to hold when we find
support for Hla:

H3a. (human capital perspective): Among family firms, both in the cases of
family and non-family CEO successors, the likelihood of introducing man-
agement innovation is positively affected by the successors’ past work expe-
riences at the firm.

Drawing on the resource-based view of family firms, on the other
hand, we can expect that having had the opportunity to have an
apprenticeship and a work experience within the firm enhances the
access of family successors (but not of professional successors outside
the family) to the network of family contacts and the absorption of
family memory and values, and enables them to gain legitimacy and
support from the management staff and employees. These circumstances
decrease the organizational turbulence associated with CEO succession
and increase the ability and willingness of family successors (but not
that of professional successors) to perceive the succession as an oppor-
tunity for introducing management innovation. Thus, to the extent that
intangible family-based resources matter, a working period in the firm is
helpful for family successors, although it is largely neutral for a pro-
fessional successor that does not have access to such family-based
intangible resources. Therefore, we establish the following hypothesis,
which should hold when we find support to H1b:
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Table 1
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Employee-size distribution and the representativeness of the sample. To check the representativeness of our sample, this table compares the employer-size distribution
of the firms in the sample for our analysis (column (3)) with that of the 2012 Economic Census in Japan, and with target firms of the Survey of Corporate Finance in

Japan (column (2)).

Number of employees (1) 2012 Economic census

(2) Target firms Number of employees (3) Regression Sample

Number of firms (%) (% excl. 0-4 and 300-) Number of firms (%) Number of firms (%)
0-4 993,351 58.2 NA 0 0 0-5 0 0.0
5-19 488,049 28.6 69.7 6750 50 6-20 490 42.2
20-49 137,119 8 19.6 4050 30 21-50 441 38.0
50-99 45,730 2.7 6.5 2025 15 51-100 194 16.7
100-299 29,510 1.7 4.2 675 5 101-300 37 3.2
300- 12,711 0.7 NA 0 0 300- 0 0.0
Total 1706,470 100 100 13,500 100 Total 1162 100

H3b. (resource-based theory): Among family firms, the likelihood of
introducing management innovation by family CEO successors is positively
affected by their past work experiences at the firm, while the likelihood of
introducing management innovation by professional successors is not signif-
icantly affected by the experiences.

Based on agency theory, however, the periods of work spent by the
successor (especially in the case of professionals outside the family)
within the company prior to the appointment as CEO allow the founder
and other family shareholders to gain a deeper understanding of his/her
temperament, personality and mentality. This, if anything, should
mitigate future agency problems and facilitate the introduction of new
management practices and new business activities by reducing asym-
metric information between owners and managers. This effect is espe-
cially important for professional successors for which owner-manager
agency problems are stronger, while it should be rarely important for
family successors that suffer less from the problems in the first place.
Thus, the hypothesis based on agency theory is:

H3c. (agency theory): Among family firms, the likelihood of introducing
management innovation by professional CEO successors is positively affected
by the successors’ past work experiences in the firm, while the likelihood of
introducing management innovation is not significantly affected by the ex-
periences in the case of family successors.

3. Data

The data used in this paper is obtained from a corporate survey, the
Survey of Corporate Finance in Japan, conducted in 2014.° The aim of
this survey is to obtain information on the financing of small- and
medium-sized enterprises in Japan, and a group of researchers,
including an author of this paper, designed the survey questionnaire.
The implementation of the survey was outsourced to the Teikoku
Databank Ltd. (TDB), one of the largest corporate credit information
providers in Japan. The TDB sent the questionnaire to firms’ CEOs via
hard mail in the first week of September 2014, and responses were
received by the end of October.

The targets of the survey were 13,500 SMEs with 5-299 employees
that had been selected from the database that the TDB owns for its own
commercial purpose. The target firms are chosen to be representative of
the universe of firms in Japan. Table 1 shows the employee-size distri-
bution of the target firms in the 2012 Economic Census (Statistics Bu-
reau of Japan), the most comprehensive data on firms in Japan, in
column (1), and that of the target firms in column (2). The distribution of
the target firms is somewhat skewed toward middle-sized firms, but not

8 Uchida et al. (2014) summarizes the details on the methods and the pre-
liminary results of the survey.

very different from that of the Economic Census (after excluding micro
and large businesses).” For each employee-size category, firms in con-
struction, manufacturing, wholesale, retail and restaurants, real estate,
and services industries, are randomly chosen from the database of the
TDB.'?

Among the 13,500 target firms, 2617 firms respond to the survey (a
response rate of 19.4%). After eliminating observations that cannot be
used for the regression analysis, we obtain 1162 firms that we use for the
regression analysis.'' The employee-size distribution of the firms in this
regression sample is shown in Column (3) of Table 1.'? The distribution
of the respondent firms is somewhat skewed toward middle-sized firms.

4. Empirical strategy
4.1. Empirical specification

The baseline specification of the regression analysis is the following
Probit model:

Prob(INNOV_MGMT = 1| x) = ®(a 4 pxFFIRM; + yx CONTROLS; + &),
1)

 In choosing these targets, the research group eliminate firms with 0-4
employees, because one of the aims of the survey is to capture information that
is not relevant to such firms. In addition, firms with 300 or more employees are
eliminated in advance, because their financing environment is very different
from that of the other firms, and because the number of such firms would
become too small in the sample. Among the target firms selected from the
remaining 4 employee-size classes, almost 70% of the census firms have 5-19
employees (the far-left column of Column (1)). Taking into account the ordi-
narily low response rate of these firms, the research group determines the size
distribution of the target firms as in Column (2).

10 Excluded industries are education, social security and welfare, academics,
politics, economics, and cultural entities. The industry distribution in each
employee-size class is not taken into account, under the assumption that the
distribution in the TDB database is similar to that in the Economic Census. This
assumption is reasonable because the TDB database covers almost one third of
the entire universe of firms in Japan (see Ono et al., 2015).

11 We eliminate 11 firms that have missing firm ID to link with the financial
data. From the rest of 2606 firms, we select the sample for the regression
analysis through the following procedure. First, we eliminate 373 firms for
which the sum of the answers regarding the proportions of shareholding by
holder is not 100%. Second, we eliminate 748 firms that are run by the founders
of the firms or that do not experience business succession. This is because, as
explained below, the measure of the innovativeness of CEOs is based on
questions regarding the actions that the current CEOs take after they succeeded
the previous CEOs. Of the remaining 1485 firms, we eliminate 323 firms for
which both dependent variables are not available, and/or any of the indepen-
dent variables is not available.

12 The size classification for the respondent firms is slightly different from
those in the other two columns due to the way the relevant question is asked.
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where i is an index for firms (=1, ..., N), Prob() is a probability function
and ®() indicates the cumulative standard normal distribution function.
For robustness, we also estimate a linear probability version of this
model with OLS, where ®(z) = z. The dependent variable INNOV_MGMT
is an indicator variable that takes the value of 1 for firms that report to
have introduced management innovation after experiencing CEO suc-
cession. The main independent variable is FFIRM;, an indicator of family
firm status, and CONTROLS is a vector of the control variables.

Eqg. (1) is our starting point in a sense that it is to answer our
fundamental (but unspecified) research question raised in Section 2.1, i.
e., whether family-owned enterprises (that have experienced CEO suc-
cession) are more, less, or equally likely to introduce management
innovation than non-family firms (that have also experienced succes-
sion). However, given the ambivalent role of family ownership for
management innovation suggested by family firm theories, it is hard to a
priori predict the sign of § coefficient.

As we discussed in Section 2.2, we thus focus on successors’ origin as
one of the primary moderators. To test which hypothesis holds, Hla or
H1b, we augment model (1) by distinguishing between family-owned
firms managed by a successor who is a member of the founder family
and those managed by a professional successor outside the family:

Prob(INNOV_MGMT=1 | x) = ®(a + pxFFIRM; + 6 xFM_FFIRM; +
yxCONTROLS; + &) (2)

where FM_FFIRM; is an indicator variable that takes the value of 1 for
a family firm managed by family CEO successors. In this case, the sign
and significance of the coefficient $ indicate whether family firms that
choose to pass the leadership baton to professional CEOs outside the
family are more, less, or equally likely to introduce management inno-
vation after the succession than non-family firms that similarly experi-
enced CEO successions. The coefficient 6 captures the differential effect
on the probability of management innovation of choosing the CEO
successor of family firms within the owner family, so (8 + 6) indicates
whether, on average, family firms run by family CEO successors are less
(Hypothesis Hla), more (H1b), or equally innovative as non-family
firms.'®

We further augment Eq. (2) to include two additional moderators.
First, as established as alternative hypotheses H2a and H2b in Section
2.3.1, whether family CEO successors are more or less able and willing to
introduce management innovation might depend on the concentration
of ownership in the hands of the family. To answer this question, we
estimate the following model:

Prob(INNOV_MGMT =1 | x) = ®(a + o xFFIRM; + 1 xFFIRM;
xFOWN; +

+ 0pxFM_FFIRM; + 0; xFM_FFIRM;xFOWN; + yxControls; +¢&)  (3)

We interact FOWN;, the family members’ ownership share, with our
two main independent variables and add them as another independent
variable. Because the interaction terms are nonlinear, and probit esti-
mation of nonlinear models produces an incorrect marginal effect (Ai
and Norton, 2003), we estimate this model with OLS only.14

Second, hypotheses H3a, H3b, and H3c predict the difference in the
likelihood of introducing management innovation by family and non-

13 Instead of Eq. (2), we may limit the sample to family firms only, and
examine the difference in the propensity of management innovation between
those managed by family members and by professional outside CEOs. However,
such an equation does not allow us to compare them with non-family firms.
Also, it reduces the number of observations and decreases the power of the
estimation. However, even if we estimate such a model using family firms only,
the main results are qualitatively unchanged.

14 Descriptive statistics indicates that FOWN has a skewed distribution toward
100%. We thus conducted analysis using an indicator for the 100% ownership
instead of FOWN. The findings (unreported but available upon request) are
qualitatively unchanged.
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family CEO successors depending on their past working experience in
the firm. To test these hypotheses, we estimate the following model:

Prob(INNOV_MGMT = 1| x) = ®(a + PoxFFIRM; + p;x FFIR-
M; xPastEmp; + 8o xFM_FFIRM; + 0; x FM_FFIRM; x PastEmp; +
dxPastEmp; + yxControls; + €;) 4)

PastEmp is an indicator for CEO successors who have previous work
experience in the firm. The sign and significance of #; and #; enable us to
test the three hypotheses.

4.2. Variables

4.2.1. Management innovation

The dependent variable, INNOV_MGMT, is an indicator for man-
agement innovation. To define this variable, we exploit a survey ques-
tion on “management policies that the current CEO undertook after he or
she succeeded the previous CEO.” The options to choose are that the new
CEO (1) “fostered management innovation and expanded incumbent
business activities and/or made an advance to new business fields,” (2)
“tried to maintain and stabilize the incumbent businesses succeeded
from the predecessor,” and (3) “consolidated the incumbent businesses
and downsized their operations.”® Option (1) captures our notion of
management innovation, defined as innovations in management style,
practices and structures that accompany and facilitate the identification
and exploitation of new business opportunities (Gebauer, 2011; Harris
et al., 2013).'® The variable INNOV_MGMT takes the value of one if the
response is (1), and zero otherwise. For the regression sample, about
one-third (433/1162 firms) are innovative in terms of the management
policy after succession.

4.2.2. Family firm and family management

Family firms and the family management are defined using survey
questions on firms’ ownership structure and management. We identify
family firms, which we indicate by a dummy variable FFIRM, based on
the firms’ ownership by family members. The question on the ownership
structure asks the respondent firms to break down the ownership stakes
(%) as of the end of March 2014 by holders, and using this information,
we create a variable FOWN to indicate the share of family ownership.'”
The variable FFIRM is then defined to take the value of one if FOWN is
equal to or greater than 30%, and zero otherwise. To check robustness,
we also use the strict ownership majority (FOWN > 50%) as an alter-
native cutoff. As for family management, we define FM, an indicator for
firms managed by a member of the founder’s family, using information
on whether the current CEO is a founder or a member of the founder’s
family. The indicator for family-managed family firms, FM_FFIRM, is
defined as the product of FM and FFIRM.

By investigating the signs of the coefficients for FFIRM and
FM_FFIRM, we test Hla and H1b. For example, Hla (human capital
perspective) predicts that family firms managed by professional CEO

15 Precisely, the choice of option (1) in original Japanese indicates that the
firm either “fostered management innovation and expanded incumbent busi-
ness activities”, or “fostered management innovation and made advance to new
business fields”. Therefore, the “expansion” and/or the “advancement” of the
business are something strictly related to management innovation.

16 More precisely, we operationalize management innovations for the devel-
opment and achievement of firms’ dynamic capabilities in management style,
practices and structures that accompany and facilitate the identification and
exploitation of new business opportunities (Gebauer, 2011; Harris et al., 2013).
17 Because this information is as of March 2014, it might not precede the
decision to introduce innovation after succession that INNOV_MGMT captures
as of the survey date (September to October 2014). However, the share of
ownership by the founder’s family members is not likely to increase after
succession, and instead, is likely to decrease. Thus, the share calculated based
on this information as of 2014 is likely to be a conservative proxy for the share
when the decision to introduce innovation is made.



H. Uchida et al.

Table 2
Theoretical predictions and expected coefficient signs.

(i) Entrepreneurial human capital ~ (ii) Agency (iii) Resource-

perspective theory based view
Eq. p=0;0<0 p<0;0>0 p<0;0>0
)
Eq. f1=0;60; <0 p1<0;0;>0 p;<0;6;>0
®3)
Eq. p1>0;0;=0 p1=0;0>0 p;>0;0,=0
“@

This table summarizes the signs of the coefficients that (i) entrepreneurial
human capital perspective, (ii) agency theory, and (iii) resource-based view
predicts on the effect on management innovation. The equations are as follows.
Prob(INNOV_MGMT =1 | x) = ®(a +  x FFIRM; +  x FM_FFIRM; + y x
CONTROLS; + &), (2)

Prob(INNOV_MGMT = 1 | x) = ®(a + fo xFFIRM; + f; xFFIRM; xFOWN; +
0o xFM_FFIRM; + 6; xFM_FFIRM; xFOWN; + 7 x Controls; + &), (3)
Prob(INNOV_MGMT = 1 | x) = ®(a + flo xFFIRM; + f3; x FFIRM; xPastEmp; +
0o xFM_FFIRM; + 0; xFM_FFIRM; xPastEmp; + & x PastEmp; + y x Controls; +
&). (4)

For more details on these theories, predictions and the equations, see Sections
2.2 and 2.3.

successors are more likely to introduce management innovation after
successions than those managed by family CEO successors, so we expect
that the coefficient of FM_FFIRM is negative. We summarize these pre-
diction in Table 2.

Table 3 shows the descriptive statistics for our main variables.
Focusing on the regression sample, the mean ownership share of family
members is around 70%, and the median is 100%. More than half of the
sample firms are pure family-owned firms. The mean for FFIRM in-
dicates that 72% or 76% of the firms are family firms that are defined
using the 50% or 30% ownership thresholds, respectively. For family
management among the family firms, more than 70% of the sample
firms are run by family members. However, some firms are managed by
family members, but with small ownership share by the members.

Table 3
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4.2.3. Past work experience and control variables

To test H3a, H3b, and H3c, we use PastEmp, an indicator variable for
CEO successors who have previous work experience in the firm. We
construct this variable from a survey question on the relation that the
current CEO had before joining the firm, and PastEmp takes the value of
one if the CEO used to be an employee of the firm. Our tests on H3a, H3b,
and H3c are based on our discussion in Section 2.3.2, and are summa-
rized in Table 2.

As for control variables to get rid of possible confounding factors, we
include (i) sales growth, to control for the firm performance and in-
vestment opportunities; (ii) firm age, to control for the firm maturity and
possible life-cycle effects; (iii) years since succession, to control for the
time allowed to introduce management innovation; (iv) generation of
the current CEO, to control for the changing socioemotional priorities
and possible Buddenbrooks effect (i.e., the decline of a bourgeois fam-
ily); (v) dependence on the government as a customer, to control for
political connections; (vi) belonging to a managers’ association, to
control for business connections and peer emulation and other network
effects; (vii) ownership by minority shareholders, to control for agency
effects; and (viii) industry dummies, to control for unobserved industry-
specific effects. More detailed definitions and summary statistics for
these variables are in Table 4.

5. Results

The regression results are reported in Tables 5 and 6. In Table 5, we
use the specifications in Eq. (1) where we consider family ownership
only, and in Table 6, we use Eq. (2) where we also take into account
family involvement in management by distinguishing family firms
managed by family CEO successors from those by a professional CEO
outside the family. The threshold for defining family firms is family
ownership of 50% in columns with odd numbers and 30% in columns
with even numbers. Columns (1) and (2) in each table report the results
from the OLS regressions, and columns (3) and (4) report the results for
the estimation of the probit model.

Definition and descriptive statistics of the family ownership and management variables.

Variables Definition (A) Original sample (B) Regression sample
N Mean St. Min 25 Median 75 Max N Mean St Min 25 Median 75 Max
Dev. Pctl Pctl Dev. Pctl Pctl
FOWN Family 1650 61.74 45.06 0 0 90 100 100 1162 70.57 40.83 0 40 100 100 100
ownership share
(%)
FFIRM (50% =1 if family 1650 0.63 0.48 0 0 1 1 1 1162 0.72 0.45 0 0 1 1 1
threshold) ownership share
> 50%
FFIRM (30% =1 if family 1650  0.66 0.47 0 0 1 1 1 1162  0.76 0.43 0 1 1 1 1
threshold) ownership share
> 30%
FM_FIRM Firms managed 1650  0.68 0.47 0 0 1 1 1 1162  0.73 0.45 0 0 1 1 1
by family
members
FM_FFIRM =1 if family 1650 0.59 0.49 0 0 1 1 1 1162  0.67 0.47 0 0 1 1 1
(50% firms (ownership
threshold) >50%) managed
by family
members
FM_FFIRM =1 if family 1650  0.60 0.49 0 0 1 1 1 1162  0.69 0.46 0 0 1 1 1
(30% firms (ownership
threshold) >30%) managed
by family
members

This table lists the variables for family firms and family management, together with their definitions and descriptive statistics. FOWN is the ownership share of the
members of the founders’ family. FFIRM is an indicator for family firms, which is defined by whether FOWN is larger than the threshold of 50% or 30%. FM_FIRM is an
indicator for the current CEO being a family member. FM_FFIRM is an indicator for family-managed family firms (with 50% (30%) or more family ownership. Column
(A) reports the statistics for the original sample, and column (B) reports for the regression sample.
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Table 4
Definitions and descriptive statistics for control variables.
Variables Definitions N Mean St. Min 25 Med. 75 Max
Dev. Pctile Pctile
In(SALES) Natural logarithm of sales (sales growth). 1162 6.21 1.24 1.39 5.35 6.16 7.04 10.8
FIRM AGE: 5-10 YRS (dummy) = 1 if the firm is 5 years old or older, and younger than10 1162  0.01 0.11 0 0 0 0 1
years old.
FIRM AGE: 10-20 YRS (dummy) = 1 if the firm is 10 years old or older, and younger than20 1162  0.05 0.21 0 0 0 0 1
years old.
FIRM AGE: 20-50 YRS (dummy) = 1 if the firm is 20 years old or older, and younger than50 1162  0.09 0.28 0 0 0 0 1
years old.
FIRM AGE: 50- YRS (dummy) = 1 if the firm is 50 years old or older. 1162 0.85 0.36 0 1 1 1 1
YEARS SINCE SUCCESSION Years past since the succession = difference between the currentage 1162  12.8 11.4 -1 4 9 20 61

of the CEO and his/her age at the time of the succession.

3RD GENERATION CEO (dummy) = 1 if the current CEO is the 3rd CEO. 1162 0.25 0.43 0 0 0 1 1

4TH GENERATION CEO (dummy) = 1 if the current CEO is the 4th CEO or more. 1162  0.20 0.40 0 0 0 0 1

SALES FOR GVMNT Firms’ share of sales to central/local governments or public firms. 1162 1450 26.70 0 0 0 10 100

MANAGERS ASSOCIATION (dummy) = 1 if the firm belongs to a managers association. 1162  0.84 0.37 0 1 1 1 1

% OWNED: PARENT Share of ownership: parent company. 1162  9.46 27.90 0 0 0 0 100
COMPANY

% OWNED: SUBSIDIARIES Share of ownership: subsidiaries and affiliated companies. 1162  1.55 8.75 0 0 0 0 100

% OWNED: SUPPLIERS AND Share of ownership: customers and suppliers. 1162  0.78 5.08 0 0 0 0 98
CUSTOMERS

% OWNED: LARGE LENDER Share of ownership: the largest lender. 1162  0.02 0.35 0 0 0 0 8

% OWNED: OTHER FIs Share of ownership: other financial institutions. 1162  0.06 0.90 0 0 0 0 20

% OWNED: INVESTMENT Share of ownership: investment funds. 1162  0.30 3.13 0 0 0 0 50
FUNDS

% OWNED: OTHERS Share of ownership: others. 1162  7.77 19.20 0 0 0 1 100

MANUFACURING (industry dummy) = 1 for manufacturing 1162  0.25 0.43 0 0 0 0 1

WHOLESALES RETAIL (industry dummy) = 1 for wholesale, retail and restaurants 1162  0.25 0.43 0 0 0 0 1

REALESTATE (industry dummy) = 1 for real estate 1162  0.01 0.10 0 0 0 0 1

TRANSPORTATION AND (industry dummy) = 1 for transportation and telecommunications 1162  0.08 0.28 0 0 0 0 1
TELECOMM

SERVICE (industry dummy) = 1 for service industry 1162  0.17 0.38 0 0 0 0 1

This table lists the control variables with their definitions and descriptive statistics.

5.1. Results for Hla versus H1b

In Table 5, we find that the coefficients for the variable for the family
firm status (FFIRM) are negative in column (1) and almost 0 in column
(3), but both are not statistically significant when using the 50%
ownership threshold to define family firms. This lack of significance is
also confirmed when the 30% threshold is used in columns (2) and (4).
Therefore, family ownership, on average, does not have a significant
impact on the propensity of CEO successors to innovate the management
style and to enlarge incumbent business activities or make the advance
into new business fields. Thus, the answer to our basic research question
is that, on average, family firms are neither more nor less likely to
introduce management innovation than non-family firms.

However, the results are more nuanced once we take into account the
origin of CEO successors in family firms as a moderator (Table 6). In this
test of the alternative hypotheses Hla versus H1b, the coefficient for
FFIRM is negative in columns (1) through (4). Although the estimated
coefficients are not statistically significant in columns (1) and (3), where
we define family firms by the 50% threshold, they are statistically sig-
nificant in columns (2) and (4) using the 30% threshold. In these col-
umns, the coefficient for the added variable (FM_FFIRM) is positive,
although they are statistically significant in columns (2) and (4) only.

These findings indicate that CEO succession in family firms has
heterogeneous effects on post-succession management innovation,
which depends on who is called at the helm of the company. When the
CEO successor is a professional hired from outside the family, the family
firms become more conservative than non-family firms (4 in Eq. (2) is
negative). By contrast, when the baton of the leadership is passed within
the family, this conservatism mitigates (¢ > 0). These results are
consistent with H1b.

The economic significance of the effects of the CEO successors’ origin
on management innovation in family firms is intriguing. The OLS
(probit) result in column (2) (column (4)) indicates that the probability
of conducting management innovation for family firms run by an outside

professional is lower than that for non-family firms by 14.6 (15.1) per-
centage points (pp). However, for family firms choosing family CEO
successors, the probability is 10.3 (11.0) pp higher than that for family
firms run by outside professionals. To assess whether FM_FFIRM cancels
out or just mitigates the negative effect of FFIRM, we also test the joint
significance of the coefficients for FFIRM and FM_FFIRM (Hy:  + 6 = 0).
The result shown at the bottom of Table 5 (column 2) indicates that the
null hypothesis is not rejected, meaning that the involvement in man-
agement by family members completely eliminates the lack of post-
succession innovativeness in family firms that hire professionals, and
that family firms run by family members are as ready to introduce
changes in management styles as non-family firms.

On balance, our findings lend support to H1b, and the effect of family
control on management innovation is different between family firms
that hire a professional CEO from outside the family and those that pass
leadership of the company to a family member. The former type of
family firm is more conservative than non-family firms, and does not (or
is unwilling or unable to) change the management practices and struc-
tures inherited from the founder of the family firm. However, the
involvement of a new family generation in the family firm leadership
completely eliminates this managerial conservatism. This finding sug-
gests that a family CEO successor is a factor of continuity and stability
that reduces the turbulence linked to the passing of leadership and the
agency problems with the ownership, and makes management innova-
tion perceived in a non-traumatic way by the organization.

Turning to the control variables, the estimated coefficients generally
have the expected signs consistently across the specifications. The co-
efficients are positive and statistically significant for YEARS SINCE
SUCCESSION, MANAGERS ASSOCIATION, and % OWNED: LARGE
LENDER, indicating that firms with long-tenured CEOs, belonging to a
managers’ association, and held by large lenders are more innovative.
We also find negative and statistically significant effects for firms with
later generation CEOs (3RD GENERATION CEO, 4TH GENERATION
CEO) and subsidiaries (% OWNED: PARENT COMPANY) on
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Table 5
Regression results: baseline specification.
Dependent variable: INNOV_MGMT
Method of OLS Probit (Marginal effect)
Estimation:
Ownership > 50% > 30% > 50% > 30%
threshold for FFIRM:
Specification: (¢))] 2 3) ()]
FFIRM -0.00212 -0.0606 0.00000 -0.0581
(0.0460) (0.0481) (0.0464) (0.0478)
In(SALES) 0.0561*** 0.0583%*** 0.0556*** 0.0577%***
(0.0126) (0.0127) (0.0125) (0.0126)
FIRM AGE: 5-10 -0.167 -0.184 -0.140 -0.157
YRS
(0.282) (0.280) (0.247) (0.246)
FIRM AGE: 10-20 -0.277 -0.287 -0.253 -0.263
YRS
(0.259) (0.256) (0.226) (0.223)
FIRM AGE: 20-50 -0.133 -0.137 -0.113 -0.118
YRS
(0.256) (0.253) (0.221) (0.219)
FIRM AGE: 50- YRS -0.309 -0.307 -0.284 -0.283
(0.253) (0.250) (0.217) (0.215)
YEARS SINCE 0.00732%** 0.00737%** 0.00698%** 0.00701***
SUCCESSION
(0.00134) (0.00134) (0.00123) (0.00123)
3RD GENERATION -0.0690** -0.0713** -0.0683** -0.0706**
CEO
(0.0333) (0.0333) (0.0328) (0.0329)
4TH GENERATION -0.0939** -0.0985** -0.0941** -0.0985**
CEO
(0.0406) (0.0406) (0.0413) (0.0414)
SALES FOR GVMNT -0.000516 -0.000527 -0.000520 -0.000533
(0.000590) (0.000589) (0.000596) (0.000596)
MANAGERS 0.0870** 0.0878** 0.0897** 0.0905**
ASSOCIATION
(0.0363) (0.0363) (0.0389) (0.0389)
% OWNED: PARENT -0.00150%** -0.00200%** -0.00153** -0.00203***
COMPANY
(0.000659) (0.000672) (0.000715) (0.000712)
% OWNED: -0.00121 -0.00167 -0.00121 -0.00167
SUBSIDIARIES
(0.00160) (0.00157) (0.00176) (0.00172)
% OWNED: 1.28e-05 -0.000581 1.88e-05 -0.000580
SUPPLIERS AND (0.00279) (0.00272) (0.00278) (0.00272)
CUSTOMERS
% OWNED: LARGE 0.106%** 0.108*** 0.118** 0.120**
LENDER
(0.0270) (0.0269) (0.0471) (0.0473)
% OWNED: OTHER 0.00260 0.00167 0.00321 0.00234
FIs
(0.0117) (0.0117) (0.0161) (0.0161)
% OWNED: -0.00371 -0.00356 -0.00445 -0.00429
INVESTMENT (0.00362) (0.00365) (0.00457) (0.00460)
FUNDS
% OWNED: OTHERS -0.00170* -0.00220%** -0.00163 -0.00213**
(0.000913) (0.000878) (0.000994) (0.000946)
Constant Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Observations 1162 1162 1162 1162
R-squared 0.091 0.092

This table reports the results for our baseline regressions, where the dependent
variable is INNOV_MGT, indicating that the CEO successor introduced man-
agement innovation after succeeding the firm, and the main independent vari-
able is FFIRM, an indicator for family firms. Family firms are defined based on
ownership by family members, and the cutoff is 50% in columns (1) and (3), and
30% in columns (2), (4). Other independent variables are control variables listed
in Table 4. Columns (1)) and (2) report the results for OLS regressions, and
columns (3) and (4) report the results for probit models. The estimated co-
efficients (OLS) or marginal effects (probit) are shown with robust standard
errors in parentheses. *** p < 0.01, ** p < 0.05, * p < 0.1.

10

Japan & The World Economy 66 (2023) 101189

management innovation.
5.2. Ownership share and past work experience

Table 7 shows the regression results for our further tests. Columns (1)
and (2) are for the tests of hypotheses H2a and H2b, where FOWN is
added as a further interaction term with FFIRM and FM_FFIRM, while
columns (3) and (4) are for the tests of hypotheses H3a, H3b, and H3c,
where PastEmp as the further interaction term. As indicated above, we
do not report the result for the probit model due to incorrect marginal
effect (Ai and Norton, 2003).

In columns (1) and (2), the coefficient for FM_FFIRM*FOWN is
positive and statistically significant, while that on FFIRM*FOWN is
negative and significant when family firms are defined as those above
the 50% ownership threshold. These results lend support to H2b, which
draws on the agency or the resource-based theories.

To check the overall effects of FOWN, the sum of the coefficients for
the two interaction terms is positive and statistically significant (see the
test result at the bottom), indicating that the overall moderator effect of
ownership concentration for family firms managed by family CEO suc-
cessors is positive. Fig. 1 illustrates the overall effects of FOWN based on
the results in column (1) of Table 6. It show that 100% held family firms
run by non-family CEO successors are less likely to introduce manage-
ment innovation than non-family firms by 25.3% point (-0.253 = 0.684
-+ 100 x (-0.00937)), but those run by family members are 5.6% point
more innovative (0.056 = 0.684 — 1.161 + 100 x (-000937) + 100 x
0.0147). On the contrary, when the family’s ownership share decreases
to 30.0%, family firms with professional CEO successors are 40.3% point
more likely to innovate, while those with family CEO successors are
more conservative than successors in non-family firms by 31.7% point
(-0.317 = 0.684 — 1.161 + 30 x(-0.00937) + 30 x 0.0147).

Turning to the results in columns (3) and (4), we first find that
PastEmp has a negative coefficient (although statistically insignificant in
column (3)), indicating that firms with CEOs who previously worked at
the firms are, on average, more conservative in terms of management
innovation than those who were not. As for the conditioning effect of
PastEmp that we are interested in, the interaction of FFIRM and PastEmp
is insignificant in both columns (3) and (4), while that of FM_FFIRM and
PastEmp is positive and significant. These results are consistent with
H3b, suggesting that past work experience increases the relative
advantage of family over professional CEO successors to introduce
management innovations. In addition to these results, the test for joint
significance at the bottom of the table shows that the sum of the co-
efficients of the two interaction terms is not significantly different from
zero, indicating that the past work experience of the CEO successors
neither increases nor decreases the management innovativeness of
family firm managed by family successors as compared with non-family
firms.

In summary, our econometric results support hypotheses Hl1b, H2b
and H3b, and are consistent with the predictions based on resource-
based view of family firms (Habbershon and Williams, 1999; Cabrer-
a-Suarez et al., 2001). Our finding indicates that family CEO successors
of family firms are more likely to initiate and implement management
innovations than professional successors due to their having access to
valuable family-based intangible resources that creates the right con-
ditions for introducing shared changes in management practices and
seize new business opportunities.

5.3. Robustness checks

5.3.1. Sample selection model

To check the robustness of our findings, we conduct some additional
analyses. First, we estimate a two-stage Heckman sample selection
model. One of the concerns in the previous analyses is sample selection
bias. Although there were 2617 firms in the original sample, the number
of observations for the regression analysis is reduced to less than 1200.
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Table 6
Regression results: origin of CEO successors.
Dependent variable: INNOV_MGMT
Method of Estimation: OLS Probit (marginal effect)
Ownership threshold for FFIRM: > 50% > 30% > 50% > 30%
Specification: (€))] 2 3 “@
FFIRM -0.0737 -0.146** -0.0722 -0.151%*
(0.0723) (0.0644) (0.0757) (0.0694)
FM_FFIRM 0.0810 0.103* 0.0813 0.110*
(0.0640) (0.0538) (0.0676) (0.0601)
In(SALES) 0.0568%*** 0.0593%*** 0.0562%** 0.0585%**
(0.0127) (0.0127) (0.0125) (0.0126)
FIRM AGE: 5-10 YRS -0.170 -0.186 -0.141 -0.157
(0.288) (0.289) (0.251) (0.252)
FIRM AGE: 10-20 YRS -0.286 -0.294 -0.260 -0.269
(0.266) (0.264) (0.229) (0.228)
FIRM AGE: 20-50 YRS -0.142 -0.145 -0.121 -0.126
(0.262) (0.261) (0.225) (0.224)
FIRM AGE: 50- YRS -0.323 -0.323 -0.297 -0.299
(0.259) (0.258) (0.221) (0.221)
YEARS SINCE SUCCESSION 0.00718%*** 0.00714%*** 0.00684*** 0.00677***
(0.00134) (0.00135) (0.00123) (0.00124)
3RD GENERATION CEO -0.0653* -0.0670** -0.0649** -0.0665**
(0.0335) (0.0334) (0.0330) (0.0329)
4TH GENERATION CEO -0.0910** -0.0934** -0.0912** -0.0937**
(0.0407) (0.0408) (0.0413) (0.0415)
SALES FOR GVMNT -0.000485 -0.000495 -0.000493 -0.000502
(0.000590) (0.000589) (0.000597) (0.000596)
MANAGERS ASSOCIATION 0.0865** 0.0864** 0.0890** 0.0885**
(0.0364) (0.0363) (0.0390) (0.0389)
% OWNED: PARENT COMPANY -0.00150** -0.00198%** -0.00153** -0.00202%**
(0.000659) (0.000673) (0.000715) (0.000712)
% OWNED: SUBSIDIARIES -0.00119 -0.00167 -0.00121 -0.00169
(0.00160) (0.00157) (0.00175) (0.00172)
% OWNED: SUPPLIERS AND CUSTOMERS 3.67e-05 -0.000468 5.30e-05 -0.000465
(0.00280) (0.00273) (0.00278) (0.00273)
% OWNED: LARGE LENDER 0.105%** 0.105%** 0.116%* 0.117%*
(0.0271) (0.0271) (0.0472) (0.0474)
% OWNED: OTHER FIs 0.00237 0.00127 0.00291 0.00186
(0.0117) (0.0118) (0.0160) (0.0161)
% OWNED: INVESTMENT FUNDS -0.00381 -0.00341 -0.00455 -0.00440
(0.00363) (0.00368) (0.00459) (0.00471)
% OWNED: OTHERS -0.00164* -0.00204** -0.00157 -0.00197**
(0.000915) (0.000884) (0.000994) (0.000948)
Constant Yes Yes No No
Industry dummies Yes Yes Yes Yes
Observations 1162 1162 1162 1162
R-squared 0.092 0.094

Test for joint significance (p-value)

FFIRM+FM_FFIRM=0 0.876

0.379

This table reports the results for the regressions for management innovation of the CEO successors, when we add a variable to indicate family-managed family firms
(FM_FFIRM). The other specifications are the same as those in Table 5. The estimated coefficients are shown with robust standard errors in parentheses. The results (p-
value) for the test for joint statistical significance (FFIRM+FM_FFIRM=0) are also shown at the bottom. *** p < 0.01, ** p < 0.05, * p < 0.1.

The most important reason for this reduction is the exclusion of obser-
vations with the current CEO being the founder because we focus on the
introduction of management innovation after the current CEO took over
the business from the previous one.

To control for any bias due to this sample selection, we specify, as the
first stage regression, a probit model of whether the firms are still led by
founder CEOs (first-generation CEO) or not (second generation or later).
The dependent variable is an indicator for non-founder CEOs. For the
independent variables, we use some of the independent variables for the
second stage, specifically In(SALES), firm age dummies, and YEARS
SINCE SUCCESSION. Unfortunately, we do not have a good instrumental
variable to satisfy the exclusion criteria and these variables are the same
as those used in the second-stage regression. We then use the inverse of
the estimated Mill’s ratio as an additional independent variable in the
second-stage regression. The number of observations for the first-stage
regression is 1873.

The results, which are unreported and available from the authors,
show that the second-stage results of the sample selection model are
qualitatively similar to those reported in Tables 5-7. We also find that
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the coefficient for the inverse Mill’s ratio (“lambda™) is statistically
insignificant. These results suggest that selection bias is not a severe
concern in our sample.

5.3.2. Endogeneity

We also address concerns for bias in the results stemming from
different types of endogeneity. First, firms’ choice of successors might be
endogenous, and our results might pick up a spurious relationship.
Specifically, a family firm (or its CEO) might invite a new CEO from
outside with an intention to innovate the firm. Because we have no in-
formation on the intention of CEO successions, we cannot directly
address this concern. However, if an outside successor is appointed to
innovate the firm, such a successor will do so soon after the succession.
Thus, successions with such an intention will be less likely to be
observed if we focus on firms that experienced the succession less
recently. Therefore, we run the two-stage sample selection model by
limiting the sample to firms with YEARS SINCE SUCCESSION being
larger than 4 (years).

As another possibility for endogeneity, it might be the case that



H. Uchida et al.

Japan & The World Economy 66 (2023) 101189

Table 7
Regression results: interactions with ownership share and past experience.
Dependent variable INNOV_MGMT
Ownership threshold for FFIRM: > 50% > 30% > 50% > 30%
Specification: 1) (@3] ) 4
FFIRM 0.684*** 0.0655 0.155 -0.0664
(0.259) (0.155) (0.162) (0.129)
FM_FFIRM -1.161%** -0.410%* -0.209 -0.0774
(0.301) (0.187) (0.158) (0.121)
FFIRM * FOWN -0.00937*** -0.00276
(0.00305) (0.00204)
FM_FFIRM * FOWN 0.0147%** 0.00627***
(0.00343) (0.00230)
PastEmp -0.0814 -0.124%*
(0.0549) (0.0591)
FFIRM * PastEmp -0.280 -0.0974
(0.173) (0.140)
FM_FFIRM * PastEmp 0.357%* 0.228*
(0.170) (0.134)
In(SALES) 0.0600%** 0.0618*** 0.0570%*** 0.0592%**
(0.0126) (0.0126) (0.0126) (0.0127)
FIRM AGE: 5-10 YRS -0.168 -0.173 -0.137 -0.147
(0.286) (0.289) (0.260) (0.266)
FIRM AGE: 10-20 YRS -0.264 -0.278 -0.218 -0.238
(0.264) (0.265) (0.243) (0.242)
FIRM AGE: 20-50 YRS -0.127 -0.136 -0.0654 -0.0799
(0.261) (0.262) (0.239) (0.238)
FIRM AGE: 50- YRS -0.304 -0.310 -0.239 -0.251
(0.258) (0.259) (0.236) (0.236)
YEARS SINCE SUCCESSION 0.00707*** 0.00709* 0.00709*** 0.00707***
(0.00134) (0.00134) (0.00134) (0.00135)
3RD GENERATION CEO -0.0636* -0.0635* -0.0662** -0.0672**
(0.0333) (0.0334) (0.0335) (0.0334)
4TH GENERATION CEO -0.108%*** -0.106%** -0.0987** -0.101%**
(0.0406) (0.0408) (0.0407) (0.0408)
SALES FOR GVMNT -0.000521 -0.000523 -0.000460 -0.000480
(0.000584) (0.000585) (0.000587) (0.000587)
MANAGERS ASSOCIATION 0.0863** 0.0881%** 0.0820** 0.0841+**
(0.0366) (0.0364) (0.0363) (0.0363)
% OWNED: PARENT COMPANY -0.00116* -0.00158** -0.00181*** -0.00248%***
(0.000674) (0.000697) (0.000695) (0.000713)
% OWNED: SUBSIDIARIES -0.000718 -0.000773 -0.00148 -0.00206
(0.00163) (0.00161) (0.00169) (0.00167)
% OWNED: SUPPLIERS AND CUSTOMERS 0.00111 0.000545 -8.38e-05 -0.000612
(0.00277) (0.00275) (0.00287) (0.00284)
% OWNED: LARGE LENDER 0.106%*** 0.104%** 0.0989*** 0.0959%**
(0.0239) (0.0251) (0.0267) (0.0261)
% OWNED: OTHER FIs 0.000757 -0.000428 0.00282 0.00202
(0.0117) (0.0117) (0.0116) (0.0115)
% OWNED: INVESTMENT FUNDS -0.000109 -0.000628 -0.00390 -0.00396
(0.00366) (0.00391) (0.00367) (0.00370)
% OWNED: OTHERS -0.000989 -0.00126 -0.00169* -0.00217**
(0.000976) (0.000981) (0.000900) (0.000868)
Constant Yes Yes Yes Yes
Industry dummies Yes Yes Yes Yes
Observations 1162 1162 1162 1162
R-squared 0.104 0.100 0.097 0.100
Test for joint significance (p-value)
FFIRM-+FM_FFIRM=0 0.003*** 0.006%** 0.245 0.963
FFIRM*FOWN+FM_FFIRM*FOWN=0 or 0.00. 0.011 0.058 0.218

FFIRM*PastEmp-+FM_FFIRM*PastEmp=0

This table reports the results for the regressions for management innovation of the CEO successors, where we further add interaction terms of the two main variables
(FFIRM and FM_FFIRM) and two alternative moderators: FOWN, the ownership share of the family, or PastEmp, an indicator for the CEO’s past experience as an
employee in the firm. The other specifications are the same as those in Table 5, but only the OLS results are reported to avoid incorrect marginal effects. The estimated
coefficients are shown with robust standard errors in parentheses. The results (p-value) for the three tests for joint statistical significance are also shown at the bottom.

®% p < 0.01, ** p < 0.05, * p < 0.1.

outside (or family) status of the prior CEO might increase the likelihood
of appointing another outside (family) CEO as a successor, and at the
same time affect the need for management innovation, thereby creating
a spurious relationship between the origin of CEO successor and man-
agement innovation. Part of this concern, the intention for CEO suc-
cessions, are addressed to some extent by the previous robustness check.
However, to address any remaining concerns, we limit the sample to the
case where the current CEOs are the second-generation successors. This
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analysis makes sense because, in this analysis, the predecessors of the
current CEOs are the founders, and are always family CEOs.

When we compare the results from these robustness checks (unre-
ported and available from the authors) with those in Tables 5-7, the
overall results are qualitatively unchanged, although statistical signifi-
cance of some main variables decreases. However, the number of ob-
servations for these checks are smaller than those in Tables 5-7 due to
the limitation of the sample, which might invite the lack of statistical
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Fig. 1. Innovativeness and family ownership share. This figure compares the
predicted change in the likelihood to introduce management innovation for
family firms managed by a family CEO successor and by a non-family profes-
sional when the family’s ownership share changes. The predictions are based on
the estimates of the parameters in specification (1) in Table 7.

power. Also, at the least, we consistently find evidence for H2b. We thus
conclude that our conclusion from the main analyses is, at least to some
extent, supported.

6. Discussion and conclusion

This study empirically examined the management innovation of
family-owned firms experiencing a CEO succession, by focusing on the
origin of CEO successors, and by further considering the effect of
ownership concentration in the family and past working experiences of
CEO successors at the firm. Examining the likelihood of introducing
management innovation using survey data of 1149 SMEs in Japan, we
have provided evidence that is supportive of the benefit of family CEO
successors in family firms due to richer family-based resources.

This study improves upon our understanding of the innovation
ability of family and professional CEO successors, contributing to the
literature on inherited control and the effects of promoting family or
external CEO successors (Greiner and Bhambri, 1989; Miller, 1993;
Zhang and Rajagopalan, 2004, 2010; Pérez-Gonzales, 2006; Bennedsen
et al., 2007; Cucculelli and Micucci, 2008). Contrary to Lemos and Scur
(2019), but in line with Hauck and Priigl (2015), we find that the de-
cision to pass the baton of the leadership within the family facilitates the
introduction of management innovations that accompany the decision
to expand the inherited business activities. However, the innovativeness
of family firms run by family successors is comparable to that of
non-family firms. It is rather family firms run by professional CEO suc-
cessors that are less likely to introduce management innovations after
succession than family-managed family firms or non-family firms. Our
results of family CEO successors doing better, especially when the family
involvement in the ownership is high, and when the successors had the
opportunity to have past work experiences at the firm, have important
theoretical implications. They provide support to the resource-based
view of the family firms (Habbershon and Williams, 1999; Cabrer-
a-Sudrez et al., 2001) and the importance of accessing tacit knowledge,
relationships, business culture, reputation and other family-based re-
sources to thrive and create value in the long run (Bennedsen and Fan,
2014).

Our study also provides very important practical implications for the
management of family firms. Our findings indicate that whether to
separate or integrate ownership and management matters in deter-
mining the innovativeness of family firms. Specifically, relay succession
in family firms is not disadvantageous, at least in terms of management
innovation after business succession, and inviting CEOs from outside the
company might rather have a detrimental effect of making the family
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firms too conservative. Thus, family firms that expect business succes-
sion in the near future should be aware of a disadvantage of potential
non-family CEOs in terms of their limited access to the bundle of
intangible, family-based resources, and due to this disadvantage, they
should pay attention to the congruence of ownership and management.

While our findings are interesting and provide important implica-
tions, they also raise further research questions. First, although we
focused on management innovation only, it is unclear how family
ownership and management are associated with other types of innova-
tion, for example, technological (product and process) innovation.
Second, management innovation is only one aspect of the corporate
behavior of family firms, and abundant studies have already clarified
various pros and cons of family firms. Especially, it is important to
examine whether differences in innovativeness between family and non-
family firms affect their relative performance. To the extent that inno-
vativeness and performance are positively correlated, our finding on the
conservativeness of professional successor is in contrast to much of the
existing literature that finds that professional successors enhance post-
succession performance of family firms. However, we need to take
into account other factors to affect performance, such as differences in
ownership structure and firm characteristics. The findings in this paper
call for additional research on these dimensions.
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