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The internationalization of family SME: An organizational learning and
knowledge development perspective

Abstract

Purpose —Due to its specificities, the family Small and Meah Enterprise shows a partict
behavior as for the creation, developmenarsiy, protection and transmission of knowle:
The purpose of this paper is to study the spetiéiof the processes of knowledge cre:
and development in family firms. Three variablesowdtd influence the processes
knowledge development. Theatacteristics underlined by the literature as beipecific tc
the small and mediursized family firms are conservatism, independengentation an
social networking. We study particularly the infhoe of these characteristics on
development of the knowledge base in a contexttefmationalization.

We conceive internationalization as a process grizational learning and knowlec
development (Eriksson and ali., 2000). Johanssoth ahlne (1977) studied marl
knowledge composed of objectikaowledge, on the one hand, and experiential kniyé
on the other hand. Whereas market knowledge rgdarsarily to relevant informatic
relating to markets and allowing the penetratidre establishment and the exploitat
internationalization knolegdge is the competence accumulated by the firowledge carrie
by the women and men who manage and take partternational activities. Indee
international expansion of firms does not dependhenonly knowledge relating to a spec
market but a various aspects of knowledge relating to therivaonal activity. Eriksson al
ali. (1997, 2000) analyze thoroughly the differdimhensions of knowledge in the contex
internationalization. In  addition to operational dan institutional knowledg
internationalization knowledge is crucial. Autio aad (2000) explain the rapid internatio
growth of entrepreneurial firms by the high intdromal knowledge. Because it is difficult
obtain and reproduce, Knight and Liesch (2002) ardbat tacitinternationalizatio
knowledge provides a competitive advantage foiriternationalizing firm.

H1: Internationalization knowledge positively ingloces the degree of internationalizatio
the firm.

Internationalizing implies the beginning of a neethaty (new markets, new customers, r
competitors, etc.) weakly connected to the origalvity (Gallo and Sveen, 1991). So -
internationalization starts, a motivation for chanfpr strategic revival and adaptation to
new requirements of thenvironment are necessary. However, the usual paatsee attitud
of the family business can inhibit such a changee Titerature suggests that the far
system attempts to create and maintain a cohesseribat supports the farr
"paradigm" which isdescribed as the core assumptions, beliefs, andiatmms that th
family holds in relation to its environment. Infoation that is not consistent with t
paradigm is resisted or ignored (Davis, 1983). ifuge the family is conservative the les
works for change. As a consequence, the level efnationalization knowledge would
weak. More quantitatively the family firm would akit a weak degree
internationalization.

H2: Conservatism negatively influences the levaehtérnationalization knowledge.

The independence orientation is a consequenceeofathily longterm commitment to tf
business. Paradoxically, this commitment has twatredictory effects on growth. First.



implies the pursuit of future development and aauty of thefirm to make sure that t
family heritage is passed on to the following gatiens. On the other hand, commitn
implies a strategy of conservation of the heritagech passes by a strong seek for
independence. Aiming to guarantee its continut, tsmall and mediursized) family firrn
establishes an independence orientation of thiféereit types. First, from the financial pc
of view, it avoids as much as possible turningutswe partners (Hirigoyen, 1985). Then
the human plan, it wad be favorable to the appointment of family mensber individual
belonging to the close relational circle to thetpax direction and would be reluctant to
recruitment of professional directors. Finallyn@intain the decision-making in handstioé
family, the family firm tends to avoid the interganizational relations, cooperai
investments, and tries to limit the sharing of cohtf its investments. The contribution of
outsiders (financiers, directors or partner orgaindns) can, bwever, be precious to t
company. And the introversion would be a major atist to the perpetuity of the fil
because it inhibits growth. Independence oriematibmits the accumulation
internationalization knowledge because, on one htre horizas of the company will t
limited and little varied, and on the other haria potential valuable knowledge contribu
of the outsiders is excluded. As a consequencenttre the direction of the firm wishes
independence the more the internationalization vélslowed down.

H3: Independence orientation negatively influendbe level of internationalizatic
knowledge.

The family firm shows a weak cooperative orientatio the sense of the pursuit of comr
objectives with an economic partner latstrong orientation toward social networking
favors social relationships to economic ones thak ralienating its decisiomaking
independence. Indeed, the family firm relies enarsip on its family relations in the brc
sense of the term duringsiinternationalization. The members of the faneitther assigne
abroad or already present on the foreign markets foan internationally spread family
(Fan,1998) which is able to mobilize resources and aapgcknowledge of markets

conquer. Tks knowledge permits to reduce uncertainty (Joharsa Vahlne, 1977) beca
the relations of the social ties established abiexadmore capable to evaluate opportur
and risks, and manage and govern effectively thites. The social network rmoonly
allows the family firm to develop a high awareneg®pportunities and threats in relatior
its activity, because it exposes it strongly toissnment, but also permits to base decis
and actions (concerning the strategy of internaliaation for example) on an imitation

other actors of the network, considered as moiénegie because of their experience. Las
the social network allows a direct transfer of kienlge between the various participants.

H4: Social networking positively influences thedéwf internationalization knowledge.

Design/methodology/approach- Through a questionnaire, we tested the hypothesesr
model. The measurement of constructs is based @mrke hand on scales existing in
literature and on thetloer hand on the development of new scales. Indemaral empirici
studies were first used to build the study quesiine. Besides, the new scales v
developed through the literature review and anargpbry study. The questionnaire was pre-
testedin order to check for the validity of content. Alle items, except for the scale
internationalization knowledge, were evaluated dikart scale of 5 points. The collection
data by questionnaire was carried out in two stagé® strategy of coligion of the
responses was carried out exclusively through reter

The study is based on 118 firms belonging to varimdustries. The age of the fir



of the sample varies between 5 and 254 years withvarage is 54,8 years. More than !
of the firms are controlled mainly by the family and approxieta36% of the firms are st
directed by their founders.

After, evaluating the reliability and validity ohé items through exploratory &
confirmatory factor analysis, the model was tedf@ugh stuctural equation modelil
(LISREL). Several iterations were carried out idarto obtain the best interpretable mc
Refinements were operated on the basis of inihabtetical construction and 5 varii
models were compared.

Findings — The model retained induces the following conolus:

- Internationalization knowledge positively influesdtie degree of internationalization of
firm (H4 confirmed).

- The conservatism of family SME does not direatijuence the level of internationalization
knowledge. The influence of conservatism on inteomalization knowledge is exerted o
through the decisional dimension of independenentation (H1 partially confirmed).

- The independence orientation of family SME, theth its two dimensions siultaneousl|
(decisional and resource independence), does goifisantly influence internationalizati
knowledge. Contrary to decisional independence lwimdluences indirectly the degree
internationalization (thanks to the intermediatadnnterrationalization knowledge), resou
independence influences directly the dependant abki The mediation
internationalization knowledge of is thus not thyt@roven (H2 partially confirmed)

- Social networking positively influences the amboh internationalization knowledge (t
confirmed).

Research limitations/implications — A major weakness is the absence of a synch
approach as the dependant and independent variatdemneasured at the same momel
more longitudinal approach would be vdileato analyze the causal relationships betwee
independent variables and internationalization Kedge and degree of internationalizat
A second limitation is that the characteristicgled sample may limit the generalizability
the results.

Originality/value — The paper is the first of its kind to examine tknowledgedase:
processes in family businesses.

Keywords: Family business, internationalization, organizatidinowledge, independence
orientation, conservatism, networking

Article Type: Research paper
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Introduction

Despite the profusion of research about knowledzget) processes within the firm,
rare studies tried to analyze them for the famitgnt The family firm can be defined as a
firm controlled by one or more families involved governance or management or at least
holding capital stakes in this organizafiiorli)ue to its specificities, this entity exhibits a
specific behavior as for the creation, developmshgring, protection and transmission of
knowledge. Habbershon and Williams (1999) initiatdte research aiming at the
identification of the specific resources of the figniirm. But, more than specific resources
and capacities, the family firm uses a collectiaeitt knowledge needed to integrate,
coordinate and mobilize effectively its resourc@alfrera-Suarez et al., 2002). The aim of the
present contribution is to analyze the charactesisof the family firm critical to the
knowledge-based processes. Due to its foundingacterstics, family SME seems to be a
closed, hermetic and rigid organization. Althoudts tdescription can be criticized and
challenged, it remains valid for many of these teasti The interaction between the family
system and the firm system appears to be the éssel@ment preventing the organization
from quickly adapting to the changing conditions ofbktos, 1991). Moloktos (1991)
explains that when the life cycles of these twaews do not evolve at the same speed, the
risks of crisis are significant. Thus, conservatisamstitutes a first obstacle to knowledge
development. Besides, small and medium family @i is strongly oriented towards
independence which has advantages but also manmjpacls. The impact of this orientation
on the system of resources and in particular onmkedge can be crucial. Conversely, the
family firm is characterized by social networkindgpieh impact on knowledge development is
positive. In this article, we will study the infloee of these three variables on the knowledge
base of the firm in a context of internationalimati

Research which explicitly conceived the internagiaation of the firm as a process of
organizational learning is infrequent. At moststphenomenon is deemed as underlying the
process of resource commitment abroad. Here, wigzmanternationalization in the light of
the theoretical developments about learning andwledge development within the
organization. Internationalization can be conceigsa process of learning and accumulation
of knowledge (Eriksson et al., 2000). Johanson ¥ablne (1977) took the first steps in
considering knowledge within the context of intéro@aalization. The stream of the literature
initiated by these authors analyzes the processt@ational development as a sequence of

steps permitting to the firm to gain knowledge mernational environment. The move from



one stage of commitment to another as well as theenfrom a given market to another are
done incrementally. This incremental dynamics ecygely justified by an underlying process
of foreign market knowledge development. Built dve tanalysis of Carlson (1966), this
reasoning suggests more precisely that the firmagens fight against uncertainty through
two strategies implying the development of two ididtforms of knowledge. The first mode
to reduce uncertainty is based on a process ofisitqn of objective information, on a
cognitive learning. For instance, Knight and Lieg@002) emphasize that the process of
internalization of information and its translationto relevant knowledge is a fundamental
step in order to accomplish an internationalizatiproject whatever its form or its
localization. The second way of reducing uncenaistthe engagement of the firm in an
action-based international expansion permittingdevelop an international competence
incrementally and cumulatively. Johanson and Valii8¥7) distinguish between objective
knowledge and experiential knowledge (Penrose, 19%Be first is a public good and
therefore transferable at a weak or null cost. [akter is unique to the firm since it is acquired
only through market experience. Recently, Eriksgbnal. (1997, 2000) analyzed more
thoroughly the different dimensions of knowledgéevant to international operations. In
addition to operational and institutional knowledggernationalization knowledge is of a
crucial importance. In sum, two dimensions of krexge, a resource and a competence, are
together necessary and underlie the progressiotheffirm through the dimensions of
internationalization (modes of entry, markets, picid, etc). The first is the market
knowledge which is constituted of a set of inforimatin relation to a specific market or a
number of markets. Johanson and Vahlne (1977) w#hl this type of knowledge which
requires obviously the activity on the market bould especially be acquired in an explicit
form through cognitive learning. The second type lkofowledge is synonymous of
international competence. Behavioral learning Igrgentributes to the development of this

knowledge whose form is primarily tacit.

This article is structured as follow: after anahgithe main idiosyncratic variables
influencing the development of internationalizatkomowledge, we discuss some theoretical
implications. Indeed, the study of these variabbases questions about the efficacy of the
organizational memory within the family firm. Thisganization runs particular risks because
of the peculiarity of its knowledge management na@idms. Intergenerational transmission

and transfer of knowledge could be the solutioprtiiect and perpetuate valuable knowledge.



1. Theoretical framework and research model

Three variables are distinctive as for the procesge&knowledge development within
family SME. These are characteristics frequentlypleasized by the literature as being
specific to this organization. We will study thdeets of conservatism (1.1), independence
orientation (1.2) and social networking (1.3) oe thevelopment of the knowledge base of

small and medium family enterprise.

1.1. Internationalization knowledge

We conceive internationalization as a process djamizational learning and
knowledge development (Eriksson and ali., 2000hadgson and Vahlne (1977) studied
market knowledge composed of objective knowledge,ttee one hand, and experiential
knowledge, on the other hand. Whereas market krumelerefers primarily to relevant
information relating to markets and allowing thengiation, the establishment and the
exploitation, internationalization knowledge is thempetence accumulated by the firm,
knowledge carried by the women and men who manage take part in international
activities. Indeed, international expansion of frihoes not depend on the only knowledge
relating to a specific market but on various aspettknowledge relating to the international
activity. Eriksson and ali. (1997, 2000) analyzertughly the different dimensions of
knowledge in the context of internationalization.dddition to operational and institutional
knowledge, internationalization knowledge is cruchautio and ali. (2000) explain the rapid
international growth of entrepreneurial firms by thigh international knowledge. Because it
is difficult to obtain and reproduce, Knight ande&ch (2002) argue that tacit
internationalization knowledge provides a competitadvantage for the internationalizing

firm.

H1: Internationalization knowledge positively indloces the degree of

internationalization of the firm.

1.2. Conservatism



The conservatism limits the variation and accoryinthe extent of knowledge
developed by the firm. Indeed, the literature stessthat this variation, i.e. the diversity of
environments to which the firm is exposed, is gjfgncorrelated with the amount of
knowledge accumulated and developed. Organizagapssed to a variety of business and
institutional actors are likely to develop knowledgf an important set of events and thus
learn more than poorly exposed ones. They are rable to define problems, errors and
opportunities than firms whose horizon of actiomisre reduced (Eriksson et al., 2000). The
weak variation indeed implies a limited number afstomers, competitors and other
institutional actors. Accordingly, conservative anigations carry out only a simple loop
learning which does not reform their theories-iegsisince they accumulate little knowledge.

Conservatism is the attachment to the choiceseop#st (Timur, 1988). The literature
about cultural specificities emphasizes the masren of thestatus quoand harmonious
relations not only within the group but also withire entire society. The pursuit of security,
conformism and tradition are characteristic of @mative organizations. Particularly with
the family firm, Miller et al. (2003) explain thahe conservative posture of this entity is
reflected on its governance, strategy and organizdtainly culture). We will discuss these
three components in order to be able to understaed impact on the family SME

knowledge base.

1.2.1. Conservatism and firm governance

The first sphere concerned with conservatism is gogernance of the firfth
Conservative organizations and particularly fanfifgns are characterized by the persistence
and substantial power of old generations who egestrong supervision on the owner-
manager. Otherwise, conservatism can be due towmer-manager himself. He plays a
significant role in the processes of organizatideaining and influences the strategic posture
that his firm adopts. A patriarchal family contioj a paternalist organization is the ultimate
case of figure (Jenster and Malone, 1991): beirgenéent to a high degree on its founder,
the organization would be unable to promote chaagyé is not instigated by the founder.
However, the founder or owner-manager may be umgilto promote change. Hambrick,
Geletkanycz and Fredrickson (1993) call this tewgleto slow down the change
“commitment to thestatus qud (CSQ). The management believes in the permaraniracy

of current strategies or organizational behavibtanibrick et al., 1993). Therefore, personal



paradigms which by the past proved their efficaopstitute inhibitors to change. Thus, in
spite of the evolution of the environment and penfance requirements, the owner-manager
could become inflexible and rigid by promoting pgrees and strategies resulting from past
successes and avoiding decisions which can thréaemage or his economic wealth (Ward,
1997). Consequently, he perceives a weak needljostasent even in case of critical changes
in the external environment. In sum, the conseswatof the owner-manager constitutes a
significant barrier to organizational learning dmbwledge development within family SME.

The efficacy of the board of directdrss an indicator of the struggle against
conservatism and strategic inertia. According totktical descriptions, this corporate body
constitutes a source of strategic initiative antbvant information and also a source of
expertise, counsel and control since it must atsoect the trajectory in case of unsatisfactory
management. However, its role within family SME ae¢o be moderated. Mustakallio and
Autio (2001) argue that the role of the board eédiors, measured by its composition and by
the intensity of control it exerts, would be morgn#icant as the implication of the family
members in the management decreases - suggesthmg@iposite that the more the family is
involved, the less decisive the role of the boamlil be. In general, the traditional family
firm is known to have a board of directors whosenbers, selected according to their status
and influence within the family and not accordirg their knowledge of the activity or
industry, occupy their positions for long periodadahave insufficient or inadequate
professional competences. According to this desorip they constitute a barrier to any
attempt of change potentially threatening the $tglof the firm. Ranft and O'Neill (2001),
notice that the founders of high-performing firmme aven tempted to weaken deliberately the
board of directors of their firms in order to maiimt thestatus quoThe inward orientation is
more corroborated in some family firms who simpty mbt implement such a body (Melin
and Nordqvist, 2000).

However, the role of the board of directors carcheial since it should increase the
amount of information available to the operatiomabnagement when planning or
implementing strategies. This role is accomplisheg insiders as well as external
administrator§ The insiders contribute through their thorougimpeehension of the firm.
The outsiders would prevent from the dominance single line of thought by challenging
the assumptions underlying the firm’s strategied iafecting external knowledge. The results
obtained by Schwartz and Barnes (1991), based samgle of 262 family firms, prove the
relevance of the incorporation of external admiaisirs. The authors find that they provide

unbiased points of view and constitute a precioaams for the establishment of networks. As



far as the internationalization of the firm is cenwed, Sanders and Carpenter (1998) prove
the existence of a significant relation betweeenmtionalization and the composition of the
board. First, it is suggested that the size ofltbard of directors increases according to the
intensity of international activities. Moreovergthuthors find that the proportion of outsiders
in the board of directors increases with internalzation. In brief, the role of counsel
accomplished by the board would have a significgafhience on the strategic orientation of
the firm by improving the variety and quality offemmation available for the strategic
processes and, consequently, the variation, seteend retention of alternative paths of
development (Mustakallio and Autio, 2002). Thisdtian of counsel should thus improve the
capacity of the firm to innovate and establish neitvategic directions such as
internationalization.

The study of the conservatism of the family firmvgmance is necessary because this
phenomenon has consequences on firm’s strateggtisel@nd implementation. An analysis

of the strategic manifestations of this posture,wdnsequently, be outlined.

1.2.2. Strategic conservatism

Second, the conservatism of the firm is expressedegically. Generally, the family
firm has a tendency to be strongly devoted to a@esgly which becomes a source of rigidity.
Thus, strategy and pursued business goals comestfadtors inhibiting the trigger of
internationalization (Gallo and Sveen, 1991). Titerdture suggests that the family system
attempts to create and maintain a cohesivenesstipaorts the family "paradigm” which is
described as the core assumptions, beliefs, andatmms that the family holds in relation to
its environment (Gudmundson et al.,, 1999). Infororatthat is not consistent with this
paradigm is resisted or ignored (Davis, 1983). iitoge the family is conservative the less it
works for change. Strategic conservatism impliegrsation and risk of insularity (Miller et
al., 2003). The firm carries out few changes iroltgectives, business and lines of product or
markets (Miller et al., 2003). Generally, family &Mis known to maintain its differentiation
through the same activities and policies (Gallo 8mden, 1991) and to privilege a defensive
position with protection of its niche. Accordinglys market shares are likely to be narrowing
and its market potential exhausting. However, md@onalizing implies the beginning of a
new activity (new markets, new customers, new cditgee, etc.) weakly connected to the
original activity (Gallo and Sveen, 1991). So thérnationalization starts, a motivation for

change, for strategic revival and adaptation tortee requirements of the environment are



necessary. For instance, Ward (1988) stressesthibasucceeding family firm renews its
business strategy several times as the market@ngetitive pressures evolve.

In sum, the usual conservative attitude of the Ifanbusiness can inhibit
internationalization. In fact, the organizationahining remains weak since the direction
focuses primarily on problem solving rather than the search and pursuit of new
opportunities. Indeed, it deals exclusively witheimal issues relative to the efficiency of
operations or the quality of products and neglesstses pertaining to the evolution of market
requirements or consumers needs.

The third dimension where conservatism can apgetre culture of the firm. Instead
of nurturing the will of change and developmentfural conservatism implies characteristics

of preservation and rigidity.

1.2.3. Cultural conservatism

The pursuit of the goal of culture and identity teation constitutes the last element
exerting a negative influence on learning orieotatwithin family SME. Many authors
emphasize the central role of culture and valueshiping the competitive posture of this
organization (Dyer, 1986). For instance, analyamafues in the family firm, Salvato et al.
(2002) show that they influence activities and meg of the organization aiming to create a
competitive advantage. The family firms show animation to be independent from their
environment and the external culture (Donckels lrdhlich, 1991). In addition, they insist
on artifacts which generally originate from thenfis local environment and are the result of
the influence of certain members of the family particular that of the founder (Gallo and

Sveen, 1991). Consequently, cultural conservatignbits any will of change and learning.

H2: Conservatism negatively influences the levahtérnationalization knowledge.

1.3. Independence orientation

The second variable influencing the processes awlkedge development within
family SME is independence orientation. The indej@egte orientation is a consequence of
the family long-term commitment to the businessiaBaxically, this commitment has two
contradictory effects on growth. First, it impligse pursuit of future development and

continuity of the firm to make sure that the familgritage is passed on to the following



generations. On the other hand, commitment im@lisgategy of conservation of the heritage
which passes by a strong seek for the independeéXio@ng to guarantee its continuity,
family SME establishes an independence orientatiothree levels (see Figure 1).

Financial
independence

Human P Decisional = Control of
independence | Independence i destiny

Organisational
independence

Figure 1 : Dimensions of the independence oriemtati

First, from the financial point of view, it avoids much as possible turning to outside
partners (Hirigoyen, 1985). Then, on the human ,planwould be favorable to the
appointment of family members or individuals belmggto the close relational circle to the
posts of direction and would be reluctant to therugment of professional directors
(Astrachan and Kolenko, 1996; King et al., 2001naly, to maintain the decision-making in
hands of the family, the family firm tends to avdilde inter-organizational relations,
cooperative investments, and tries to limit therisigaof control of its investments (Donckels
and Frohlich, 1991). The contribution of the outsd (financiers, directors or partner
organizations) can, however, be precious to thepamy. And the introversion would be a
major obstacle to the perpetuity of the firm beeauss inhibits growth. Independence
orientation limits the accumulation of internatibmation knowledge because, on one hand,
the horizons of the company will be limited andlditvaried, and on the other hand, the
potential valuable knowledge contribution of thesiders is excluded. As a consequence, the
more the direction of the firm wishes the indepemdethe more the internationalization will

be slowed down.

1.3.1. The financial dimension of independencenaigon



Devoted to its goal of continuity, family SME trige evolve in a more or less
hermetic universe. Accordingly, external finandialervention is avoided because it could
deteriorate the independence of the firm. The nesowependence theory provides an
explanation to this attitude (Davis et al., 20a@g higher the dependence to the (resource)
capital, the more the potential financier would dayreater power and influence in the
decision-making within the firm (Davis et al., 200@onsequently, family SME seems
reluctant to adopt modes of financing other thatermal ones. Schematically, it appears
strongly predisposed to implement or at least teeaelto the recommendations of the pecking
order theory (Myers and Majluf, 1984). It favorsngeally internal financing by the retention
of earnings and the constitution of reserves. Mageoit avoids opening financially to
external sources. First, it tends to avoid debtrafids enormously on costly internal capital.
Financing through equity has other specificitiest fiear family SME. Quotation, for instance,
could indeed involve a major change in the ownersitiiucture and governance of the firm
due to the entry of external shareholders (Schetiz., 2003).

Financial independence has significant consequeogethe knowledge base of the
firm. Initially, in a managerial vision of the firminternal financing helps to avoid the
diffusion of the cognitive map of management andagigering growth opportunities not
perceived by competitors (Charreaux, 2002). Howetves advantage is compensated by the
fact that, at the same time, internal financing liegpan inward orientation and a weak
development of the knowledge base as it prevems fthe penetration of a potentially
relevant external cognitive contribution. In adalitj debt avoidance, even if it permits to limit
the risk of diffusion of information and managemeuignitive schemas towards bankers
implies a lot of disadvantages relatively to themfs knowledge base. Indeed, the
contribution of the bank could be valuable sinceah take part in the development of the
knowledge base through adhering or enriching theagament vision and cognitive map
(Charreaux, 2002). Lastly, external shareholders glay a valuable role as for the firm’s
knowledge base. First, they could exert their irfice on the development of the vision of the
firm. Then, they can play a significant role in yiding proposals for investment
opportunities. External ownership thus makes isps to extend the knowledge base.

Family SME don’t recognize these valuable contitng and follow a conservative
financial behavior (Hirigoyen, 1985). As a restihancial independence is likely to limit the
amount of internationalization knowledge and hanternationalization of small and medium

family firms.



1.3.2. The human dimension of independence orientat

The pursuit of independence inhibits internatiaration from the human point of
view. The family firm adhering completely to theiqmiple of managerial independence is
limited quantitatively and qualitatively by the kaof human resources. Indeed, trying to
avoid loss of control, family management tenddruotlexternal managerial implication even
it would be valuable to undertake internationaihdioes. To justify the customary recruitment
of family directors and managers, the literatureais about paternalist management and
nepotism characteristics of the traditional fanfifyn. Welsch (1996) observes that when the
family firm makes a decision relating to its hunrasources, it is more influenced by family
values and personality issues more than by a stdizdd set of performance and competence
indicators. The altruism characterizing the owneanager, generally the father or head of the
family, implies a feeling of natural right among migers of family. The owner-manager is
thus incited to make use of firm resources to mtevemployment and other privileges to the
family members (Schulze et al., 2001). Dunn (1988)cates a critical consequence of this
behavior. Indeed, the pursuit of the objective @f@rential employment of family members
may often signify the hiring of sub-optimal emplege Besides, the analysis of Harris et al.
(1994) shows that the rigidities of the family firmehen it is about change of paradigm, are
primarily due to the sclerosis to the human element

- Family firm privileges internal succession, whigh one of its main goals, and
devotes the principle of loyalty, whereas new pigrad are likely to come from outside
employees or management,

- Internally trained successors have weak extexpérience whereas new paradigms
are likely to emerge from the variety of personglexiences,

- Heir of the entrepreneur can suffer from a ladkself-confidence whereas the
possibility of emergence of new paradigms generadiguires a great confidence in its
personal judgment.

Another characteristic of family firms is to be dmagized. Indeed, this type of
organization is known to be loyal i.e. seeking &zfx the same employees for long periods.
According to Miller et al. (2003), the same polgief recruitment and promotion, for
example, are implemented at the profit of the sameple. The absence of recruitment
implies, however, an ageing of human resourcesnaagiagement in particular (Jenster and
Malone, 1991).



Overall, the prerequisite in external competensesxplained by the contribution in
knowledge resources that outsiders can offer. ¢egatly with internationalization, they
constitute a privileged source of market-specifitowledge. Despite the availability of
increasingly powerful means of communication, muegp delegation of responsibilities
remains necessary because of the geographicahcista

In sum, human independence, implying exclusivelyerimal recruitment and
responsibility transfer, has a notable negative achpon the knowledge base of

internationalizing small and medium family firm.

1.3.3. The relational dimension of independencentation: co-operation and economic

networks

Gray (1995) observes that owner-managers of smais fadhere to an organizational
culture impregnated by individualism and anti-pap@tion. The potential attenuation of
independence constitutes a short or long term tthegplaining probably the weak co-
operative orientation of family SME. Indeed, theageration contains a dynamics which can
make evolve the co-operation to a relation of dlalependence. In fact, the attenuation of the
independence, initially limited to the only fiell agreement, would be extended to the entire
firm (Adam-Ledunois and Le Vigoureux, 1998). Anathexplanation of the weak
organizational networking of family SME can be iodd from the explanations of the
network approach. Belonging to a network impliesgdeled, acceptance of the external
influence. The position of a firm within its netvwkocan influence and is also influenced by
expectations of other actors as for the way it Bhdaehave and interact with other
organizations (Johanson and Mattson, 1988). Coesglgu the position occupied by a firm,
even if it permits access to new and valuable nessu relations and markets, is constraining
because it shapes its role and relations with therdirms.

According to some authors, when they cooperatejlyafinms would choose their
similar i.e. other family firms. Indeed, pursuindpet same principles, in particular
independence, and having a comparable size, theyldwnot constitute a threat to
independencé In summary, family SME exhibits a weak co-opemtorientation and a
disinclination to integrate economic networks (Di#ls and Frohlich, 1991). Consequently,
it is likely to develop a poor knowledge base sitite role of the network can be crucial at

least on three levels. First, through its implicatin a network, a firm can develop a high



awareness of opportunities and threats pertairontstactivities since it is strongly exposed
to environment. Second, its decisions and actioogaderning strategies to be adopted, for
example) can be founded on an imitation of otheremexperienced actors of the network.
Finally, the network allows a direct transfer obkviedge between participants.

In sum, we can argue that the influence of relafiomdependence on the development

of internationalization knowledge is negative.

H3: Independence orientation negatively influeriogsrnationalization knowledge.

1.4. Social networking

The network orientation of the owner-manager arsl family is the last variable
influencing the process of development of intewradlization knowledge. This orientation is
to be distinguished from organizational networkemplyzed in the preceding section. The
family firm shows a weak cooperative orientationtle sense of the pursuit of common
objectives with an economic partner but a strorignbation toward social networking. It
favors social relationships to economic ones thak ralienating its decision-making
independence. The role of social networking in tgw@ent of knowledge is crucial. Overall,
networking was defined as an organizational meamsng to strengthen entrepreneurial
processes. Yli-Renko, Autio and Tontti (2002) olsein addition, that internal and external
social capital influence acquisition and creatidn kaowledge guiding the international
development of technological-intensive new venturéBhe network approach of
internationalization (Johanson and Mattson, 1988)en if it concerns organizational
networks, stresses the seminal role of networkntateon as for the development of
knowledge during internationalization. Transposthg reasoning within the framework of
social networks, social networking appears to bechmimportant for the initiation and
consolidation of international activities of fami8ME. In total, social networking influences
positively the amount of internationalization knedgje of family SME.

Even if a lot of research analyzes the role of @aatnetworks as a support in period
of crises, the way in which social network funcBomand especially with respect to
internationalization is still unexplained. We argbat the role of networking is to be stressed

at least on two levels. Initially, this orientatigplays a valuable role for the trigger of



international activities. Then, the network of maral and family relations contributes to the

choices taken as regards markets to penetratengirydneodes to adopt.

1.4.1. Role of the social networking for the irtittm of internationalization

The social network constitutes a competitive adsvget for SME during its
internationalization. Watkins (2000) find, for exple, that Indian firms (up to 99 % under
family control) are favored compared to firms bgjmg to countries where community and
family relations values are not significant. Thethan explains that social network i.e.
personal contacts established through family, é%eand close relations and also the rooting
of the firm in a community, is the main factor pushthe majority of studied firms to
internationalize. Likewise, Dibben and Harris (2p@tgue that social ties are the key trigger
of international operations as the management wgelderally seek to establish durable
relations and assigns a minor importance to sleont-transactions. Yeung (2000) illustrates
the economic potential allowed through personalfandlial relations. He describes the case
of a Chinese family firm whose international growtfas done in particular through these
relations. Social networking was not only the faicthe owner-manager but also of the entire
family interacting with another family firm estagitied in another country of the region. These
two families, having lived experiences together hading a shared past, decided to initiate a
business trans-border relation and found the a@ss@amplementarities to live this relation
and to make it durable. The trust which exists dbgio purely human relations (at the
beginning) is thus used to propel a business oglati

The family firm relies enormously on its family agbns in the broad sense of the
term during its internationalization. The membefsttee family either assigned abroad or
already present on the foreign markets form “aarmdtionally extended family” (Fan, 1998)
able to mobilize resources and especially knowlemfgmarkets to conquer. This knowledge
permits to reduce uncertainty (Johanson and Valil®é7) because the social ties established
abroad are more capable to evaluate opportunities resks, and manage and govern
effectively the activities. Overall, belonging tn athnic community constitutes an advantage
for internationalizing firms and in particular feamily SME. Solberg (2001) evokes Jewish
tradesmen established during centuries in varisaasaof the world as well as Indian or
Chinese and Pakistani migrations during the sedwfidof the last century as many factors

having allowed the opening of many internationabler routes (Solberg, 2001). In fact, the



cultural proximity, natural honesty and the confide shared between people of the same

ethnic group reduce uncertainty inherent to comrakt@nsactions.

1.4.2. Social networking and international strategjioices

Personal networks (strong and weak “fipsare strategically important to the
internationalizing firm. Their number and qualitgtdrmine the choice capacity of the firm.
The importance of these relations must be emphésizkeast for two aspects of international
strategy: the choice of target country and theahof entry mode.

Choice of target country

Social networks play a significant role in the a®bf the country where efforts of
internationalization will be directed. This choican be made according to the relations
established in this country. Initially, the famifym can target a particular country at the
instigation of members of its network present ors thnarket. Sometimes, between two
alternative markets, the firm will choose that whirholds a personal network because of the
best knowledge of country these ties permit. Initeatd family firm may want to assign its
relations established in this country to the mansge and governance of local operations.
Gallo and Sveen (1996) indicate that the existeridadividuals belonging to the family, in
the broad sense of the term, in foreign countrieald/facilitate the establishment of business
relations with these countries as responsibilitesld be assigned to them. A last factor
pushing the family firm to choose a specific coynteveals the subjective nature of this
decision since the owner-family may want simplyiriteest in his country of origin or "do
something for the country”. Okoroafo (1999) notedeied that ethnic and racial relations
appear to affect choices of country of locatioméérnationalizing family firms.

Another significant aspect has to be emphasize@. [fbrature pertaining to "the
immigrant effect” suggests that immigrants origimgit from a particular host market
constitute a "bridge" between the foreign firm ahts market. Immigrants often have a
significant knowledge of their country of origin carunderstand profoundly the market
culture. The results of certain studies imply ttiegt immigrant effect could be regarded as a

localization endowment for an internationalizingfi



Choice of entry modes

The social ties can also influence the choice dfyemodes on a specific market.
Initially, through the counsel of its relations asished on a market and holding an intimate
knowledge of its functioning, the firm can choosspacific mode of penetration. On certain
markets, these social ties are crucial becausepéayit to introduce the firm into the local
business networks. Without the adequate contduis,irttroduction would be difficult and
even impossible in some markets (Ellis, 2000). i@aerly to the family firm, a
supplementary factor needs to be underlined. Titgarazation would be inclined to privilege
high control entry modes via direct investment mdes to guarantee the implication of its
relations in the business (family, friends of choad). In fact, weak control entry modes
require less control, administration and managenaaak therefore do not allow a strong
implication of the social ties. Consequently, tladerof social ties proves to be more
significant in the case of a penetration througtedi investment than in case of export
operations, since this last procedure implies a t@snmitment of resources and requires in
particular less activity of information search ainternalization. Finally, when the family
wishes to involve or "do something” with its logadrtner, it would choose the co-operative

modes such as alliances with this partner.

H4: Social networking positively influences intetinaalization knowledge.

2. METHODOLOGY AND EMPIRICAL RESULTS

2.1. Methodology

Through a questionnaire, we tested the hypothesesranodel. Prior to this step, we
carried out interviews for an end of validationsoime items forming the questionnaire. The
measurement of constructs is based on the onedrardales existing in the literature and on
the other hand on the development of new scalégebh several empirical studies were first
used to build the study questionnaire. Besides,ntwe scales were developed through the
literature review and an exploratory study. Conrggrinternationalization knowledge, we

adopt a posture which considers knowledge as aureae construct. Indeed, many authors



note that one of the weaknesses of the knowledgeebapproaches is the difficulty if not the
impossibility of the measurement of knowledge.

The questionnaire was pre-tested in order to chackhe validity of content. All the
items, except for the scale of internationalizatkmowledge (Likert scale of 3 points), were
evaluated on a Likert scale of 5 points. The ctilbecof data by questionnaire was carried out
in two stages. Indeed, a year after the first sepydihe questionnaire was re-examined and
revised. An improved version was tested and setitd@ample enterprises.

The strategy of collection of the responses wasiethrout exclusively through
Internet. Two strategies of constitution of the patwere adopted, the first selectagpriori
the relevant firms, the second carrying @itposterior selection. First, a sample was
constituted through the electronic data bases DaadeKompass 1999 and the French “Atlas
of groups and financial links” 2001. The obtainadthple includes 764 family business groups
defined according to two criteria: control of thegpctal and involvement in high management.
The second adopted approach is comparable to theused by Luostarinen and Hellman
(1995). The authors start from a sample of intéonatized Finnish firms and proceed to a
screening in order to isolate two sub-sets: farfilgns and non-family firms. A second
sample was thus formed on the basis various sokKmspass, Associations of exporting
firms, CCI French exporting firms files).

Finally, the study was based on 118 firms belongmgarious industries. The age of
the firms of the sample varies between 5 and 2%4sy@ith an average is 54,8 years. More
than 58% of the firms are controlled mainly by flaeily and approximately 36% of the
firms are still directed by their founders.

After evaluating the reliability and validity of ehitems through exploratory and
confirmatory factor analysis, the model was tedtieugh structural equation modeling
(LISREL). Several iterations were carried out idarto obtain the best interpretable model.
Refinements were operated on the basis of initiabtetical construction and 5 various

models were compared.

2.2. Results

Initially, the evaluation of the reliability of thkems was carried out. It is a needed

condition preceding the stage of the assessmettiteomodel. Indeed, the statistical method



adopted for the explanatory analysis, structurate® (LISREL), must first ascertain the

relevance of the measurement model.

2.2.1. The purification of the scales

This analysis is based first on “conventional” istatal analysis of psychometric
scales purification. Then, a confirmatory analygisunded on structural equations is used.
Indeed, the structure of the scales resulting ftloenfirst series of analyzes has to be verified
through the confirmatory evaluation.

Results of the exploratory factorial analysis

Several exploratory factor analyses were carrietliowrder to obtain stable and
interpretable structures from the initial scalesregapitulation of the retained scales at the
end of this phase is shown in the following taldlalfe 1).

Table 1: Summary of the measurement scales

Dimension Number of items | Scale/Under-scale Retained Cronbach’s
items Alpha
Conservatism 8 (CONSE) 5 0,848
Independence (IndRes) 2 0,703
Resource
Independence
(InDec) 4 0,878
10 Decisional
Independence
Networking 7 (RESEAU) 4 0,906
Internationalization 17 (e})] 15 0,949
Knowledge
Degree of 4 (DOI) 4 0,772
internationalization

Confirmatory factorial analysis



Confirmatory factor analyses were carried out imleorto validate the factorial
structure of each construct of the model, excepttlh@ internationalization knowledge.
Indeed, we choose to use a single indicator far Yariable during the explanatory phase of
the study. Therefore, there is no need to carry @@FA on the basis of the retained
indicators for this variable. Essentially, the aggation of the 15 items contributing to this
construct was made necessary because of the stoorgdations between them. However, the
use of a single indicator in structural equationsdeis is likely to imply identification
problems (Roussel and ali., 2002). Accordingly, tfoee assessment of the causal model, we
had to fix the error variance of the single indicah order to identify the model.

The following table synthesizes the obtained glditaihdices for the first 3 scales.
Overall, the obtained values meet the commonly #ddistandards and thus the
measurement models are accepted.

Table 2: Global fit indices

Conservatism Independence Networking
Absolute 12 ¥2 (ddI=4): 4.46 (P = |42 (ddI=6): 17,69 (P ¥2 (ddI=1): 1,54 (P =
0.34726) =0.007) 0.22)
GFI 0,99 0,95 0,99
AGFI 0,95 0,83 0,94
RMR 0,018 0,031 0,0062
RMSEA 0,031 0,13 0,067
Incremental | NFI 0,95 0,97 1
CFl 1 0,98 1
Parsimony | y2/ddl 1,115 2,948 1,54
PNFI 0,38 0,39 0,17

For the variable “degree of internationalizatiotiie fit indices are not presented due
to the fact that the model is saturated. Yh®f the model is null.

The computation of the indices of reliability andlidity for the various scales is
summarized in table 3.



Table 3: Measurement model fit

CONS IndRes InDec Networking | DOI
Reliability Ksi Rhd 0.866 0,7643 0,8759 0,9229 0,857
Convergent
validity Rho vc (1) 0.566 0,6218 0,641 0,7519 0,6673
Rho vc (2) 0.571 0,6207 0,6388 0,7504 0,6668

The literature assumes good reliability if the wahf Rho is higher than 0.7 or 0.8.
Both “Rh&” of convergent validity are good if thaye higher than 0.5. Here, all the retained
scales satisfy these conditions.

The scale of independence orientation, divided iwto dimensions of resource
independence and decision independence, has te pliseriminating validity. An analysis
making a comparison between the constrained aredfredels confirm the discriminating

validity of the two sub-scales.

2.2.2. Causal analysis

Contrarily to the confirmatory factor analysis, tteusal analysis is carried out on the
basis of the variance-covariances matrix. The m®oé definition, comparison and choice of
models was done mainly on the basis of the critend they2 value which, despite its
disadvantages, allows obtaining a rapid appreciatibthe quality of fit. Furthermore, an
approach needed to reduce the risk of under-ideatiibn is adopted. We had to fix to one the
first parameter, i.e. the first loading of the fimsdicator of a latent variable. This action is
necessary for the dependant variables contrarilggondependent ones.

Several iterations were carried out in order taobto best model. Refinements were

operated on the basis of initial theoretical cargton and 5 various models were compared.

M1 : Relations are those hypothesized in the thisalehodel

M2 : Links between variables CONSE and IndRes aneéndre added

M3: We order the variables in a chain. Schematicétig,model is;: CONSE InDec-> IndRes> Cl > DOI
with, of course, the influence of RESEAU (Netwoiiiron Internationalization knowledge.

M4: A link between IndRes and DOI instead of Cl isabished. In addition, we re-establigtetlink betwee

CONSE and IK.
M5: In the model M2, we broke the link between CONgia Cl and we add a relation between CONSE




InDec.

A description of the 5 models is made in tabl@lde comparison of the fit indices of
the different models as well as the total percemtagexplained variance permit to choose the
most parsimonious model and best adjusted witletmgirical data.

Table 4: Comparison of fit indices between tested odlels

Fit indicator | M1 M2 M3 M4 M5
111,09 108,45 92,22 75,37 74,85

x2 (P=0,98791) | (P=0,9926) |(P=0,999) | (P=1,00) (P=1,00)

ddl 147 147 148 147 147

GFI 0,91 0,91 0,92 0,94 0,94

AGFI 0,88 0,89 0,9 0,92 0,92
Absolute SRMR 0,12 0,12 0,081 0,064 0,064

NFI 0,75 0,76 0,8 0,84 0,84
Incremental CFlI 1 1 1 1 1

y2/ddl 0,7557| 0,7377| 0,623 0,5127| 0,509
Parsimony PNFI 0,64 0,65 0,69 0,72 0,72

R Sum (CI

and DOI) 0,91 1 0,71 0,99 1,01
Explicative power | R* Sum 0,91 1,48 2,07 2,15 2,21

The table shows that model M5 exhibits a bettewiih the empirical data even if its
guality is very close to that of model M4. Finallye adopt M5 as a final model which would
be subject to interpretation.
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Figure 2: Model M5 — diagram of the linear relations (standardized parameters)

The examination of the results allows suggestiag &is for the studied sample:

- Internationalization  knowledge positively inflees the degree  of
internationalization of the firm (H1 confirmed).

- The conservatism of family SME does not directhfluence the level of
internationalization knowledge. The influence ofnservatism on internationalization
knowledge is exerted only through the decisionalatision of independence orientation (H2
partially confirmed).

- The independence orientation of family SME, theith its two dimensions
simultaneously (decisional and resource indepergjemdoes not significantly influence
internationalization knowledge. Contrary to deamsib independence which influences
indirectly the degree of internationalization (tkan to the intermediation of
internationalization knowledge), resource indepecdeinfluences directly the dependant
variable. The mediation of internationalization Wwhedge of is thus not totally proven (H3
partially confirmed)

- Social networking positively influences the ambuaof internationalization

knowledge (H4 confirmed).

Table 5: M5 model - Estimates of the parameters dhe causal relations



Measurement model Structural model
Error
Item Lambda | T variance | T R2 Parameter Estimate |T
Cl conin 1]- 3,35 - 0,97| Cl € NETWORK 5,31| 5,02 (1,06)
DOI Zcaetran 1)- 1,36/ 6,05 (0,22) | 0,31| Cl €« InDec -4,59| -3,44 (1,33)
Zeffetra 1,1| 4,07 (0,27) 1,23/ 5,49 (0,22) | 0,37| DOI « ClI 0,02 2,62 (0,01)
Zactfetr 0,96 3,81 (0,25) 1,41/6,23(0,23) | 0,29| DOI < IndRes -0,05| -3,21 (0,16)
CONSE consl 0,8(5,88 (0,14) 1,35/ 6,56 (0,21) | 0,32| InDec €& CONSE 0,82| 3,52 (0,23)
cons2 0,79| 5,76 (0,14) 1,38/ 6,61 (0,21) | 0,31| IndRes¢< CONSE 0,73| 3,23 (0,22)
cons3 0,85 6,30 (0,14) 1,27/ 6,34 (0,20) | 0,36/ R?2
cons? 0,62 4,36 (0,14) 1,62|7,12(0,23) | 0,19/ R2(Cl)=0,40
cons8 0,71| 5,09 (0,14) 15(6,89(0,22) | 0,25|R2(DOI)=0,61
IndRes ind2 0,64 3,40 (0,19) 1,59| 6,62 (0,24) 0,2| R2(IndRes) = 0,53
ind4 0,91 3,86 (0,23) 1,18/ 4,72 (0,25) | 0,41| R2(InDec) = 0,67
InDec ind5 0,83| 4,04 (0,21) 1,31{ 6,41 (0,20) | 0,35| Disturbances
ind6 0,81 3,97 (0,20) 1,35/ 6,52 (0,21) | 0,32|Cl 74,5| 5,97 (12,48)
ind7 0,81| 4,00 (0,20) 1,34| 6,48 (0,21) | 0,33| DOI 0,24| 1,76 (0,14)
ind8 0,89| 4,15 (0,21) 1,21/6,11(0,20) | 0,39| IndRes 0,47
NETWORK | netw4 0,71 4,94 (0,14) 1,51/6,81(0,22) | 0,25|InDec 0,33
netwb 1]7,33(0,14) 1,01| 5,04 (0,20) 0,5
netwoé 0,88| 6,37 (0,14) 1,23/ 6,00 (0,20) | 0,39
netw7 0,93| 6,75 (0,14) 1,14/ 5,67 (0,20) | 0,43

In sum, the data allows to make the following olsagons:

- Firstly, the development of knowledge during thiernationalization of family SME
is subject to the influence of decisional indepemge Fearing the opening of its capital to
external partners and avoiding capitalistic invahest of non-family management, the family
SME commits itself to a rigid strategic paradigmeyanting from the development of a
significant international competence. Indeed, tbgndtive contribution of outsiders to the
vision and choices of the firm is crucial. In addit trying to avoid external interferences in
decision-making through the devotion to internakrugment, this entity could be
handicapped in its development by the lack of fraisth new knowledge and external points
of view.

- Secondly, the model shows that decisional indéeece is influenced (significantly

and more than resource independence) by conservalisis is not surprising since we can



conceive this two variables, i.e. conservatism ampendence orientation, as located at
different hierarchical levels, the first constihgia context in which the second is exerted.
The independence orientation can be regarded asnHrefest expression of the firm’s
conservatism. Besides, the influence of consematisn the resource dimension of
independence is not to be ignored even if it is sighificant out of the bivariate statistics
(correlations between the two constructs). In swimen the influence of conservatism is not
exerted directly through decisional independentceglies on resource independence in the
chain connecting it to internationalization knowged Conceptually, the conservatism of the
firm, through its “government” and “risk” dimensisn logically implies an attitude of
avoidance of the outside and a fear of loss ofrobnthis could be understood since the firm
constitutes the wealth to be transmitted to thet gexerations. Consequently, conservatism
and the resulting independence orientation mighiseaa certain prejudice to the firm’s
growth. As Eriksson and ali. explain (2000), theawevariation which could result from
conservatism implies a weak international expositnd exerts a negative influence on the
development of internationalization knowledge amel tivo dimensions of market knowledge
(operational and institutional).

- Thirdly, as postulated, social networking is d$iigantly and positively associated
with internationalization knowledge. The reason emdng this orientation is the access to
rare and crucial resources needed for a speciftegfic direction. The family firm privileges
the establishment of social networks more than &reconomic networks. Therefore,
initiation, development and maintenance of sodks fare crucial for the acquisition and
development of the firm’s knowledge base. In patécg the role of networking during
internationalization is significant. The literaturgtresses the strategic importance of
knowledge originating from outside the organizatrather than internal knowledge which
could exhibit redundancy and weak adequacy to thtermal requirements. Therefore,
profiting from trust and confidentiality guarantebg its partners and social relations, the
family can devise an entire strategy of networkimgends of development and acquisition of
knowledge.

The basic postulate on which all our models arestanted is the fact that
internationalization knowledge is preceding i.enstduting the cause of internationalization.
All tested models confirm this relation. Even ifslpostulate is restrictive because the degree
of internationalization can depend on other vadapit is obvious that internationalization
knowledge plays a crucial role in the internatioth@elopment of SME. This logic is founded

on an assumption of linearity between internati@asion knowledge and degree of



internationalization. Currently, this argument &irly challenged. For example, Petersen and
ali. (2002) argue that knowledge is not only beriafito the internationalization and that in

certain circumstances more knowledge might linnthfs internationalization.

3. Implications: specificities of learning and knowledge development within family SME

The characteristics of conservatism, independerieatation and networking strongly
influence the processes of organizational learaind knowledge development within family
SME. The justification of this specificity is due the fact that this entity shows:

- First, the overlapping of "family" and "comparggheres: the family sphere realizes

a unique contribution because it constitutes a leapgntary source of knowledge

inbound to the company compared with a firm withiaumily involvement,

- Then, the frequency of the exchanges within thgawization: the processes of

exchange of piece of information and knowledge tgtace not only in the

organizational context but also and especially he family context. The family
meetings constitute, for example, supplementarasioos of exchange and sharing of
knowledge.

Two consequences are to be analyzed. In this enligy activities of learning and
development of strategic knowledge are centereith@family encouraging causal ambiguity.
The second phenomenon is that within the familygwedge is preserved and perpetuated

through a process of intergenerational transfer.

3.1. The family in the heart of the processes @imrdge development

The analysis of the conservatism and independenestation raises questions about
the efficacy of the organizational memory withie flamily firm. What are the mechanisms of
preservation of knowledge within the family firm%i$ organization runs specific risks

because of the singularity of the mechanisms oiedge management.



The typical paternalistic management of the farfitty which implies a centralization
of power and decision allows obviously the flextlilof the organization. But, at the same
time, it influences the processes of learning aedetbpment of knowledge which are
henceforth centered on the family sphere. The faholds the monopoly of the acquisition,
sharing and transfer of knowledge within the orgation. Taking advantage of its rights of
decision and control, the family dominates the nganaent of knowledge. Overall,
internalization of strategic knowledge would benarily the fact of the owner-manager and
his family. Then, the family firm shows a weak sdi@ation of strategic knowledge out of the
family circle. In spite of the contribution theygwide to the development of the knowledge
base, outsiders are likely to be excluded. Thenessef knowledge, i.e. its tacit component,
being mainly acquired by the family members, thera tendency to limit its diffusion. There
would be, consequently, a conscious will of the aggament of not engaging a process of
externalization. Firms whose “familiness” (Habbenstand Williams, 1999) is weak would
behave differently and tolerate sharing activitedsstrategic knowledge management with
outsiders. This sharing should have a beneficfacebn the construction and development of
the organization’s knowledge base because of theetyaand richness of externals’
contributions.

Therefore, because of its founding natural charsties, the family firm nurture
mechanisms which reinforce the causal ambiguity I§pfe and Winter, 1982) by
strengthening the voluntary effort to avoid eitheoo fast imitation or the loss of knowledge-
based resources if the individual or the group ingldt leave the organization (Arrégle,
1995). The family firm is quite inclined to privde mechanisms of protection of
knowledge such as:

- Strengthening the tacit aspect and avoiding fdimma,

- Voluntarily maintaining the complexity.

In short, family firms show an inclination to comteate the processes of knowledge
management around its tacit dimension by encougagrformation contrarily to the explicit
element.

However the weak externalization of knowledge cedplvith the avoidance of
sharing outside the family causes serious risksst,Fan obvious risk of deterioration is
present because of the weak importance of the magonal protection mechanisms and the
strong reliance on individual memory. Particulatty Chinese family firms, Tsang (1999)
observes that they can be classified as "the omeinsitution” within Shrivastava’s (1983)

typology. The owner is the man “who is knowledgeahbout all aspects of the business,



(and) is the key broker of organizational knowledge acts as a filter and controls the flow
of information to and from every important manag@hrivastava, 1983, p. 20). In sum, even
if the family firm exhibits a weak erosion of knadge because of the weak rotation of
directors, an important risk is inherent to therguality of a sudden loss of a key member of
the family and the company. The organizational mgnod the family firm is fragile. Thus,
even if operational knowledge gained from the dadtivities and profiting to the operational
management team is better protected from extinctloan strategic knowledge held primarily
by the owner-manager and the members of his faisiéndangered. Moreover, we suggest a
risk of erosion of knowledge due to the fragmeptatcaused by successions that do not
preserve the unity of the firm. There is indeedisk 1of "fragmentation” of the strategic
knowledge if the company is shared between thenfiatesuccessors. This risk would be less
pronounced if a prior sharing of knowledge withsadé directors had been engaged.

In summary, in order to protect experience and kadge acquired from its activities,
which could be lost with the departure of the pereothe team holding it, the organization
have to set up mechanisms of sharing and diffusibme. solving of the problems of diffusion
and transfer of knowledge can, in the case of #mily firm, be founded on a specific

process: the intergenerational transfer of knowdedg

3.2. Intergenerational transfer of knowledge: mearigiowledge preservation

Mechanisms inciting to intergenerational transférkaowledge must be set up
because of the negative impact of conservatismirahgbendence orientation on knowledge
and due to the fragility of family firm organizatial memory. The process of transfer of
knowledge through generations is thus crucial toabde to maintain the competitive
advantage of the firm. It is important to operatisdinction between the strategic knowledge
on one hand and the operational knowledge, on ther dvand. Strategic knowledge is the
competence generally held by the management impliedecision-making. Operational
knowledge is that used or acquired by employeesfraoted to daily operational
management. In fact, the modes of appropriatiothe$e types of knowledge are different.
Ward and Aronoff (1996) make a similar distinctibetween the acquisition of business
knowledge and the acquisition of leadership caacitnitially, the successor has to be able
to acquire and use the operational knowledge waidompasses the founding know-how of

the company. But the learning of the successoroigemmportantly about strategic knowledge



stemming from the experience of direction acquingdthe predecessors. It is a question of
passing on not only the content of knowledge fongdhe advantage of the firm but the way
of operating and of running business. Indeed, rtiiester concerns a managerial competence
of direction, in our case relative in particulartie international operations of the firm.

Competence being a competence in action (Le Boi®&94), the successor has to
show competence i.e. that he can act with competéwat subject to be formalized, the most
suitable strategy of transfer of strategic knowkedguld be observation that young managers
make supplemented by a process of action learflihg.predecessor has to delegate to the
potential successor increasingly significant missidrhus, the successor has to learn from his
actions, discoveries and interactions and also fnsexperiences and the observation of his
peers (Hugron and Boiteux, 1998). The learninghef successor is grounded mainly on an
intense process of socialization. Indeed, stratégiowledge is shared within the family
management and communicated to potential succedsossim, transmission is less about
content of knowledge than a methodology of probsaiwing.

Intergenerational transfer of knowledge within fimifirms is nevertheless
problematic. Cabrera-Suarez et al. (2001) ideftify obstacles against knowledge transfer:

- Characteristics of transferred knowledge, itsseshambiguity,

- Characteristics of the source (the predecessareapecially its lack of motivation,

- Characteristics of the target (the successos):albsence of motivation, limited
absorptive and retention capacity,

- Context of the transfer: sterile organizationahtext or difficult relations between

the predecessor and the successor.

Conclusion

To our knowledge, this research is the first okited to examine the knowledge-based
processes in family businesses. Despite its valis many weaknesses. A major weakness
is the absence of a synchronic approach as thendape and independent variables are
measured at the same moment. A more longitudinadoagh would be valuable to analyze
the causal relationships between the independeiaiblas and internationalization knowledge
and degree of internationalization. A second litiotais that the characteristics of the sample

may limit the generalizability of the results.



The fact that some other potentially important ales influencing knowledge
development during internationalization are omittedtheoretically critisizable. Indeed,
several family SME specific variables could bringc@mplementary understanding to the
internationalization process: age of the firm, colling generation, governance mechanisms
(such as the reliance on a board of directors}ednnological intensity, etc. Other factors
such as perceptions of managers about internatzatiah benefits, or resources controlled by
the firm constitute important variables that hawdeé taken into account in a future research.
Besides, our research does not account for sonenaktvariables explaining knowledge
development and internationalization degree. I, thar model shows the major limit of its
exclusive focusing on knowledge as a determinamtefnationalization degree. Many other
factors are potentially important in explainingstiphenomenon (Sullivan and Bauerschmidt,
1990). For instance, the size of the foreign markean important explanatory factor of
internationalization knowledge acquisition.

Even if conservative behavior can be justified ase& of extreme uncertainties or
abnormal risks weighing on the economic environments, nevertheless, criticizable.
Conservatism establishes an attitude and a thinkosjile to renewal. Yet, the theories of
organizational learning stress that the commitmanimanagement team is an essential
condition to the trigger and success of internaii@ation. A strong and committed
management is necessary in order to motivate thantration and to help it overcome the
difficulties. Since human capital of the familyrfis shows positive characteristics of strong
commitment, cordial, friendly and close ties, ahd potential allowing for a deep specific
tacit knowledge, we can suppose that this organizatan be favored (compared to its
counterparts) during organizational learning. Aditan is that family SME could draw from
its human resources, the necessary commitmentuggde against the forces of conservatism.
In order to obtain human resources commitments ineécessary to involve all levels of
direction and management during the reflection gladning of international activities and to
sensitize them to the importance of their implicatior the success of this orientation. The
presence of a strong personality (generally thadeu or the owner-manager) who motivates
the employees and bring them together to achiegeotfanizational goals is essential. In
particular, the owner-manager should realize theefis of internationalization, supports and
encourages the process. He also could transmitkiiovledge accumulated through his
personal commitment to other family members (Ts&al299). Thus, in spite of a rigid

organizational structure, the owner-manager cah fes organization towards flexibility and



change. More generally, the organization must cagmesture and adopt a positive attitude
and open-mindedness.

In addition, family SME needs to tolerate an attgimn of its independence on the
financial and human plans. The policy of conseoratof financial independence can
constitute a significant barrier to future growthdainternationalization because the internal
financing can be insufficient. Indeed, financiakds appear during the phases of commercial
prospecting, establishment and become more imgortdh the increase in working capital
requirement (Hirigoyen, 1995). Internationalizatiohthe family firm thus depends on its
tolerance to external financial intervention ast tbalocal investors or specialized venture
capitalists (Gallo et al., 2002). The recoursedature capital financing would avoid, indeed,
the increase in risk normally due to increase intdevel. Either, the firm should not avoid
turning to banking debt but should benefit from ttagious formulas of loans designed for
exporting firms. Studying family firms committed imternational strategic alliances, Gallo et
al. (2002) indicate that they become less retiterthe opening of capital as the need for
investing resources in order to accelerate intenalization becomes urgent and the
experience of management as for the sharing andeceation of power in alliances
accumulate. Opening up, the family firm can faatht its access to capital by the
institutionalization of appropriate governance nmathms. In order to ensure that aspirations
of capital suppliers, on the one hand, and thoskeofamily, on the other hand, are taken into
account simultaneously for decision-making and gitisf organizational goals, Davis et al.
(2000) recommend a dual structuring of organizaiagyovernance processes. Family SME
must, in addition, overcome its human independentd seek outside for these valuable
resources. This can be done through a processadiillfation” i.e. incorporation to the
dominant family of certain external elements thitoadjiances and marriages. Justified by the
quality of the relations established with thosegbeand by their honesty and value in the
eyes of the family, these processes are very stiage Indeed, they indicate a relative
broadmindedness and an attenuation of the indepeadstitude. Also, family SME can open
up through its natural tendency to networking whictild allow for an intense exposure to
international economic environment.

Schematically, not only small and medium familyrfg internalize and develop weak
knowledge but they also externalize and sharetla khowledge. The risks associated with
this knowledge strategy are the possible extincobrvaluable knowledge. Therefore, the
process of knowledge transfer through generatioosldvbe crucial to the family SME in

order to be able to maintain its competitive adagat In addition, if know-how is the core



resource underlying this competitive advantage ftiteritransferability” will determine the
period during which its holder will obtain retur(Spender, 1996). In sum, small and medium
family firms have to implement a deliberate strgtefj knowledge preservation through, for
instance, externalization @irticulable tacit knowledge and socialization of narticulable
knowledge with external managers (Nonaka and Tdkeuk998). This strategy is not

optional but could be vital to ensure the survivalhese firms.
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