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Abstract 

TMT CHARACTERISTICS THAT POSITION FAMILY FIRMS FOR SUCCESS: 

EXAMINING THE EFFECTS OF HUMAN CAPITAL, NON-FAMILINESS, 

ENTREPRENEURIAL ORIENTATION, AND TRANSACTIVE  

MEMORY SYSTEMS 

Drake Mullens, PhD 

 

The University of Texas at Arlington, 2013Y 

 

Supervising Professor: Susanna Khavul 

Entrepreneurship is critical to family firm growth, profitability, and survival 

(Zahra 2005); however, entrepreneurship remains understudied in the family business 

context (Zahra and Sharma, 2004). Limited extant research suggests family firms act less 

entrepreneurially than their non-family counterparts but performance enhancements result 

from entrepreneurial actions (Litz and Klesen, 2001). Consequently, I explored the 

effects of human capital and non-familiness in the top management team on the group’s 

transactive memory system (Wegner, 1987) and the organization’s entrepreneurial 

orientation. In my sample, human capital in the top management team was positively 

related to the team’s transactive memory system. Similarly, human capital was positively 

related to the firm’s entrepreneurial orientation. Contrary to my expectations, non-family 

managers’ participation in the top management team, referred to henceforth as TMT non-

familiness, was not significantly related to the firm’s entrepreneurial orientation. As 

expected, TMT non-familiness detracted from the group’s transactive memory system.  
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 Additionally, family firms have been described by stagnancy (Daily & Dollinger, 

1992), limited growth prospects (Gumpert& Boyd, 1984), and nepotism (Vinton, 1998). 

However, I argued that the organization’s transactive memory system and entrepreneurial 

orientation serve as mechanisms to leverage the talents of employees and bolster 

organizational performance. I found that a firm’s entrepreneurial orientation is an 

important mediator of the relationship between human capital and performance.  I also 

explored the relationship between entrepreneurial orientation and business sustainability, 

which has largely been ignored (Hall, Daneke, and Lenox, 2010).  I found mixed results 

for the aforementioned relationships.  Transactive memory systems are not significantly 

associated with organizational performance. However, entrepreneurial orientation relates 

positively to financial performance, social performance, and environmental performance. 
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Chapter 1 

Introduction 

1.1 Introduction and Contributions of the Study 

As a researcher with historical involvement in family businesses, I continually 

ask myself what it means to be a family business. While the answer seems imminently 

apparent from a practical standpoint (i.e., a business run by a family), the question has 

perpetuated a debate in the family business literature. Similarly, the boundaries of the 

academic field remain porous (Wortman, 1994).  The entire field of family business rests 

on the assumption that family businesses are different from non-family businesses. If 

family businesses are not a distinct organizational form, there is no need for the academic 

field or a theory of the family firm (Chrisman, Chua, Sharma, 2003). However, the 

literature is replete with research that establishes differences between family and non-

family firms. At the highest level, Anderson and Reeb (2003) demonstrated that Standard 

and Poor’s 500 firms under the influence of families outperform those that are not 

controlled by families.  

 Differences between family and non-family businesses have also been observed 

across a multitude of other factors, including policies and ethics (Adams, Tashchian, and 

Shore, 1996), succession (Fiegener, Brown, Prince, and File, 1996; Gomez-Mejia Nunez-

Nickel, and Gutierrez, 2001), environmental perceptions (Chrisman, Chua, and Steier, 

2002), strategies and structures in the international context (Tsang, 2002; Zahra, 2003), 

governance (Randoy and Goel, 2003), and a portfolio of performance indicators (Gallo, 

1995; McConaughy and Phillips, 1999; Westhead and Cowling, 1998). Therefore, 

cumulative empirical evidence suggests that there are tangible differences between family 
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and non-family businesses. However, some research failed to find significant differences 

(Coleman and Carsky, 1999; Gudmundson, Hartman, and Tower, 1999; Westhead, 

Cowling, and Howorth, 2001; Welsch, Hills, and Hoy, 1995), thereby suggesting the 

nature and degree of differences between family and non-family firms need to be further 

examined.  

 The resource-based view of the firm (Wernerfelt, 1984 and Barney, 1986, 1991) 

is a predominant theory that has been used to explain differences between family and 

non-family firms. Applying this theory, researchers have sought to identify resources 

unique to family firms that can be sources of competitive advantage.  Habbershon and 

Williams (1999) were among the earliest to apply RBV to family firms and coined the 

term “familiness,” which describes “…the idiosyncratic firm level bundle of resources 

and capabilities resulting from the systems interactions” (p. 451.  More generally, 

familiness refers to resources created by the interaction of family and business. However, 

Chrisman, Chua, and Steier (2005) noted, “…we do not yet fully understand sources or 

types of familiness (p. 238). Moreover, specific components of familiness remain elusive 

and some have referred to familiness as a “black box” (Pearson, Carr, and Shaw, 2008). 

Due to the limitations of defining familiness, five sources of family firm capital were 

identified by Sirmon and Hitt (2003) to differentiate family firms from non-family firms: 

human, social, survivability, patient, and governance structure. Of these five source 

capital, human capital is often viewed as the most fundamental (Dyer, 2006). I seek to 

extend these streams of research by identifying additional resources that can contribute to 

advantages in family firms.  
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As shown in Figure 1.1, I examine the impact of top management team human 

capital on the organization’s entrepreneurial orientation (EO) and the top management 

team’s transactive memory system (TMS). The idea is that human capital is a resource in 

firms that contributes to organizational performance is well-established (Hitt, Bierman, 

Shimizu, and Kochhar, 2001; Baum and Silverman, 2004; Cooper, Gimeno-Gascon; 

Woo, 1994); however, I hypothesize a mediated relationship between human capital and 

performance.  I argue that human capital should be strategically acquired, developed, and 

leveraged to facilitate opportunity and advantage seeking behaviors (Ireland, Hitt, and 

Sirmon, 2003).  Further, I posit that leveraging human capital has an effect through two 

mediators: EO and TMS.  The organizational EO serves as a mechanism to harness the 

talents of the top management team for the benefit of the organization. Although a firm 

may have high levels of human capital, it will not realize the potential of its human 

capital without a high EO. When opportunities are identified, either purposely or 

serendipitously, there may be inaction in the absence of innovativeness, proactiveness, 

and risk taking perspectives (Covin and Slevin, 1987).  Research demonstrates that higher 

levels of human capital facilitate the identification of more and superior opportunities for 

family firms in the construction and automobile industries (Davidsson and Honig, 2003). 

Thus, human capital is hypothesized to positively relate to organizations’ EO. 

In addition to the important relationship between human capital and EO, human 

capital bolsters the ability of TMT members to work effectively together through a TMS 

in the top management team (Wagner, 1987). Human capital is compulsory for effective 

teamwork. Conflict resolution, collaborative problem solving, communication, goal 

setting and performance management, and planning and task coordination represent 
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human capital that enhance the ability of group members to work coherently together 

Stevens and Campion (1994). Cognitive ability was positively related to group 

performance in teams of systems analysts (Hill, 1982). In a lab study, Williams and 

Sternberg (1988) demonstrated cognitive abilities were associated with group 

performance.  Teams higher in general mental ability were associated with team 

performance and viability according to their supervisor ratings (Barrick, Stewart, 

Neubert, and Mount, 1998). Though the literature is devoid of examination of the 

relationship between human capital and the TMS construct in its totality, there has been 

consideration of the relationship between human capital and components of TMS. For 

example, human capital allows group members to better coordinate their actions (Stevens 

and Campion, 1994; Edwards, Day, Arthur, and Bell, 2006). Human capital results in 

group member specialization because the distribution of knowledge is better understood 

in the group, members recognize others’ expertise, and develop their own expertise (Faraj 

and Sproull, 2000). 

Sonefield and Lussier (2009) were amongst the first to introduce the notion of 

non-familiness. Non-family top managers bring with them unique biases, goals, values, 

management styles and characteristics that can erode the defining attributes of a family 

business. I assess TMT non-familiness in this dissertation by examining the proportion of 

non-family managers contained on the TMT. Thus, I will now discuss the deleterious 

effects non-familiness has on the TMS (Wegner, 1987). Non-family members’ 

participation in family businesses’ top management will bring both job-related and 

psychographic diversity.  Diversity in the top management team can reduce 

communication (Zenger and Lawrence, 1989), increase turnover (Wagner, Pfeffer, and 
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O’Reilly, 1984), and create disharmony (O’Reilly, Snyder, and Boothe, 1993) all of 

which can detract from the top management team’s coordination, credibility, and 

specialization. The literature universally postulated positive outcomes when non-family 

managers participate in family businesses (Chrisman, Chua, Kellermans, and Chang, 

2007). The belief is the presence of non-family managers indicates the firm is 

professionally managed, legitimate, and additional skills are available to the organization.  

However, as suggested by Sonifield and Lussier (2009), further research is needed to 

determine at what point non-family managers and the resultant non-familiness detract 

from organizational performance.  This research departs from that notion that non-family 

managers universally benefit the organization in that I hypothesize disruption to TMT 

TMS as TMT non-familiness increases.  

However, the net effect of non-family managers on organizational performance 

may still be positive due to enhancements in entrepreneurial orientation stemming from 

the diversity and the associated benefits (Haleblian and Finkelstein, 1993). Diversity that 

non-family managers will bring to bear on decisions increases the perspectives and 

insights available to the team. These diverse perspectives and insights foster creative 

alternatives in decisions, effective decision making, and high-quality decisions (Cox, 

1994, McLeod, Lobel, and Cox, 1996). Therefore, non-family members’ contribution of 

human capital to an entrepreneurial orientation originates from their ability to contribute 

creative and effective organizational strategies which can result in strategic alternatives 

for the firm (Richard, Barnett, Dwyer, Chadwick, 2004).  

In the second part of the model, I hypothesize a positive relationship between 

organizations’ TMS and EO with organizational performance. Additionally, I posit a 
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positive relationship between entrepreneurial orientation and sustainability.  Interestingly, 

based on my search of the literature, the literature is devoid of the establishment between 

TMT TMS and organizational performance. Within the strategy literature, TMT 

demography has a long history. TMT characteristics are associated with organizational 

level outcomes. For example, unctional backgrounds, educational attainment, and 

organizational tenure increased the propensity for action and the magnitude of the actions 

undertaken (Hambrick, Cho, and Chen,  1996); heterogeneity amongst TMT size and 

tenure resulted in organizational innovativeness (West and Anderson, 1996); international 

experience predicts firm internationalization (Carpenter, Pollock, and Leary, 2003). 

Group TMS is positively related to group performance across a multitude of studies 

(Lewis, 2003; Austin, 2003; Liang, Moreland, and Argote, 1995; Moreland, Argote, and 

Krishnan, 1996) Thus, I expect TMT TMSs to be positively related to performance at the 

organizational level. Though the results between EO and organizational performance 

remain equivocal, the majority of the evidence suggests that EO does positively relate to 

firm performance (Covin and Slevin, 1989; Hult, Snow, and Kandemir, 2003; Lee, Lee, 

and Pennings, 2001; Wiklund and Shepherd, 2003; Dimitratos, Lioukas, and Carter, 

2004; Lumpkin and Dess, 2001; Zahra, 1991; Unger, Rauch, Frese, and Rosenbusch, 

2009). Moreover, an argument can be made that the positive relationship is stronger in 

family businesses which are founded upon successful paradigms, assumptions, and biases 

of the founder and the family members involved in the business (Ward, 1987). The 

cognitive schemas of founding families are not amenable to adaptation in an increasingly 

turbulent business environment (Hamel, 2000).  
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As sustainability becomes a more important topic of research across academic 

disciplines, entrepreneurship research has failed to consider the import of sustainability in 

contemporary business environments and engage in meaningful discussions (Hall, 

Daneke, and Lenox, 2010). There are compelling arguments that can be made about a 

relationship between EO and sustainability initiatives. Financial investments are 

necessary to develop sustainable organizations. The investments are made with 

uncertainty in benefits; family firms have limited ability to predict how consumers will 

respond to initiatives (Waddock and Graves, 1997. In some cases, consumers may view 

sustainability investments as exploitive (Devinney, 2009).  Further, to develop such 

initiatives, family firms must proactively seek out opportunities for environmental and 

social initiatives.  

1.2 Overview of the Dissertation 

Chapter 1 sought to highlight substantive gaps in extant strategic management and 

entrepreneurship literatures where this dissertation makes contributions. The primary 

contributions this dissertation makes are as follows.  

1. Establish human capital as an antecedent of entrepreneurial orientations in family 

firms 

2. Identity and explain how non-family members enhance EO but simultaneously  

impede the development of TMSs 

3. Establish EO and TMS as mediators of the relationship between human capital 

and performance in family firms.  

4. Establish a relationship between EO with sustainability in family firms 
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Chapter 2 examines literature on family businesses, human capital, EO, TMSs, and 

sustainability to establish a basis for this research. In Chapter 3, I developed hypotheses 

to explain the relationships between TMT human capital with EO. Additionally, I 

hypothesize a mediated relationship with organizational performance where TMS and EO 

are the mediators. Chapter 4 describes the methods to be employed in this research. In 

that chapter, I describe the sampling frame, measurement of constructs, and the analysis 

techniques. Chapter 5 reports the results of my analyses, and this dissertation concludes 

with Chapter 6 wherein the limitations and suggestions for future research are considered.  

The conceptual model examined herein is presented in Figure 1.1.  
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Figure 1.1: Conceptual Model 
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Chapter 2  

Literature Review 

2.1 Family Businesses 

 
The study of family businesses was first reported in the early 1980s by 

researchers with personal interest in family businesses (Zahra and Sharma, 2004). 

Specifically, early family business research was carried out by academics with ties to 

family firms in the form of consultative relationship. As a result, the 1980’s research 

lacked scientific rigor, as academic research was secondary to the consultative work 

(Handler, 1989; Wortman, 1994). The founders of family business research examined the 

issue most critical to family business owners which, at the time, was succession planning 

(Zahra and Sharma, 2004). Thus, early family business research largely examined how to 

transfer the firm from one generation to the next (Handler, 1989). Dyer and Sanchez 

(1998) reviewed 186 articles published in Family Business Review between 1988 and 

1997 and observed the majority of articles still focused on succession. However, they 

noted 15 or more articles were also published on interpersonal family and business 

dynamics, firm performance, consulting to family firms, and gender and ethnicity in 

family firms. Thus, both the quantity and quality of research has increased profoundly. 

However, the lack of consensus on the definition of a family firm, both conceptually and 

operationally, has hindered the development of the field and advancement of knowledge 

A key challenge in the development of any field of research is establishing a 

conceptual and operational definition—a challenge to which family business research is 

not immune. Definition of the entity or phenomena under investigation is paramount to 
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the advancement of knowledge. In that vein, Handler (1989) emphatically asserted that 

the challenge for the study of family firms is defining what it means to be a family firm.  

The absence of a universal definition for family businesses is not indicative of a lack 

effort.  Scholars have reviewed extant definitions and attempted to synthesize those 

definitions by offering their own modified definition (Chua, Chrisman, and Sharma, 

1999; Handler, 1989; Litz, 1995). Unfortunately, for the development of the field, none 

of the posited definitions have “stuck” or become widely accepted (Handler, 1989).  

Astrachan, Klein, and Smyrnios (2002) suggested, through their F-PEC scale, that the 

definition of family businesses should allow for heterogeneity. That is, family firms 

should be assessed on a continuum which permits firms to vary in their degree of 

familiness. The F-PEC scale was developed by Astrachan, Klein, and Smyrnios (2002) to 

enable the assessment of family influence on a continuous scale rather than use a 

dichotomous, yes or no, variable.  Three components are considered in assessing family 

businesses (power, experience, and culture). (1) The power subscale measures ownership, 

governance, and management and the degree to which family is involved in each of these. 

(2) The experience component subscale measures generation of ownership, generation 

active in management, generation active on the governance board, and the number of 

contributing family members. (3) The culture subscale measures overlap between family 

values and business values and the family’s commitment to the business. 

Though nice in theory, the scale is difficult to implement in practice. Thus, 

researchers, even since the scale’s introduction, have primarily relied upon ownership 

and the TMT composition in the study of family firms (Daily and Dollinger, 1992;  Dyer 

and Whetten, 2006; Gomez-Mejia, Nunez-Nickel and Gutierrez, 2001; Kellermanns and 
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Eddleston, 2007). In addition to ownership and control, some researchers have defined 

family firms by whether or not the firms consider themselves to be family firms 

(Westhead and Cowling, 1998); although, this definition has also faced its share of 

criticism (Chrisman, Chua, and Sharma, 2003). In this research, I defined family firms as 

firms that (1) have a significant amount of family ownership, (2) have family members in 

top management, and (3) characterize themselves as family firms.  Therefore, family 

firms are those that are managed by a family, controlled through ownership, and identify 

as a family business. Previously, I established that tangible differences do exist between 

family and non-family businesses. Thus, I will review the most prominent theories to 

explain the behaviors of family firms and the differences between family and non-family 

firms. 

2.1.2 Resource-Based View 

The resource-based view (RBV) of the firm (Wernerfelt, 1984 and Barney, 1986, 

1991) is commonly used to explain advantages derived by family firms in the market. 

Specifically, these scholars use the term “familiness” to describe a range of resources 

created by the interaction of family and business that can be a source of competitive 

advantage for family firms (Cabrera-Suarez, De Saa-Perez, and Garcia-Almeida, 2001; 

Habbershon and Williams, 1999). Habbershon and Williams (1999) were among the first 

to apply RBV to family firms and described “familiness” as a unique bundle of resources 

created by the interaction of family and business. Related to “familiness” is the notion of 

family firm capital. The definition of Family firm capital, provided by Sirmon and Hitt 

(2003), is similar to Habbershon and Williams’ (1999) conceptualization of  “familiness” 

in that both describes advantages for family firms that are derived from the interactions of 
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work and family. Five sources of family firm capital were identified by Sirmon and Hitt 

(2003) that differentiate family firms from non-family firms: human, social, survivability, 

patient, and governance structure.  

Human capital refers to the knowledge, skills and capabilities of an individual 

(Coleman, 1988). In family firms, human capital is more complex due to the dual 

relationships of family and employment. Social capital, as defined by Nahapiet and 

Ghoshal (1998, p. 243), is the “actual and potential resources embedded within, available 

through, and derived from the network.”  The benefits of social capital can be 

accentuated in family firms where family members, in addition to their external networks, 

are more willing to share information with other family members (Barney, Clark, and 

Alvarez, 2002). Patient capital can be described as financial capital which is invested 

without concern for repayment in the short-term. Patient capital differs from traditional 

financial capital in non-family firms because family firms may not have access to equity 

or debt markets when equity is held within the family and the size of the family firm is 

not amenable to the bond markets (Sirmon and Hitt, 2003). However, the private nature 

of many family firms allows for extended investment horizons without need for results in 

the short-term (Dreux, 1990). Further, the desire to establish and transfer wealth across 

generations induces decision makers to manage capital efficiently (McConaughy and 

Phillips, 1999). Next, survivability capital describes access to capital within the family or 

through family that can be called upon to benefit the firm. Survivability capital can be 

drawn on to grow the family firm or remain solvent.  Finally, the governance structure 

inherent in family firms combines ownership and management (Lubatkin, Lane, and 

Schulze, 2001). 
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2.1.3 Agency Theory 

From the agency theoretic view, the combination of management and ownership 

within a family reduces agency costs (Chrisman, Chua, and Sharma, 2003). Based on 

Jensen and Meckling’s (1976) model there are three reasons why family firms incur 

reduced agency costs when compared to non-family firms. Firstly, when owners are 

managers of the firm, differences in risk tolerance and related decisions to pursue 

opportunities begin to converge (Schulze, Lubatkin, Dino, and Buchholtz, 2001).  

Secondly, because of owners’ personal involvement in the family business, shareholder 

wealth is not expropriated by managers acting in their own interests at the detriment of 

owners (Schulze, Lubatkin, Dino, and Buchholtz, 2001). Thirdly, familial ties reduce 

agency costs through disciplinary advantages and a reduced need for monitoring (Fama 

and Jensen, 1983).  Therefore, family business researchers have speculated that family 

firms have performance advantages over non-family firms because of the reduced agency 

costs explained above (Daily and Dollinger 1992; Kang, 2000).  

To sum, family firms possess varying levels of human capital, social capital, 

patient capital, survivability capital, and utilize different governance structures. These 

resources differentiate family firms from non-family firms and are evaluated, acquired, 

shed, bundled, and leveraged in a way that gives advantages to family firms (Chrisman, 

Chua, and Zahra, 2003). Of these five resources described above, human capital is 

patently the mostly strongly related to firm performance. Moreover, human capital is an 

important antecedent of TMSs and EOs (Lewis, 2003). Therefore, I consider the distinct 

roles of family and non-family human capital in the TMTs of family firms. Although 

human capital is important, firms need ways mechanisms to leverage the talent of their 
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employees in family firms. Otherwise, the human capital of employees may remain idle 

and the advantages unclear.  Unfortunately, how human capital is leverage in family 

firms in an area that has been under researched to date (Sirmon and Hitt, 2003). I proceed 

by evaluating two mediators that have been over-looked in RBV’s application to family 

firms: EO (Tan and Fock, 2001) and TMS (Lewis, 2003). 

2.2 Entrepreneurship in Family Businesses 

Increasingly, research attention is being devoted to family firms; although, there 

remains many contested questions within the field. At the most rudimentary level, the 

conceptual definition of family business and the subsequent operationalization is a point 

of contention. However, the contribution of family firms to the economy and the import 

of the research topic remain unequivocal. Colli (2003) suggested 90 percent of all US 

business may be family business while Anderson and Reeb (2003) argued about one-third 

of the largest U.S. companies were controlled by the founding family.  Further, family 

businesses play a prominent role in the creation of employment opportunities, delivering 

innovation, and improving the quality of life for the general public (Astrachan, 2003).  

The point of contention that serves as the impetus for this research is the general 

notion of risk orientation and its implications in family firms. Earlier scholars on family 

businesses contended family firms were risk averse (Ket de Vries, 1993; Aronoff and 

Ward, 1995, Sharma, Chrisman and Chua, 1997; Ward 1997). The reasons family firms 

are reluctant to take risks are numerous. Family businesses opt for equity over debt to 

mitigate the control risk wherein the family loses control over the firm (McConaughy, 

Matthews, and Fialko, 2001; Mishra and McConaughy, 1999) and to allow the continued 

extraction of private benefits from the firm. As agency theory argues, equity ownership is 
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related to risk tolerance in that managers increasingly act like owners as ownership 

increases and more risk is tolerated. (Beatty and Zajac, 1994; Denis, Denis, and Sarin, 

1997). The lack of risk tolerance is exacerbated in family firms when a significant 

proportion of personal wealth is tied to the firm and failure could destroy that wealth 

(Schulze, Lubatkin, and Dino, 2002). More importantly, the leaders of family business 

must also be cognizant of the welfare of current family members as well as future 

generations. Failure, due to risk taking, could destroy the wealth of the family (Naldi, 

Nordqvist, Sjoberg, and Wiklund, 2007), tarnish the family name and diminish the 

reputation bestowed upon the family and its firm (Bartholomeusz and Tanewski, 2006), 

and jeopardize the inheritance of others (Ward, 1997). However, opponents of the 

aforementioned risk aversion provide cogent arguments which support risk taking in 

family firms (Aldrich and Cliff, 2003; Rogoff and Heck, 2003; Zahra et al., 2004). Zahra 

(2005) asserted, by the nature of the job, family business managers are risk-takers. These 

managers not only are subjected to variability in earnings which is common to all 

businesses, but also the idiosyncratic assets, culture, and managerial processes that can be 

deployed to create familiness inject additional risks for them. In this perspective, family 

managers are more inclined to take risks associated with an entrepreneurial orientation 

due to their history of risk taking. Further, the long-term nature and extended investment 

horizons of family businesses allows these organizations to pursue risky opportunities in 

a way non-family firms cannot (Zahra, Hayton, and Salvato, 2004). Moreover, familial 

ties that are created by the dual relationships of family and business enhance opportunity 

recognition (Barney, Clark, and Alvarez, 2003) and family managers understand the 
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firm’s survival, growth, and wealth creation are dependent on innovation, thereby 

inducing them to pursue opportunities with inherent risks (Ward, 1997).  

With the divergent views on risk orientation, the role of entrepreneurship within 

family firms comes to the fore. In addition to risk taking’s centrality as a dimension in the 

EO scale, Lumpkin and Dess (pg. 144, 1996) assert, “firms with an entrepreneurial 

orientation are often typified by risk taking behavior….” Therefore, the debate on risk 

taking in the context of family firms can be extended to include entrepreneurial 

orientation (EO), including the degree to which an EO is present in a family business and 

consequences thereof.  

2.2.2 Entrepreneurial Orientation 

In non-family firms, there is an impressive and ever-evolving body of literature 

considering EO, which has become a central domain within the field of entrepreneurship 

(Rauch, Wiklund, Lumpkin, and Frese, 2009). The concept of EO can be traced to the 

strategy formulation literature (Mintzberg, 1978) where EO “represents the policies and 

practices that provide a basis for entrepreneurial decisions and actions” (1976, p. 246). 

Thus, EO is the entrepreneurial strategy-making processes that decision makers utilize to 

“enact their firm’s organizational purpose, sustain its vision, and create competitive 

advantage” (Rauch, Wiklund, Lumpkin, and Frese, 2009; p.763). 

Pursuant to this, I define EO as the processes, structures, and decision-making of 

firms that exemplify innovativeness, proactiveness, and risk taking (Covin and Slevin, 

1989; Miller, 1983). Innovativeness represents a predilection to create new products, 

services, or processes or enhance existing lines through creativity, experimentation, and 

research and development (Lumpkin and Dess, 1996). Risk taking corresponds with 
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taking bold actions, including taking on debt or significant resource commitments, under 

uncertainty and ambiguity (Miller, 1983). Proactiveness is about beating your 

competitors to the punch and involves exploiting opportunities identified through careful 

scanning and monitoring of the environment (Covin and Slevin, 1989). Through 

Proactiveness, organizations can create first mover advantages by being first to enter 

markets, first to establish brand identity, first to implement new processes and 

procedures,  and first to adopt new technology (Lumpkin and Dess, 1996).   

Much of the early literature on EO considered the concurrent influence of 

innovativeness, proactiveness, and risk taking on performance, that is a unidimensional 

construct (e.g., Covin and Slevin, 1989; Miller, 1983; Miller  

and Friesen, 1978; Venkatraman,1989; Covin, Slevin and Schults, 2004; Lee, Lee and 

Pennings, 2001; Naman and Slevin, 1993; Walter, Auer, and Ritter, 2006; Wiklund and 

Shepherd, 2003). Recent research has demonstrated an EO can occur with different 

combinations of the three dimensions at varying degrees which may relate divergently to 

firm performance (Dess and Lumpkin, 2006; Covin, Green, and Slevin, 2006; George, 

2006). The latter line of research suggests firms can emphasize different dimensions of 

EO and take different pathways to entrepreneurial success. In this dissertation, I 

empirically examine the dimensionality of EO to determine the appropriate 

operationalization and proceed accordingly.  

2.2.3 Entrepreneurial Orientation and Performance 

Overwhelmingly, researchers have posited conceptual arguments that 

performance benefits emanate from EO (i.e. risk taking, proactiveness, and innovation). 

Innovation enhances profitability, growth, and survival prospects as existing product lines 



19 
 

face undefined future profit streams and perhaps obsolescent (Hamel, 2000). The need to 

innovate is exacerbated as the pace of technological change increases, products encounter 

shortened lifecycles, and future profit streams uncertain (Hamel, 2000). Unfortunately, a 

direct relationship between EO and performance is yet to be unequivocally established.  

Although the vast majority of the examined literatures postulate the aforementioned 

positive relationship between EO and performance, many previous researchers were 

unable to find a significant relationship between EO and performance (Covin, Slevin, and 

Schultz, 1994; George, Wood, and Khan, 2001). Others found a weak relationship 

(Dimitratos, Lioukas, and Carter, 2004; Lumpkin and Dess, 2001; Zahra, 1991) while 

others demonstrated the positive relationship suggested above (Covin and Slevin, 1986; 

Hult, Snow, and Kandemir, 2003; Lee, Lee, and Pennings, 2001; Wiklund and Shepherd, 

2003). Others have even found a negative relationship between specific dimensions of 

EO and performance in certain contexts (Zahra, 2005).  

The observed inconsistencies may be due to firm specific idiosyncrasies, market 

context, or general environmental factors (Tang, Tang, Marino, Zhang, and Li, 2008). 

Additionally, research on new ventures has demonstrated that these new firms may lack 

the requisite strategic resources to harvest the benefits of an EO (Hitt, Ireland, Camp, and 

Sexton, 2001). While new firms often lack essential financial, human, and network 

resources, the same can be argued for family businesses. Family businesses typically start 

small and remain small. As stated by Danco (1980), whom many consider to be the 

founder of family business research, family businesses fail because people do not make 

the decisions necessary to ensure vitality in an increasingly turbulent and complex 
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business environment. Therefore, family businesses are often characterized by inaction 

and business stagnation.  

When I consider the resources necessary to exploit an entrepreneurial orientation 

in a family business, the well-documented financial resources are apparent, but human 

capital is a central resource that has often been overlooked. I argue human capital should 

be strategically acquired, developed, and leveraged to facilitate opportunity and 

advantage seeking behaviors (Ireland, Hitt, and Sirmon, 2003).  Family businesses are 

built upon once successful paradigms, assumptions, and biases of the business founders 

or family of founders (Ward, 1987). Resources that are the source of previous successes 

often lack the ability to change to meet ever-changing environments. Leaders of family 

business may continue to embrace the behaviors that have resulted in past successes as 

the behaviors continue to diverge from environment imperatives. Thus, as discussed in 

subsequent sections, non-family managers influence firms’ entrepreneurial orientation as 

they bring different backgrounds, assumptions, and biases to bear on decisions and 

creative processes.  

Although there is a cumulative body of knowledge within the field of 

entrepreneurship that considers EO, the relationship between the presence of family 

members  and non-family members on the top management team with EO and the 

performance implications of that relationship remains understudied for family firms and 

is poorly understood. Established research on the topic suggests the relationship between 

family members’ participation in a business and the firm’s ability to act entrepreneurially 

has received limited attention (Litz and Kleysen, 2001). Innovation researchers have 

ignored innovation in the family firms (Craig and Moores, 2006). The same issues, such 
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as performance, governance, and succession, dominate family business research while 

key issues, like entrepreneurship are routinely ignored (Zahra and Sharma, 2004). The 

notable absence of entrepreneurial orientation from the family business literature is 

disconcerting and serves as an impetus for this research.  

2.2.4 Entrepreneurial Orientation in Family Firms 

As Habbershon and Pistrui (2002) duly noted, the term family business, and 

study thereof, has been associated with small business (Boyd and Gumpert, 1984), 

stagnancy (Daily and Dollinger, 1992), nepotism (Vinton, 1998), conflict resolution 

(Prince, 1990), succession planning (Handler, 1992; 1994; Chrisman, Chua, and Sharma, 

1998), and family management (Lyman, 1991). Thus, family business success, in extant 

literature, has been predisposed to disregard entrepreneurship and wealth creation and 

instead focus on establishing operational standards that can be shared across generations 

(Sorenson, 2000). Examination of the limited literature on EO in family businesses 

provides contrary findings to theoretical arguments that suggest performance benefits are 

an outcome of EO. 

Naldi, Nordqvist, Sjoberg, and Wiklund (2007) considered three dimensions of 

EO (innovativeness, proactiveness, and risk taking) and their differential impacts on 

performance. Interestingly, risk taking was negatively related to performance while 

innovativeness and proactiveness did not appear to be related to performance in their 

sample. Further, on average, family firms took fewer risks than their non-family 

counterparts (Naldi, Nordqvist, Sjoberg, and Wiklund, 2007).  This lends credence to the 

notion that family firms are conservative and have a low risk tolerance, discussed 

previously (Carney, 2005; Chandler, 1990; Meyer and Zucker, 1989; Schulze, Lubatkin, 
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and Dino, 2002). The observed risk aversion is partly explained by the family’s 

concentrated ownership in the firm, which consistent with agency theory, results in 

family managers’ reluctance to take risks. Moreover, family managers who are concerned 

with protecting the welfare of the family compound the risk aversion (James, 1999; 

Schulze, Lubatkin, and Dino, 2002). Risky initiatives that do not provide the intended 

results could jeopardize the well-being of the family and therefore strain personal 

relationships (Gomez-Mejia, Haynes, Nunez-Nickel, Jacobson, and Moyano-Fuentes, 

2007). Naldi, Nordqvist, Sjoberg, and Wiklund (2007) failed to consider the presence or 

absence of non-family members in management and their influence on decision-making. 

Therefore, the observed negative relationship found between risk taking and performance 

could be a result of risk taking that resulted in pecuniary benefits for the family at the 

detriment of organizational performance. In the same vein, the lack of diversity in 

decision makers could have resulted in sub-optimal decisions due to limited perspectives 

brought to bear on the risk-taking decision and limited formal analysis (Schulze, 

Lubatkin, and Dino, 2003; Schulze, Lubatkin, Dino, and Buchholtz, 2001). 

Runyan, Droge, and Swinney (2008) considered EO as a unidimensional 

construct and demonstrated that for family firms in business 10 or fewer years, there was 

a positive relationship between EO and performance, yet the relationship dissolved for 

firms that had been in business for more than 10 years. While the results appear 

perplexing, they may suggest that the family business is an extension of the family’s 

entrepreneurial orientation in the early years. The family continues to seek out 

exploitable opportunities within its cognitive domain. At some point, the family will 

exhaust opportunities within its cognitive domain and further entrepreneurship may result 
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in costly experimentation as the firm ventures away from its established sources of 

competitive advantage. While other studies have examined antecedents of EO in family 

businesses (e.g., Salvato, 2004), or derivatives of the EO (Kellermanns, Eddleston, 

Barnett, and Pearson, 2008), no research, to my knowledge, has explored how the 

relationship unfolds from antecedents of EO performance. Later, I explain how human 

capital and TMT non-familiness are primary resources that serve as antecedents to EO.   

2.3 Transactive Memory Systems 

A transactive memory system can be described as the “cooperative division of labor for 

learning, remembering, and communicating relevant team knowledge (Lewis, pg. 587, 

2003).”  Wenger (1987) developed TMSs to explain memory processes of intimate 

partners relative to other dyads. The phenomena under investigation led to the contention 

that close couples were able to facilitate the memory of one another and develop a means 

of encoding, storing, and retrieving information (Wegner, Erber, and Raymond, 1991). 

For example, if I were in an intimate relationship, as originally conceived by Wegner 

(1987), I may ask my partner to recall the date of a friend’s birthday. Over time, I may 

continue to ask my partner for birthdates. Because my partner is a source of this 

information, I can choose to focus my cognitive efforts elsewhere. I may become an 

expert on our personal finances. My partner would be free to develop her own expertise, 

like birthdays considered above. This creates a synergistic relationship between my 

partner and I; our TMS encompasses more knowledge than either of us possesses 

individually.  

Wegner, Erber, and Raymond, (1991) extended the original conceptualization to 

include transactive memory systems in groups.  However, group studies on TMSs remain 
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limited, and the bulk of published research on the issue was conducted in a laboratory.  

There is a paucity of research that examines TMSs in the field due largely to the absence 

of suitable measures (Lewis, 2003). Moreland, Argote, and Krishnan (1996) proffered a 

conceptualization of TMS that included three distinct manifestations of a TMS 

(specialization, credibility, and coordination).  Specialization, credibility, and 

coordination are behaviors that encompass the TMS concept between two or more 

people. Lewis (2003) developed indicators of these three manifestations and therefore a 

scale to measure TMSs in the field. Taken in their totality, specialization, credibility, and 

coordination suggest the existence of a TMS since members develop specialized 

knowledge, trust and become dependent on other group members’ knowledge, and 

coordinate that knowledge in an effective and efficient manner (Lewis, 2003).  

Transactive memory systems describe a system in which members understand 

what others in the system know and use that information to develop complementary 

knowledge. Stated differently, members in a TMS understand what other members know 

and can rely on that knowledge. Therefore, members lack an incentive to develop the 

same knowledge. As a result, members of the group develop specialized knowledge. 

Specialization is a central part of TMSs; specialization improves the accuracy of the 

system in addition to facilitation of identification of individuals’ specialized knowledge 

(Austin, 2003.) Confidence in the ability to rely on the other members’ knowledge is 

critical to developing complementary knowledge. In the absence of that trust, members 

would attempt to develop redundant knowledge to hedge against the possibility that a 

member would withhold his or her knowledge (Lewis, 2003). Further, TMSs include the 

process by which members integrate their divergent knowledge (Wegner, 1987). Couples 
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demonstrated the ability to combine their individual knowledge efficiently and effectively 

through close coordination (Wegner, 1987). For the couples to combine their individual 

knowledge, each person would need to understand who knows what and how their 

complementary knowledge is related (Lewis, 2003).  

The limited empirical studies on TMS provide evidence that TMSs increase 

group performance. Specifically, well-developed group TMSs have been associated with 

more relevant task-related knowledge available to the group and fewer errors in decision 

making than groups with less developed TMSs (Hollingshead, 1998; Liang, Moreland 

and Argote, 1995; Moreland, Argote, and Krishnan, 1998). Unfortunately, to my 

knowledge, no work has considered TMSs at the top management team level. This gap in 

the literature offers a significant opportunity given the established relationships between 

collective characteristics of the top management team and firm level outcomes. Family 

firms provide an ideal context to examine TMSs at the management level because of the 

interaction of the family and business relationship. Because of these dual relationships, 

the top management team in family firms may develop TMSs that are beneficial to the 

organization and its performance.  

2.3.2 TMS and RBV 

As noted by Wright, McMahan and McWilliams (1994, p. 304)   “theoretical 

discussion is lacking regarding which specific resources are capable of serving as 

sustained competitive advantages, and in what circumstances resources are likely to 

generate a sustained competitive advantage.” Thus, TMSs may serve as valuable, rare, 

inimitable, and non-substitutable sources of competitive advantage (Barney, 1991). TMS 

is a resource that is associated with knowledge creation, assimilation, and utilization and 
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can be deployed to obtain competitive advantages. The knowledge embedded in the 

group structures and processes can be leveraged and deployed to obtain competitive 

advantages (Lewis, Lange, and Gillis, 2005). Additionally, the knowledge within the 

TMS will be enhanced and updated with exposure to each new task, and that knowledge 

can be redeployed as the group encounters new tasks which highlights the dynamic 

nature of TMSs. As stated by Lewis and colleagues (2005), “A TMS has broader benefits 

beyond the task for which it first developed because a TMS affects members’ ability to 

apply prior learning and develop a collective, abstract understanding of the task domain. 

From this view, TMSs are learning systems that enhance both group learning and 

individual learning as well as learning transfer across groups. Group learning occurs 

when individual members contribute their knowledge, that knowledge is evaluated, and 

combined with other knowledge in the group (Argote, 1999). Learning transfer occurs 

when knowledge gained from one situation yields learning or performance benefits in 

another situation (Singley and Anderson, 1989). Therefore, TMSs have relevance across 

a multitude of applications including innovation (Lazonick and Prencipe, 2005), new 

venture development (Keil, 2004), post-merger integration (Roy and Roy, 2004), 

capability development (Sako, 2004), service capabilities (Athreye, 2005), knowledge 

creation, absorption, integration, and reconfiguration (Verona and Ravasi, 2003), product 

development. TMSs are resources embedded in groups and their history of interactions. 

Further, the TMS encompasses more knowledge than any individual member’s repertoire 

of knowledge. Because members in the system recognize who knows what, knowledge 

can be combined effectively and efficiently to enhance performance. Said differently, 

members develop specialized knowledge that is different from knowledge possessed by 
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other members in the group. That knowledge is then brought to bear on decisions, in 

product development, and in exploiting other opportunities in order to benefit the 

organization.   

 

2.4 Human Capital 

Given the entrepreneurial process requires considerable knowledge (Kanter, 

1985), higher levels of human capital are positively associated with entrepreneurial 

orientation (Souitaris, 2002). The human capital theoretic view contends knowledge is 

the basis of more productive and efficient activities (Schultz, 1959; Becker, 1964; 

Mincer, 1974). Thus, I expect teams of employees with human capital advantages to 

identify more or higher quality opportunities in the external environment. Further, once 

opportunities are identified, higher levels of human capital should be instrumental in the 

exploitation of the opportunities. Since human capital is a central part of opportunity 

identification and opportunity exploitation, it is not a stretch to expect human capital is 

instrumental in strategy formulation, implementation, and execution. The traditional 

assumption of human capital is that more is better for an organization and its performance 

(Davidsson and Honig, 2003). 

 Human capital, and its knowledge component, is the foundation of intellectual 

performance, which includes both knowledge accumulation and integration.  Intellectual 

performance is rooted in the notion of absorptive capacity (Cohen and Levinthal, 1990). 

The “ability of a firm recognize the value new, external information, assimilate it, and 

apply it to commercial ends is critical to its innovative capabilities” defines absorptive 

capacity (Cohen and Levinthal, 1990, p. 128). The ability of a firm to acquire new 
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knowledge as the environment undergoes changes and combine that knowledge with 

existing organizational knowledge allows the firm to act entrepreneurially and remain 

innovative.  While human capital is difficult to assess in organizations, educational level, 

tenure, and experience serve as valid proxies for the underlying cognitive abilities and 

expertise (Hambrick and Mason, 1984).   

Education, often part of the operational definition of human capital (Bellu, 

Davidsson and Goldfarb, 1990; Evans and Leighton, 1989; Gimeno, Folta, Cooper, and 

Woo, 1997; Honig, 1996), is intended to develop explicit and tacit knowledge of 

individuals which, in light of absorptive capacity, should facilitate the identification of 

relevant knowledge, the acquisition of knowledge, and the subsequent integration. 

Education assists individuals in accumulating explicit knowledge (Davidsson and Honig, 

2003). As stated by Smith, Collins, and Clark (2005 pg. 348), “Education helps 

individuals improve their understanding of what they know, more accurately predict 

outcomes, better manage time and resources, and more results.” Empirically, educational 

attainment has been associated with skills, knowledge, openness to change, and 

innovation (Datta and Rajagopalan, 1998; Wiersema and Bantel, 1992). Overall, 

education is a source of new information and explicit knowledge which can facilitate 

better performance across a wide-range of organizational activities.   

Tacit knowledge resides in the minds of employees and is shared only with their 

consent (Spender, 1996). This knowledge is increased and accumulated through shared 

experience and developed over time (Smith, Collins, and Clark, 2005).  As individuals 

continue to work in the firm and gain experience, they “learn by doing” (Pisano, 1994). 

Learning by doing represents conversions of explicit knowledge to tacit knowledge (Hitt, 
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Bierman, Shimizu, and Kochhar, 2000). Experience in the firm serves to develop firm 

specific and industry specific knowledge which accumulates over time (Hitt, Bierman, 

Shimizu, and Kochhar, 2000). As employees continue their employment with the firm, 

they acquire and develop a great deal of tacit knowledge which can be deployed to seize 

opportunities and creates advantages for the firm (Szulanski, 1996). 

Human capital has taken an increasingly prominent role as a critical 

organizational resource (Pfeffer, 1994). Spender (1996) stated that firms’ knowledge and 

their ability to create specific knowledge are central to the theory of the firm, while Grant 

(1996) suggested that knowledge is the most important resource a firm can control. Since 

much of the organizational knowledge resides in the minds of employees (Nonaka, 1994), 

the importance of human capital is apparent which is consistent with the human capital 

theoretic view that states employees own their own human capital (Becker, 1961; 

Schultz, 1961).  Hitt, Bierman, Shimizu, and Kochhar (2001) demonstrated, overtime, 

investments in human capital were positively associated with firm performance which, 

they suggested, occurred through economies as well as synergies with other human 

assets.  Similarly, general human capital is positively related to new venture survival and 

growth (Cooper, Gimeno-Gascon, and Yoo, 1994). While I do not disagree that human 

capital is beneficial to the organization, the story becomes more nuanced in family firms 

because although non-family members may enhance the benefits of HC, the mere 

presence of non-family members in top management roles may reduce the coordination, 

credibility, and specialization of that top management team.  Therefore, next I discuss the 

role of non-family members in family business and the implications for the organization. 
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2.4.2 Non-family Participation in TMTs 

A dominant coalition can be described as the individuals, or network of 

individuals, who have the greatest influence over organizational goals and strategies 

(Cyert and March, 1963; Pfeffer and Salancik, 1978). In the case of family firms, the 

families, by definition, control the firm. Although non-family members may work within 

the organization, they will likely have less control and influence on strategy formulation 

and execution. The dominant coalition, or family in this case, may view themselves as 

insiders and the non-family members as outsiders. Family managers may be distrustful of 

non-family managers and their knowledge, skills, and abilities due to divergent goals, 

values and less familiarity. The presence of non-family members in the decision-making 

processes patently injects diversity (heterogeneity in managers’ attributes).   

Voluminous research has considered the benefits and consequences of diversity 

within organizations, often providing inconclusive results.  With respect to cognitive task 

performance, Bantel and Jackson (1989) found a positive relationship between diversity 

and performance while Murnighan and Conlon (1991) demonstrated a negative link 

between the two.  Full explication of all the divergent findings regarding diversity is 

beyond the scope of this dissertation. However, importantly, when job related diversity 

(e.g. tenure and functional background) is compared to demographic diversity (social 

categorization often based on demographic attributes), they produce different types of 

conflict with differential impacts on performance.  Job related diversity is more strongly 

associated with task conflict while demographic differences are associated with 

emotional conflict (Pelled, Eisenhardt, and Xin, 1999) where task performance is 
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positively related to group performance and demographic differences result in negative 

performance consequences.  

  When non-family members are present in TMTs of family businesses, by default, 

there is diversity in thought and backgrounds.  Job-related diversity occurs when 

outsiders are present in a system of emotional relationships that have been formed outside 

the business amongst family members. Emotional relationships are extended to processes 

within the business and the idea that the business is an extension of the family (Churchill 

and Hatten, 1997). Demographic differences may be marginally influenced by non-family 

employees’ participation in the business, but the resultant increase in psychographic 

diversity, which can be defined as differences in values, attitudes, beliefs and opinions 

(Priem, Lyon, and Dess, 1999), as a result of non-family members’ participation, is 

undeniable. I expect members of the same family to share values, attitudes, beliefs and 

opinions but non-family managers who are raised in other beliefs system bring a different 

set of values.  Non-family managers bring different knowledge inputs and allow different 

perspectives to bear on decision-making. 

Much of the existing literature touts the benefits of diversity. Heterogeneity in 

firm decisions makers is necessary, as suggested by Ashby’s (1956) law of requisite 

variety, to conceive and execute complex strategies in dynamic environments and results 

in higher performance in turbulent environments (Haleblian and Finkelstein, 1993), 

increased innovativeness (Wiersema and Bantel, 1992), and more creativity (Bantel and 

Jackson, 1989). However, heterogeneity in decisions makers can also reduce 

communication (Zenger and Lawrence, 1989) increase turnover (Wagner, Pfeffer, and 

O’Reilly, 1984), and create disharmony (O’Reilly, Snyder, and Boothe, 1993) all of 
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which can inhibit the ability of management to function as a cohesive unit and soundly 

guide the organization (Priem, Lyon, and Dess, 1999).  

As suggested, non-family members’ participation in management creates two 

types of conflict, job-related conflict and emotional conflict which will differentially 

affect performance. Thus, non-family members’ participation in the top management 

team and contribution of human capital to the firm may increase E) while simultaneously 

straining the TMS of the firm through increased emotional conflict.   

2.5 Sustainability 

Generally, sustainability refers to economic, social, and environmental 

performance.  Specifically, for this dissertation, I define sustainability as, “meeting the 

needs of the present without compromising the ability of future generations to meet their 

own needs” (WCED, 1987, p. 8). Examination of the literature reveals sustainability 

embodies a wide of activities: adopting more environmentally friendly attributes in 

products and manufacturing processes, progressive human resource practices, reduction 

of carbon footprint through recycling and pollution contraction, and community 

promotion (McWilliams, Siegel, and Wright, 2006).  

Just as agency theory has been utilized to explain behaviors in family firms, 

agency theory has been employed to explain corporate social responsibility and 

sustainability. Under this theory, Friedman (1970) argued that CSR initiatives are 

indicative of divergent interests between owners and managers. Specifically, managers 

pursue these initiatives to advance their own social, political, or career agendas, all of 

which detract firm resources from other value creating opportunities. Friedman’s (1970) 

conceptualization of agency theory to explain why organizations act responsibly socially 
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has gained little footing.  An alternative framework to explain CSR was proffered by 

Carroll (1979). This framework was entitled the corporate social performance framework 

(CSP) and includes the philosophy of social responsiveness, social issues involved, and 

social responsibility categories (Caroll, 1979). Although CSP has received empirical 

support (Waddock and Graves, 1997), stakeholder theory (Freeman, 1984) has emerged 

as the most dominant paradigm in CSR research (McWilliams and Siegel, 2001).  From 

the stakeholder theoretic position, the firm has relationship with various stakeholder 

groups, and the firm is affected by the actions of these groups and the stakeholders 

affected by the actions of the firm (Freeman, 1984). In this view, firms must pursue 

responsible initiatives perceived to be important to stakeholders or stakeholders may not 

continue to support the focal firm. Stewardship theory is rooted in the notion that there 

exists a managerial imperative to do the right thing, including the pursuit of CSR, without 

regard for the outcome of the action (Jones, 1995). Further, according to Jones (1995), 

managers are rewarded with high returns when they act ethically, trustworthy, and 

honestly in transaction with repeat customers.  

The traditional view of CSR and sustainability suggests the pursuit of green 

initiatives are associated with costs which are unlikely to be recovered (Carroll, 1979; 

Waddock and Graves, 1997). Moreover, the unrecoverable costs erode the competitive 

position of the firm. However, this paradigm is increasingly facing opposition (Porter and 

van der Linde, 1995).  In fact, CSR and sustainability have been associated with better 

access to certain markets, increased revenue from selling green technology, enhanced 

relationships with stakeholders, reduced cost of materials, energy, and services, lower 

capital costs, and lower labor costs (Ambec and Lanoie, 2008). Firms are concerned with 
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profit maximization (Jensen, 1988), and sustainability must be viewed as a form of 

investment. According to McWilliams and Siegel (2001), consumer demand and 

demands from other stakeholders drive these investments. Consumers may seek socially 

responsible products, which allow the firm to differentiate its product. Through a firm’s 

green initiatives, it can attract consumers whom seek to support causes of interest to them 

or ensure there is a viable Earth for future generations.  

A firm’s ability to deploy resources to create an environmentally and socially 

responsible organization represents a resource. This resource can be a source of 

sustainable competitive advantage when it is valuable, rare, inimitable, and non-

substitutable (Barney, 1991). Sustainability initiatives can reduce labor, legal, materials, 

and service costs and has the potential to generate revenues through selling green 

technologies and enhanced differentiation. Therefore, the resource is valuable. Although 

environmental and social programs are common in large firms, when we consider SMEs, 

which of are interest in this research, survival in both the short and long terms are of 

primary concern. SMEs may simply lack the necessary financial capital, human capital, 

and time to develop and deploy environmental and social programs.  As found in a survey 

of SMEs (Jenkins, 2004), although environmental programs and social programs are the 

right thing to do, responsibility to SMEs is exemplified by remaining profitable and 

supporting the community through continued employment. Additionally, Jenkins (2004) 

indicated small firms are uncertain of the benefits of CSR. Since engagement in these 

programs is limited in SMEs, I would argue the rare criterion is satisfied. Imitability is a 

more complex issue, as nearly every resource can be imitated in the long-term. However, 

in the short-term, causal ambiguity and path dependence inhibit imitation. Additionally, a 
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firm’s environmental and social reputation is imperfectly imitable (Russo and Fouts, 

1997).  Reputations cannot be acquired on the open market and are developed over an 

extended period. Reputations are the result of socially-complex interactions (Rao, 1994). 

Substitutability refers to the ability of another resource or bundle of resources to serve the 

same function as the focal resource. Reputations, as a result of social and environmental 

performance, are difficult to substitute because they reduce the risk to consumers in an 

exchange relationship (Kotha, Rajgopal, and Rindova, 2001). The benefits of sustainable 

organizations have been described above, but one must ask what leads firms to adopt 

such an orientation. I argue below that an entrepreneurial orientation is an antecedent of 

sustainability and CSR initiatives.  

2.5.5 Entrepreneurial Orientation and Sustainability 

Although important, the relationship between entrepreneurship, specifically 

entrepreneurial orientation, and sustainable development has received limited academic 

attention. In Hall, Daneke, and Lenox’s (2010) review of the leading entrepreneurship 

journals, they noted only one paper in the Journal of Business Venturing, one paper in 

Entrepreneurship: Theory and Practice, one paper in Family Business Review, and 

another in Small Business Economics that have considered sustainable development as a 

central theme. The absence of sustainability in entrepreneurship journals is not indicative 

of its lack of importance. In fact, the Schumpeterian (1942) notion of creative destruction 

has been cited when sustainable development and pressure to adopt sustainable practices 

by external constituencies creates markets failures which provides opportunities for 

entrepreneurs to enter markets and resolve the market failures (Hockerts and 

Wustenhagen, 2010; Cohen and Winn, 2007).  
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An entrepreneurial orientation, in this work, is comprised of three dimensions, 

risk taking, innovativeness, and proactiveness.  According to Menon and Menon (1997), 

sustainable development involves risk from three sources. First, the initiatives may be 

viewed as deceptive and exploitive if the organizational practices and claims do not 

match consumer expectations for environmental performance (Varadarajan and Menon 

1988).  For example, BHP-Billiton, an Australian firm, regularly receives high 

performance ratings on responsibility surveys (Global Reporting Surveys) because they 

are environmentally responsible based on the metrics employed by the agency, yet the 

company is aspersed by environmentalists (Devinney, 2009). Second, consumer 

preferences are not well defined as buyers seek environmentally and socially responsible 

products and firms, and their preferences may not be consistent with their actions 

(Devinney, 2009). This suggests that although consumers may indicate they prefer 

socially responsible organizations, they may not invest time to search and seek 

environmentally friendly organizations (Fierman, 1991). Further, consumers may not 

abandon their established relationships with brands for more sustainable products and 

organizations or sacrifice performance, quality, and value attributes to get a green 

product. Third, sustainable development is still in its infancy and the risk associated with 

being a first mover or market pioneering come to the fore. 

More fundamentally, sustainable development requires investment.  To design or 

redesign a business enterprise for sustainability requires significant and irreversible 

investment. These investments are made under uncertainty and ambiguity. The 

organization is unable to determine definitively how consumers will respond to 

sustainability initiatives and therefore returns on the investments. The investments in 
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sustainable projects, particularly in young organizations with limited resources, may 

threaten the very solvency of the firm. Moreover, each part of the value chain requires 

integration to optimize environmental performance. The culture of the organization and 

attitudes of employees must be developed or modified to reflect the concern for the 

environment. In essence, sustainability necessitates commitment throughout the 

organization in terms of time, financial resources, and personnel. Clearly, risks are 

associated with going green. Firms commit significant time, financial capital, and other 

resources to become environmentally and socially responsible without known outcomes.  

  Recall that sustainability involves activities above mere compliance with laws 

and other regulations (McWiliams and Siegel, 2001) while proactiveness is about beating 

your competitor to the punch. That is, taking bold actions before your competitors (Covin 

and Slevin, 1989). Firms with a proactive orientation will actively seek out opportunities, 

including environmentally friendly products, services, or processes, that may reduce 

costs, bolster top line revenues, or reflect the personal ethos of managers. Without a 

proactive orientation, firms and managers will not actively search for environmentally 

friendly policies, practices, and products. Moreover, even when opportunities are 

identified serendipitously, there may be inaction.  

Research has characterized innovativeness as a tendency to create new products, 

processes, services, or revise and update existing lines through experimentation and 

research and development (Covin and Slevin, 1989).  Firms use innovativeness to 

develop and deploy processes, policies, services and products that conserve the Earth for 

future generations. Environmentally conservative technologies may be available to firms 

on the open market. However, the adoption and integration of these technologies into the 
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firm is also consistent with an innovative orientation, as the firm revises each activity in 

the value-chain to optimize environmental performance. Overall, EO will result in the 

potential to become greener.  

 

2.6 Conclusions from Literature Review 

 This chapter identifies gaps in the literature that this dissertation addresses. First, 

the effects of human capital on both the organization’s EO and TMS are not addressed by 

existing research. I argue that TMS and EO are important mediators of the human capital 

and organizational performance relationship (Cooper, Gimeno-Gascon, and Woo, 1994; 

Hitt, Bierman, Shimizu, and Kochhar, 2001). Further, I develop theoretical arguments to 

suggest the presence of non-family managers (i.e. TMT non-familiness) diminish the 

trust and cohesion of the TMT that, in turn, detracts from the development and utilization 

of TMSs at the top management level.  

 I also maintain that both transactive memory systems and entrepreneurial 

orientations positively contribute to family firms’ performance. This contributes 

significantly to the extensibility of TMS given there are few field studies on the construct 

(Lewis, 2003). TMS research has been primarily confined to the lab wherein groups are 

assembled specifically to study the construct (Austin, 2003). These newly formed groups 

in the lab have been a limitation of this stream of research as transactive memory systems 

are developed over time through shared experiences. Additionally, this research is among 

the first to establish the relationship between TMS and organizational performance. 

Previous research provided evidence that TMSs contribute to group performance but not 

organizational level outcomes (Lewis, 2003; Austin, 2003). 
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Finally, there is an absence of research that considers how EO influences 

sustainability initiatives (Daneke, and Lenox, 2010). Therefore, I develop arguments that 

posit that EO is an antecedent of green and social initiatives. 
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Chapter 3 

Theory and Hypothesis Development 

3.1 Hypotheses 

3.1.1 H1: TMT human capital is positively associated with EO  

I propose that human capital will increase the organizational EO. If opportunities 

exist, individuals with high levels of human capital should have an advantage in 

identifying the opportunities and subsequently exploiting those opportunities (Davidsson 

and Honig, 2003).  In their sample, human capital, including tacit and explicit knowledge, 

was associated with identifying entrepreneurial opportunities and profiting from those 

opportunities. Human capital influences entrepreneurial discovery and implementation of 

innovative ideas which results in establishment of more new firms (Acs and Armington, 

2004). Human capital is required to recognize an opportunity, select the appropriate 

market and channel to reach consumers, organize the firm to capitalize on the 

opportunity, and hire the appropriate employees (Acs and Armington, 2004).  Moreover, 

organizations with high levels of human capital promote a willingness to capitalize on its 

knowledge by engaging in entrepreneurial activities (Wiklund and Shepherd, 2003). 

Human capital allows firms to better assess the potential benefits and risks of 

opportunities (Cohen and Levinthal, 1990).  

Human capital provides firms with insights to understand what the customer 

wants and how to develop products or services to meet those needs. Increased knowledge  

augments firms’ risk tolerance as firms with high level of human capital have a better 

grasp of how to produce products or services consumers’ desires. Additionally, 

individuals possessing human capital will have more confidence in their own abilities, 
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further fostering an entrepreneurial orientation.  In addition to the benefit of general 

human capital, family human capital contributes to an organizational entrepreneurial 

orientation due to relationships that extend beyond the boundaries of the organization. 

Family members will share both professional and familial relationships. Because of this 

dual relationship, I expect increased formal and informal communication between family 

managers. As a result, these family members have an opportunity to create new 

knowledge combinations by establishing associations between their existing knowledge 

(Cohen and Levinthal, 1990), and that opportunity is enhanced through the effective 

communication (Dyer and Singh, 1998) inside and outside of the organization.  Informal 

communication, which I contend is more common amongst family members, 

significantly increases cooperation in teams (Pinto and Pinto, 1990).  

Informal communication among colleagues increases knowledge exchange which 

can result in identification of opportunities (Argote, McEvily, and Reagans, 2003). In 

fact, knowledge exchange can occur inadvertently or unconsciously through informal 

communication (Swap, Leonard, Shields, and Abrahams, 2001). That is, family members 

may exchange knowledge when there is no intent while communicating. Furthermore, 

informal communication, which results in knowledge sharing, may lead to formal 

communication and subsequent innovation. In other words, an idea may be introduced in 

an informal meeting. The communication of that idea leads to a formal meeting to 

explore the new idea. The formalized examination of the idea in a more detailed manner 

may direct the organization to a new product, service, or process (Heusinkveld and 

Bender, 2005). Based on extant research, human capital, including market experience, 

management experience, and previous entrepreneurial experience, is significantly and 
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positively associated with entrepreneurial activity (Bates, 1995; Gimeno, Folta, Cooper, 

and Woo, 1997; Robinson and Sexton, 1994). Knowledge is critical to both the discovery 

and exploitation of entrepreneurial activities (Davidsson and Honig, 2003). Therefore, I 

hypothesize that TMT human capital is positively related to the organizational EO.  

Hypothesis 1: TMT human capital is positively associated with EO (risk propensity, 

innovativeness, and proactiveness). 

3.1.2 H2: TMT human capital is positively associated with TMS (specialization, 

credibility, and coordination) 

Hypothesis 2 relates TMT human capital to the TMT’s transactive memory 

system in family firms.  With respect to the knowledge, skills, and abilities possessed by 

members in the top management team, the human capital theoretic view (Schultz, 1959; 

Becker, 1964; Mincer, 1974) argues knowledge increases cognitive abilities, which 

results in more efficient and productive activity.  In addition to integrating and adapting 

to new situations, human capital assists in the integration and accumulation of new 

knowledge (Weick, 1996). Human capital is, therefore, critically important to the 

development of a top management team TMS. It is necessary to encode, decode, and 

integrate information contained in the team’s TMS. Human capital, as suggested above, 

is related to the acquisition of new knowledge. This helps to ensure the knowledge 

contained in the TMS does not become obsolete, including the meta-knowledge of who 

knows what.  

A partition of the human capital literature addresses team members’ knowledge, 

skills, and abilities which are compulsory to work in a team. Stevens and Campion (1994) 

hypothesized that conflict resolution, collaborative problem solving, communication, 
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goal setting and performance management,  and planning and task coordination represent 

human capital necessary to be part of an effective team. McClough and Rogelberg (2003) 

evaluated the degree to which Stevens and Campion’s (1994) manifestations of human 

capital in groups contributed to higher levels of individual performance. Their results 

indicate that human capital predicts individual performance in groups.  

The above research considers the relationship between human capital and 

individual performance in a group. In addition to individual performance, a body of 

research looks at the relationship between the aggregation of individuals’ human capital 

and group performance.  Cognitive ability was positively related to group performance in 

teams of systems analysts (Hill, 1982). In a lab study, Williams and Sternberg (1988) 

demonstrated cognitive abilities were associated with group performance.  Teams higher 

in general mental ability were associated with team performance and viability according 

to their supervisor ratings (Barrick, Stewart, Neubert, and Mount, 1998). While the 

relationship between human capital and team performance is relatively well-established, 

far less research considers the relationship between human capital and the development 

of TMSs.  

However, research has considered the relationship between human capital and 

specific components of TMSs. For example, coordination is a central dimension in my 

conceptualization of TMS, and human capital facilitates greater coordination of team 

activities (Stevens and Campion, 1994; Edwards, Day, Arthur, and Bell, 2006). As 

members work together as part of the top management team in a family firm, they 

develop knowledge about others’ skills, knowledge, relevant tasks, common terminology, 
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and the environment. These shared experiences allow the members to better coordinate 

and synchronize their actions for the firm’s benefit (Berman, Down, and Hill 2002).  

The inherent complexities of strategic management compel managers to develop 

and contribute knowledge from unique domains. Diverse knowledge allows top 

management to effectively accomplish organizational goals. The possession of unique 

knowledge is indicative of member specialization. Additionally, for members to develop 

a specialization, individuals on the top management team would need to have the 

requisite skills in that specialty area. Prior research suggests that the emergence of TMSs 

and subsequent structure are dependent upon members’ preconceptions about one another 

(Hollingshead and Fraidin, 2003). Due to the historical interaction of  managers, 

individuals know other members’ specialization and are incented to develop different but 

complementary knowledge (Hollingshead, 2001). Faraj and Sproull (2000) found that 

team members’ human capital and prior knowledge are the basis of this specialization for 

two reasons. First, it contributes to the development of the meta-knowledge of who 

knows what which allows individuals to identify areas in which they can specialize and 

contribute. That is, members of the top management team recognize other members’ 

expertise. Second, prior knowledge and absorptive capacity (Cohen and Levinthal, 1990) 

allow managers with high levels of human capital to develop their own expertise or 

specialization.   

Overall, I hypothesize that the aggregate level of human capital on an 

organization’s top management team will be positively related to the TMT’s TMS. 

Specifically, human capital is positively related to higher levels of specialization in the 

top management team. Human capital allows members to understand how knowledge is 
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distributed throughout the group. Understanding of knowledge distribution within the 

group helps other individuals identify deficiencies in the TMS or areas in which they 

could develop a specialization and make a contribution. Further, members of the TMT 

with high levels human capital have the requisite knowledge, skills, and abilities to 

develop a specialization.  With respect to credibility, familiarity of TMT members brings 

salience to their respective skills, knowledge, and abilities.  Confidence in other 

members’ contributions (i.e., information, decisions, and specialization) to TMSs are 

enhanced when members possess high levels of human capital. Human capital allows the 

group to rely on a single individual for contributions pertaining to his or her 

specialization. Trust results in other team members developing unique specializations. 

When a top management team member has low levels of human capital, other members 

develop overlapping knowledge. The group has little confidence in the work of an 

individual whose human capital is lacking. Overlapping knowledge undermines a TMS. 

Therefore, human capital is necessary to develop an effective TMS with credibility.   

Finally, coordination is enhanced when members of the TMT have high levels of 

human capital for the following reasons. For members to combine their individual 

knowledge, each person needs to understand who knows what and how their 

complementary knowledge is related (Lewis, 2003) which represents a form of human 

capital. Ellis, Bell, Ployhart, Hollenbeck, and Illgen (2005) found that human capital 

increased teamwork competencies and greater proficiency in planning, task coordination, 

collaborative problem-solving, and communication, all of which will increase 

coordination in a transactive memory system. Coordination, therefore, is enhanced with  

members of the top management team have high levels of human capital by allowing 
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individuals to recognize how knowledge is distributed throughout the system, how that 

knowledge fits together, and how that knowledge can be recombined to maximize 

organizational performance.  

Hypothesis 2: TMT human capital is positively associated with TMS (specialization, 

credibility, and coordination). 

3.1.3 H3: TMT non-familiness is negatively associated with TMS (Specialization, 

Credibility, and Coordination) 

Although the general comments on human capital that related family human 

capital to the top management group’s transactive memory system still apply to non-

family managers’ contribution to the development and utilization of the TMT’s 

transactive memory system, the role of non-family members is more nuanced due to 

diversity of non-family members. Non-family members’ participation in family 

businesses top management will bring both job-related and psychographic diversity. 

Extant strategy research has considered demographic diversity and the implications for 

cognitive task performance (e.g., Bantel and Jackson, 1989; Murray, 1989; Eisenhardt 

and Schoonhoven, 1990). Although the literature is replete with such studies, the results 

of those studies remain equivocal. For example, research has proposed and subsequently 

supported a positive relationship between workgroup diversity and task performance 

(Bantel and Jackson, 1989).  Other research has provided evidence that team diversity 

yields negative performance consequences (Murnighan and Conlon, 1991).  

The inconsistent findings are ascribable to what Lawrence (1997) deemed “black 

box” studies which do not measure intervening process variables. Pelled, Eisenhardt, and 

Xin (1999) implored researchers to espouse more sophisticated theories to explain the 



47 
 

relationship between group diversity and performance. I utilize Wegner’s (1987) TMS 

theory to capture the relationship between TMT non-familiness and performance. Below 

I summarize some key findings in this stream of literature. Diversity in the top 

management team can reduce communication (Zenger and Lawrence, 1989) increase 

turnover (Wagner, Pfeffer, and O’Reilly, 1984), and create disharmony (O’Reilly, 

Snyder, and Boothe, 1993) all of which can inhibit the ability of management to function 

as a cohesive unit and soundly guide the organization (Priem, Lyon, and Dess, 1999). 

Additionally, Jehn (1995) argued that dissatisfaction, which arises from diversity related 

conflicts, results in team member avoidance of working with other team members with 

whom they experience conflict. The above consequences of TMT non-familiness impede 

the development and use of the TMT’s transactive memory system. Overall, the conflict 

associated with diversity in the top management team of family businesses can be 

disruptive to the establishment of a transactive memory system.  

When non-family managers participate in a family business and increase TMT 

non-familiness, I expect there to be less trust amongst the group. Diminished trust in non-

family TMT members encourage family managers to develop overlapping skills. Diverse 

non-family managers have less trust granted to them, and there is less cooperation 

between members of the top management team (Brewer, 1979; Brewer and Brown, 1998; 

Tajfel and Turner, 1986). Additionally, group cohesion (O’Reilly et al. 1989) and 

turnover will be adversely influenced (Wagner, 1987). Trust, cooperation, 

communication, and group longevity are central to the development of an effective 

transactive memory system.  
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With respect to specialization, meta-knowledge is needed to understand who 

knows what and how that knowledge relates to other pieces of knowledge. When there is 

conflict in the top management team ascribable to diversity, meta-knowledge is not as 

readily communicated to other members. Further, because of reduced trust in the group, 

TMT members` are more likely to develop overlapping skills as opposed to unique and 

complementary skills. This is a result of the diminished trust in non-family managers’ 

motivation and ability to act in the best interest of the family business. Non-family 

managers could hoard knowledge or information to the detriment of the firm if they are 

dissatisfied with the dynamics of the team or some part of the organization. Moreover, if 

human capital and knowledge reside in the minds of the managers, reduced tenure of 

non-family managers discourage the development of specializations. Family managers 

hedge against the exit of members with specialized knowledge or skills important to the 

success of the firm. Therefore, less specialization would occur as the number of non-

family managers who participate in management and the sum of their human capital 

increases.  

Informal and formal communications bring salience to the respective skills, 

knowledge, and abilities of family managers. Non-family participants in management do 

not share the same level of informal communication as family managers. In addition, the 

instability or lack of tenure associated with non-family managers creates fewer 

opportunities to gain familiarity with non-family managers which may hurt their 

credibility. The lack of familiarity may result in the absence of trust in members’s 

abilities since trust is developed over time.  The inherent demographic and psychographic 

diversity non-family managers bring to the top management team compounds the issue of 
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familiarity or absence thereof. To restate the consequences, heterogeneity in decisions 

makers can reduce communication (Zenger and Lawrence, 1989) increase turnover 

(Wagner, Pfeffer, and O’Reilly, 1984), and create disharmony (O’Reilly, Snyder, and 

Boothe, 1993) all of which can inhibit the ability of management to function as a 

cohesive unit and soundly guide the organization (Priem, Lyon, and Dess, 1999).  

Jehn (1995) argued these manifestations of team diversity cause in-group 

members (family members) to avoid out-group members (non-family members). In 

addition to the above, non-family members’ divergent views, values, and goals decrease 

trust in the group (Ancona and Caldwell, 2002). Non-family managers’ views, values, 

and goals may be in direct conflict with those of family managers. For example, family 

mangers may be desirous of wealth creation for the family, pecuniary and non-pecuniary 

family benefits, and transgenerational wealth transfer, whereas non-family managers may 

be more concerned with self-promotion, career advancement, and personal wealth 

creation.  Therefore, trust and credibility in the TMS deteriorate as TMT non-familiness 

increases. 

Diversity brought by those non-family members can result in a lack of 

communication, cooperation, and cohesiveness, all of which threaten coordination and 

the desire to work together. Coordination refers to the ability of managers to effectively 

work together with few misunderstandings which allows the teams to efficiently 

complete tasks. With TMT non-familiness, misunderstandings may arise out of different 

values, views, goals, and assumptions by diverse managers, but when social 

categorization and family versus non-family is considered, diverse members of the TMT 

may not have desire to work together.  Top management team non-familiness has the 
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potential for in-group members (family members) to avoid out-group members (non-

family members) (Jehn, 1995) when conflicts arise.  Therefore, the TMS deteriorates as 

TMT non-familiness increases. 

Hypothesis 3: TMT non-familiness is negatively associated with TMS (Specialization, 

Credibility, and Coordination) 

3.1.4 H4: TMT non-familiness is positively associated with EO. 

The Law of requisite variety argues heterogeneity in decision makers is 

necessary to conceive and execute strategies in complex environments (Ashby, 1956). 

Diversity in the top management team results in higher performance in turbulent 

environments (Haleblian and Finkelstein, 1993), increased innovativeness (Wiersema and 

Bantel, 1992), and more creativity (Bantel and Jackson, 1989). Moreover, the diversity 

that non-family managers bring to bear on decisions increases the perspectives and 

insights available to the team. Diverse perspectives and insights foster creative 

alternatives in decisions, effective decision making, and high-quality decisions (Cox, 

1994, McLeod, Lobel, and Cox, 1996). Therefore, non-family members’ contribution to 

an entrepreneurial orientation originates from their ability to contribute creative and 

effective organizational strategies which can result in strategic alternatives for the firm 

(Richard, Barnett, Dwyer, Chadwick, 2004).  

One of the most considerable risks to a family business is control risk (Mishra 

and McConaughy, 1999).  Hiring non-family managers demonstrates risk taking since 

some control is conceded to that manager. Additionally, new perspectives  contributed by 

non-family managers may lead to the recognition of opportunities, more thorough 

consideration of the potential benefits, and increase the skills available to exploit an 
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opportunity. Management heterogeneity indicates diversity of information perspectives 

which results in creativity and innovativeness (Wiersema and Bantel, 1992). Diverse 

human capital, in general, precedes innovation (Hitt, Bierman, Shimizu, and Kochhar, 

2001).  Diverse TMTs identify new sources of opportunities and provide new 

perspectives to take bold actions (Lee and Peterson, 2000) 

Hypothesis 4:  TMT non-familiness is positively associated with EO (risk propensity, 

innovativeness, and proactiveness). 

3.1.5 H5: EO is positively associated with organizational performance 

The general theme in today’s business environment is a reduction in product and 

business process lifecycles (Hamel, 2000). As a result, future success and profitability 

from existing products and processes is uncertain. To earn a living in the future, firms 

may need to adopt an entrepreneurial orientation (Wiklund and Shepherd, 2005). 

Organizations sustain performance by espousing a willingness to innovative by 

revamping existing products or services or by creating entirely new offerings, taking risks 

by exploring new markets, products, or services, and taking bold competitive actions 

before competitors (Covin and Slevin, 1991). Although the relationship between 

entrepreneurial orientation and performance has not been consistently supported (Smart 

and Conant, 1994; Hart, 1992), typically there is a positive relationship (Covin and 

Slevin, 1989; Hult, Snow, and Kandemir, 2003; Lee, Lee, and Pennings, 2001; Wiklund 

and Shepherd, 2003; Dimitratos, Lioukas, and Carter, 2004; Lumpkin and Dess, 2001; 

Zahra, 1991). Furthermore, Unger, Rauch, Frese, and Rosenbusch (2009) completed a 

meta-analytic review of the entrepreneurial orientation construct and its relationship with 
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performance. There results indicate a moderately large (Cohen, 1977) and positive 

correlation of .242. 

 For family firms, described in the literature as risk averse and stagnant, an 

entrepreneurial orientation is more central to performance than firms characterized by 

separation of ownership and management on which the majority of previous research has 

been conducted. A family business was founded upon a successful paradigm, 

assumptions, and biases of the founder and the family members involved in the business 

(Ward, 1987). However, the cognitive schemas are inflexible and ill equipped for 

adaptation to an increasingly changing business environment described by Hamel (2000). 

To remain successful and transfer wealth across generations, family firms need to 

embrace the changing environment and make change the firm’s constant ally through an 

entrepreneurial orientation. Otherwise, the sources of past success will continue to 

diverge from the changing environmental imperatives which may result in organizational 

insolvency. Previous literature has argued performance advantages of an entrepreneurial 

orientation are achieved through market pioneering. This involves the creation and 

introduction of new products or services or through updating existing lines (Cheney, 

Devinney, and Winer,  1991; Lengnick-Hall,  1992). This allows the pioneering firms to 

target the most profitable market segments which are largely uncontested, engage in 

premium pricing, gain exclusive or favorable access to distribution channels, and 

establish products or services and industry standards (Zahra and Covin, 1995) or reduce  

costs through process innovations. Therefore, I hypothesize the following: 

Hypothesis 5:  EO (risk propensity, innovativeness, and proactiveness) is positively 

associated with organizational performance.  
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3.1.6 Hypothesis 6: TMS is positively associated with organizational performance 

To my knowledge, there is no research that establishes the relationship between a 

top TMT TMS and organizational performance. However, laboratory studies provide 

compelling evidence that group transactive memory systems enhance performance of the 

group. Hollingshead (1998) demonstrated teams with a transactive memory system could 

recall significantly more information previously presented to them while Moreland 

(2000) provided evidence that undergraduate teams which developed a transactive 

memory system had higher performance. Newly formed workgroups who developed 

transactive memory systems experienced performance benefit in assembling AM radios 

(Liang, Moreland, and Argote, 1995; Moreland, Argote, and Krishnan, 1996). In a field 

study, Lewis (2003) demonstrated with a sample of 27 teams from technology companies 

that groups with transactive memory systems received higher team performance 

evaluations from managers.  Austin (2003) demonstrated groups possessing transactive 

memory systems were better able to achieve their goals, rated higher by external 

evaluators, and received higher performance ratings by group members.  

The above suggests that transactive memory systems at the top management team 

could bolster organizational performance. Further, top management teams are the most 

important group to firms’ overall performance as they are responsible for formulating and 

executing organization-wide strategies. Thus, the relationship between transactive 

memory systems and organizational performance has the potential to be stronger in top 

management teams than lower level teams. Moreover, extant research has primarily 

utilized newly formed groups for the express purpose of studying transactive memory 
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systems (Austin, 2003). A true transactive memory system is developed over time 

through shared experiences. By examining the transactive memory system and 

performance relationship in a natural setting, I expect a stronger relationship than 

previous research. 

 As suggested by Lewis, Lange, and Gillis (2005), transactive memory systems 

provide benefits beyond the task for which they were initially developed. The knowledge 

developed for the initial task can be transferred and leveraged to related tasks. Further, as 

the group continues to utilize the transactive memory across multiple tasks, the system 

becomes better developed and relationships among members reinforced. Therefore, with 

each additional task, the transactive memory system becomes more effective which “can 

be leveraged to create sustainable advantages for organizations (Lewis, Lange, and Gillis, 

2005 pg. 581).” 

In sum, a well-developed transactive memory systems allows the top 

management team to quickly, efficiently, and effectively share and integrate expertise to 

exploit opportunities and mitigate threats. As the transactive memory system becomes 

more developed, it can be leveraged and redeployed to create sustainable advantages 

(Lewis, Lange, and Gillis, 2003). Transactive memory systems ensure a greater amount 

of specialized knowledge is present resulting in more thorough analysis and higher 

quality outcomes while decreasing inefficient cross-learning (Schmickl and Kieser, 

2008).  

Hypothesis 6:  TMSs (Specialization, Credibility, and Coordination) are positively 

associated with organizational performance. 
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3.1.7 H7: EO is positively associated with sustainability initiatives 

The relationship between entrepreneurial orientation and social and 

environmental performance has been ignored in the literature, and the entrepreneurship 

literature is largely devoid of discussions on sustainability (Hall, Daneke, and Lenox, 

2010).  However, there is compelling logic to establish the above relationship. First, there 

are monetary and non-monetary costs associated with socially responsible initiatives with 

uncertainty in benefits. Uncertainty in outcomes, while making a financial investment, 

represents a real risk to family businesses. Moreover, as suggested by Menon and Menon 

(1997), designing or redesigning an organization to act socially responsible requires 

significant and irreversible investment made under ambiguity and uncertainty. Family 

firms have limited ability to predict how consumers will respond to initiatives and 

therefore their return on investment. Consumers may even view sustainability initiatives 

as exploitive (Devinney, 2009).  Thus, social and environmental initiatives are associated 

with an inherent degree of risk.  

Organizations founded upon or that have espoused a proactive orientation 

actively seek opportunities. The opportunities identified include environmentally friendly 

products, services, processes, and policies. Green initiatives to exploit market 

opportunities serve to augment top line revenues, reduce costs, or merely reflect the ethos 

of decision makers. Regardless of the impetus behind the initiative, these actions 

represent proactiveness. Without a proactive market orientation, managers would not 

actively seek out green opportunities. Even when opportunities were identified 

unintentionally, an absence of proactiveness would result in inaction. Finally, 

innovativeness, as a dimension of the entrepreneurial orientation, represents a tendency to 
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create new products, processes, services, or revise and update existing lines through 

experimentation and research and development (Covin and Slevin, 1989). Innovativeness 

is critical to the development and deployment of processes, policies, services and 

products that preserve natural resources. Environmentally conservative off-the-shelf 

technologies may also be available to firms. However, adoption and integration of these 

technologies into the firm is also consistent with an innovative orientation as each part of 

the value-chain will be revised to optimize environmental performance. Therefore, I 

hypothesize: 

Hypothesis 7:  EO (risk propensity, innovativeness, and proactiveness) is positively 

associated with sustainability initiatives. 

3.1.8 H8a, H8b, H8c, H8d Mediation Hypotheses 

 In totality, my aforementioned hypotheses form a mediated model. I expect for 

EO and TMT to mediate the relationship between TMT characteristics and organizational 

performance.  Organizations seek to develop mechanisms by which they can leverage the 

talents of their employees. It is futile to have diverse and talented employees if they are 

not effectively utilized in the creation of organizational value. I argue that one such 

mechanism is the firm’s entrepreneurial orientation. With an EO, firms harness the 

collective genius of their employees to introduce novelty, beat their competitors to the 

punch, and take bold actions with unknown outcomes. Otherwise, human capital may be 

wasted as it remains idle. An EO allows firm to leverage the talents of its top 

management team across multiple tasks and decisions to achieve superior performance. 

In other words, the relationship between human capital and performance is mediated 

through entrepreneurial orientation. Furthermore, organizations’ performance benefits 
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when talented, diverse TMT members trust in others’ competencies, develop unique and 

complimentary specializations, and are able to coordinate their actions (i.e. they develop 

TMS) as a result of higher levels of TMT human capital. Thus, I propose the following:   

Hypothesis 8a:  Entrepreneurial orientation mediates the relationship between TMT 

human capital and performance (financial and sustainability initiatives).  

Hypothesis 8b:  TMS mediates the relationship between TMT human capital and 

performance. 

Hypothesis 8c:  Entrepreneurial orientation mediates the relationship between TMT non-

familiness and performance (financial and sustainability initiatives).  

TMT non-familiness has an interesting relationship with organizational 

performance. On one hand, TMT non-familiness allows the firm to benefit from an EO, 

but on the other hand, the deterioration of TMS will detract from organizational 

performance.  

Hypothesis 8d:  TMS mediates the relationship between TMT non-familiness and 

performance.  
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Chapter 4 

Research Methods 

4.1 Overview 

This research endeavored to utilize primary data to establish the hypothesized 

relationships between the constructs delineated in the previous section. The purpose of 

this section is to clarify the research methodology used in this study, including the sample 

frame, development of the survey instrument, and analysis techniques.  The structure for 

this section is as follows. First, a description of and rationale for the sampling frame is 

included. Second, a discussion follows with regard to why primary data is appropriate for 

the sample and research questions. Third, I describe the measurement of the constructs in 

this study. Fourth, this section concludes with a description of the analysis techniques.  

4.2 Sample Frame 

To answer the research questions herein, included firms must be accessible 

family businesses. Thus, the sample frame includes family businesses participating in the 

retail automobile and motorcycle industries. By limiting the sample to these two 

industries, as opposed to a sample including all industries, I limit the background noise or 

exogenous factors affecting my results. Specifically, I reduce the threat to statistical 

conclusion validity (Cook and Campbell, 1975). The inclusion of heterogeneous 

industries would have resulted in increased error variance and decreased ability for 

statistical tests to identify significant relationships when that heterogeneity affects 

responses. Therefore, to reduce Type II errors, the sample frame includes firms from the 

automobile and motorcycle industries.    
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Additionally, the financial crises of 2008 critically affected these two industries and 

compelled firms to innovate. In these industries, credit for consumers ran short. This was 

particularly problematic given 90% of U.S. consumers’ vehicle purchases utilize 

financing or leasing (The Economist, 2009). One consequence of the financial downturn 

was a drop in demand for the big three U.S. automobile manufactures of more than 20% 

in 2008.  Exogenous shocks affecting these two industries forced firms to innovate to 

maintain profitability and perhaps even remain solvent. Additionally, there is a relatively 

large proportion of family firms in these two industries. Therefore, they are ideal 

candidates to answer the posited research questions.   

A list of dealers from these two industries who competed withinin Texas was 

compiled from ReferenceUSA, a comprehensive list of businesses in the United States. 

At the time of this dissertation, 3,157 new car dealers were listed for Texas. Additionally, 

there were 1,150 new motorcycle dealerships in Texas.  Of the total 4,307 firms, 497 

were in the selected sample vicinity. These 497 firms were then screened to determine if 

they self-identify as a family firm. Those firms that did not identify as family firms 

(N=205) were removed from the list. I attempted to administer surveys to the remaining 

212 firms.  

4.2.1 Data Collection 

I collected data via in-person surveys. Firms identified as competing in either 

new automobile sales or new motorcycle sales with a 100 mile radius of Arlington, TX 

(N=497) were screened by phone. Of those firms, 212 self- identified as family 

businesses. The final sample is comprised of 151 completed surveys for an effective 

response rate of 71 percent.  Initially, I attempted to schedule an appointment by phone 
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with the owner of the firm. I contacted 10 firms with this procedure. On the first phone 

call to the 10 dealerships, I was able to speak directly to one owner of the firm. The 

owner agreed to meet in person and completed the survey. Three additional surveys were 

collected by meetings established through returned phone calls and follow up calls to the 

dealerships within this initial 10.   

The study procedure was slightly adjusted after the initial 10 firms. I attempted to 

schedule appointments by phone with the owners of the remaining firms in the sample. 

However, accessing an owner of the firm by phone presented a great challenge.  The 

administrative assistant, in many cases, indicated the owner was not available to speak 

and asked that I leave a message. The owner may or may not return the call. Therefore, in 

combination with the appointments scheduled by phone, I began to visit dealerships in-

person along a pre-designated route. At this point, the sample was expanded to include 

any member of the top management team as a respondent, though a respondent with an 

ownership position in the firm was always targeted. Because organizational forms and 

titles varied within and across these two industries, firms identified members of the top 

management teams.  

After introducing myself and my intention, I began each in-person visit by asking 

the point of contact to speak with the owner of the firm. Like by phone, the point of 

contact indicated the owner was often not available to speak or not on the premises. I 

would then ask to speak to a member of the top management team. This generally 

resulted in speaking to the sales manager. After introducing myself and my purpose for 

the visit, I would ask if he or she was a member of the top management team. Two sales 

managers included themselves as members of the top management team. In both those 
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cases, they were members of the controlling family. When the sales manager was not a 

member of the top management team, I asked that I be directed to the appropriate 

individual. When that individual was not available, I would leave my contact information 

and ask when the individual would be available. I entered the information on availability 

into a database and subsequent trips were planned around top management member 

availability. 57% of the surveys were administered on the first visit, 22% on the second 

visit, 17% on the third visit, and 4% on the fourth visit.  

 

4.3 Construct Measurement 

This section describes how the constructs in this study were measured.  

4.3.1 TMT Human Capital 

Although widely used in the various business literatures, human capital remains 

an elusive construct with no widely-accepted operationalization. As noted by Rauch, 

Frese, and Utsch (2005), single respondents within an organization are often unable to 

provide specific facts about human capital (education, experience, skills, and knowledge) 

for each of the employees in the organization. Therefore, Frese and Utsch’s (2005) 

psychological scale with three items was adapted for this research and respondents.  

However, to get at potentially different types of human capital, I included 

measures of both family and non-family TMT human capital. For example, respondents 

were posed questions such as, “Family members of the top management team are 

qualified to do their job.” Respondents evaluated the items on a 7-point Likert scale 

(1=Strongly Disagree, 7=Strongly Agree). These questions were repeated for both family 

and non-family members. The specific items are included in Appendix A. The items for 
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both family human capital and non-family human capital had the highest reliability of all 

constructs included in the model, family human capital (alpha=.95) and non-family 

human capital (alpha=.93). 

4.3.2 TMT Non-familiness 
 

To assess the non-familiness of the TMT, I used two non-familiness ratios 

calculated as follows: (NF-F) / TMT total) and (NF/TMT Total) where F equals the 

number of family members on the TMT and NF equals the number of non-family 

members on the TMT.  

4.3.3 Transactive memory system 

The scale used to assess the top management team’s TMS was adapted from 

Lewis’ (2003). At a group level, the scale is conceptually valid and has been 

demonstrated to be statistically valid (Lewis, Lange, and Gillis, 2005; Kozlowski and 

Ilgen, 2006; Zhang, Hempel, and Han, 2007; Kanawattanachai and Yoo, 2008). Each of 

the three dimensions, specialization, credibility, and coordination, is comprised of five 

indicators and were measured on a 7-point Likert scale (1=Strongly Disagree, 7=Strongly 

Agree). Individual items are contained in Appendix A. The five-item scale for 

specialization had a coefficient alpha of .87 with a mean of 5.60, a coefficient alpha of 

.88 with a mean of 5.57 for credibility, and a coefficient alpha for .85 and mean of 5.51 

for coordination.  These established scales demonstrated similar reliabilities and means of 

established research (Lewis, 2005). 

4.3.4 Entrepreneurial Orientation 

I derived salient dimensions of EO from a review of the entrepreneurship 

literature. Miller (1983) took a prominent role in the reviewed articles with the three 
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dimensions (risk taking, proactiveness, and innovativeness) posited by him consistently 

used across studies. The additional two dimensions of EO (autonomy and competitive 

aggressiveness) conceived by Lumpkin and Dess (1996) were used in roughly one-third 

of the studies.  As asserted by Rauch, Wiklund, Lumpkin, and Frese (2009), additional 

research is warranted to establish the psychometric properties of autonomy and 

competitive aggressiveness which is not a research objective of this dissertation. 

Therefore, the original three dimensions of EO, all of which contain three items) 

developed by Miller (1983), for which Covin and Slevin (1989) developed a scale, were 

considered in the analysis. The items were measured on a 7-point semantic differential 

scale. (e.g., Generally our company prefers to . . .  

Strongly emphasize the marketing of the company’s present products. 1 2 3 4 5 6 7 

Strongly emphasize R&D). The remainder of the individual items is presented in 

Appendix A. Innovativeness had a moderately high coefficient alpha of .84 and a mean of 

5.17, proactiveness had a coefficient alpha of .86 and a mean of 5.28, while risk taking 

had an alpha of .86 and mean of 4.63.  

4.3.5 Performance 

Extant research has established the multidimensionality of performance, 

particularly in SMEs (Lumpkin and Dess, 1996; Wiklund and Shepherd, 2005). 

Objectives measures are well-equipped to assess financial performance and are not 

susceptible to common method bias. However, objective data are difficult to obtain and 

interpret in SMEs. Subjective measures allow evaluation of non-financial performance, 

can be obtained by survey, and have demonstrated strong reliability and validity (Stam 

and Elfring, 2008). Unfortunately, subjective measures of performance can be biased due 
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to social desirability and common methods. With that in mind, my research utilizes both 

subjective and objective measures of performance. Subjective measures were used to 

assess net income after taxes, meeting financial objectives, and overall firm performance 

relative to competitors. Objective data, via ReferenceUSA, were collected on annual 

revenue and these data were compared to subjective data on the same constructs and 

showed a significantly high correlation .67. The three subjective indicators were utilized 

in the final model and had a coefficient alpha of .93 and mean of 4.80.  

4.3.6 Sustainability 

Recent research has implored future work on organizational sustainability to 

consider both the environmental and social sub-dimensions of sustainability (Christmann 

and Taylor, 2006; Lockwood, 2006; and Chabowski, Mena, and Padron, 2010). 

Therefore, my analysis included four indicators to evaluate firms’ environmental 

responsibility and four indicators to evaluate social responsibility. The sustainability 

scale is an adaptation of Maignan and Ferrel’s (2000) work on corporate citizenship 

which was updated and revised by Turker (2009). Adaptation of Turker’s (2009) was 

necessary to remove factors that evaluated legal compliance. My definition of 

sustainability involves initiatives that are beyond the prescripts of the law. Therefore, I 

omitted one item that assessed compliance with legal imperatives (e.g., paying taxes) 

since basic compliance is required to remain in business. I present the remainder of the 

items in Appendix A. The scale had a mean of 5.25 and alpha coefficient of .87.   

4.3.7 Control Variables 

 Four control variables were included in the model: firm age, generation of 

business, family control, and family influence. Firm age influences both organizational 
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performance (Anderson and Reeb, 2003) and the pursuit of sustainability initiatives 

Wagner (2010). As multiple generations participate in family businesses, more family 

members are reliant on the business for their financial welfare, and the divergent goals to 

distract the firm from achieving financial objectives (Westhead and Howorth, 2006). 

Both family control and influence organizational performance. Family members in 

business are believed to engage in business regarding acts as opposed to self-regarding 

acts (Sharma 2004). Wealth creation in the business is aligned with personal businesses. 

As the control and influence of the family business is aligned with manager rationality, 

there is a lesser need for formal governance mechanisms and monitoring.   

4.3.8 Analysis 

Although all the scales utilized in this research are established scales, I began the 

analysis by assessing the constructs’ reliability, all of which were sufficiently high 

(range=.84 to .95). A table containing all the coefficients alphas in included in Appendix 

A. With the reliability of the constructs established, I used structural equation modeling 

to evaluate the hypothesized relationships. However, before I tested my hypotheses, I 

used CFA to determine the appropriateness of my measurement model and 

dimensionality of my constructs. I then proceeded to assess the full structural model and 

hypotheses. To test for mediation, I adopted the procedure advanced by Preacher and 

Hayes (2004; 2008); indirect effects were included in the structural model.  The results 

are presented in the following chapter.  
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Chapter 5 
 

 Results 
 

5.1 Descriptive Statistics 
 

The survey procedure yielded 151 usable surveys. The sample is comprised of 

27.81 (42 firms) per cent new motorcycle dealerships while the remaining 72.19 per cent 

are new automobile dealerships (109 firms), roughly representative of the rate at which 

the two firms exist. The average firm in the sample was founded in 1975.  The 

respondents had the following characteristics: 59.23 per cent reported holding an equity 

position in the firm and the other respondents reported a position on the top management 

team.  All the respondents held a sufficiently high enough position in the organization to 

adequately respond to the questions about their firms and other top management team 

members.  Respondents were overwhelmingly male 96%. Respondents in the study were 

moderately educated with 2.2 years of post-high school education on average, had an 

average age 48 years, had  14 years of industry experience, and average tenure with the 

current employer was 8 years. Seventy-nine percent (79%) of respondents were members 

of the controlling family.  Table 5.1 below provides the means, standard deviations and 

Pearson’s product-moment correlations.  
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Table 5.1: Latent Construct Correlations, Means, and Standard Deviations 

Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 
1. EO 5.06 1.21 1 
2. TMS 5.39 1.21 0.24* 1 
3. Perform 4.80 1.57 0.46** 0.22* 1 
4. Sustain 5.15 1.38 0.63** 0.24* 0.40** 1 
5. Non-fam Ratio 0.29 0.02 0.03 -0.29** 0.12 -.07 1 
6.Family HC 6.03 1.11 0..37** 0.56** 0.29** 0.37** 0.05 1 
7. Non-fam HC 5.44 1.27 0.31** 0.35** 0.22* 0.27* 0.10 0.32 1 
8. Age 1975 20.02 -0.04 -0.04 -0.04 -0.11 -0.08 -0.12 -0.02 1 
9. Generation 1.53 .66 0.05 0.09 0.10 0.21 -0.06 0.13 0.05 -0.65 1 
10. Control 6.47 .92 0.09 0.22 0.10 0.23* -0.32** 0.24* 0.07 -0.08 0.09 1 
11. Influence 6.54 .77 0.09 0.23* 0.07 0.14 -0.31** 0.28* 0.05 -0.09 0.09 0.72** 1 
Entrepreneurial orientation (EO), Transactive memory system (TMS), Performance (Perform), Sustainability  (Sustain), Non-
familiness (Non-fam Ratio), Family human capital (Family HC), Non-family human capital (Non-fam HC), Firm age (Age) 
P<.05=* 
P<.01=** 
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5.2 Construct Dimensionality 
 

 Before I could proceed with the assessment of my measurement and structural 

models, I first had to establish the dimensionality of the constructs.  To determine 

whether the dimensional or the construct level model was appropriate, I completed 

confirmatory factor analysis (CFA) and chi-squared difference tests on the 

multidimensional constructs. I ran models where EO had three correlated factrs, TMS had 

three correlated factors, and sustainability had two correlated factors. I then ran the above 

models as a one factor model where the factor intercorrelations were constrained to one 

in each model. Next, I ran those same models and the factor intercorrelations were 

constrained to zero. The results are presented in Table 6. The CFA with estimated 

correlations between the dimensions of EO, TMS, and sustainability represent the data 

best according to both the fit indices and chi-squared difference tests. The change in chi-

squared was significant, at an alpha of .1, across all models compared to the original 

confirmatory factor analysis with estimated correlations across constructs. This is 

confirmation of the hypothesized construct level model, and thus, I utilized the 

aggregated hypothesized model in my analyses. EO and TMS were single factors with 

three item composites while sustainability was a single factor with two item composites.  

 

Table 5.2 Construct Dimensionality 
EO CFA 

Model 1 Model 2 Model3 
Correlation 
Estimated 

Correlated Fixed 
1 

Correlation Fixed 
0 

CFI 0.98 0.98 0.85 
NNFI 0.98 0.96 0.8 
RMSE
A 0.1 0.1 0.23 
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Table 5.2 continued 
SRMR 0.049 0.11 0.4 
CHI2 60.62 96.31 274.95 
df 24 27 27 

Diff 1&2 =35.39; 
3df Diff 1&3=214.33 ;3df 

p=.00 p=.00 

TMS CFA 
Model 1 Model 2 Model3 
Correlation 
Estimated 

Correlated Fixed 
1 

Correlation Fixed 
0 

CFI 0.96 0.95 0.88 
NNFI 0.95 0.95 0.87 
RMSE
A 0.09 0.1 0.17 
SRMR 0.062 0.064 0.41 
CHI2 284.5 309.82 652.77 
df 90 93 93 

Diff 1&2 =25.32; 
3df Diff 1&3 =342.95; 3df 

p=00 p=.00 

Sustainability CFA 
Model 1 Model 2 Model3 
Correlation 
Estimated 

Correlated Fixed 
1 

Correlation Fixed 
0 

CFI 0.97 0.96 0.82 
NNFI 0.96 0.95 0.73 
RMSE
A 0.19 0.19 0.29 
SRMR 0.039 0.2 0.5 
CHI2 71.35 74.59 333.56 
df 13 14 14 

Diff 1&2=3.24; 1df Diff 1&3 =262.21; 1df 
p=.07 p=.00 

 

5.3 Modeling 

I began my analysis with assessment of the measurement model. The confirmatory 

measurement model allowed the indicators to load on their respective latent constructs 
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while latent constructs were allowed to correlate freely. On single item indicators, the 

error term was fixed to zero and the factor loading to one. Multiple item latent constructs 

had one item’s factor loading fixed to one. All the free factor loadings were significant an 

alpha at .01; the multiple item standardized loadings ranged from .70 to .94. The 

construct validity of the underlying 11 latent constructs (TMT HC, TMT non-familiness, 

EO, TMS, sustainability, performance, firm age, generation of business, family control, 

and family influence) is, therefore, acceptable. To evaluate model fit, I used multiple fit 

indices: Root Mean Square Error of Approximation (RMSEA), Non-Normed Fit Index 

(NNFI), Comparative Fit Index (CFI), and SRMR. After review of extant literature, I 

established thresholds to assess the appropriateness of the model: χ2 p>.05 indicates 

excellent fit, CFI >.95 indicates good fit (Hu and Bentler, 1998; Hu and Bentler , 1999) 

while a value above .90 represents acceptable fit (Lance and Vandenberg, 2002), 

RMSEA ≤ .08 indicates reasonable fit (Brown and Cudeck, 1993). The results are 

indicative of good or adequate fit: Root Mean Square Error of Approximation (RMSEA) 

= 0.046, Non-Normed Fit Index (NNFI) = 0.95, Comparative Fit Index (CFI) = 0.98, 

SRMR=.042, and χ2=234.49 with 159 degrees of freedom (p<.01).  

Next, I assessed the full structural equation model. In the structural model, six single 

item indicators were included, Non-family Ratio, Generation of Business, Age of 

Business, family influence on important strategic decisions, family or non-family 

respondent, and the degree to which the firm is controlled by the founding family . For 

those indicators, I fixed the measurement error to zero and the factor loading to one. I 

pursued established convention by allowing the latent exogenous constructs to correlate 

(Family Human Capital, Non-family Human Capital, and TMT Diversity) while the 
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latent endogenous constructs (EO, TMS, Sustainability, and Performance) were not 

allowed to correlate. In addition to the hypothesized relationship, direct paths were 

included from the latent exogenous constructs (family human capital, non-family human 

capital, and TMT non-familiness) to performance and sustainability iniativies. Combined 

with the good fit of measurement model, the fit indices, based on the above established 

thresholds, of the structural model suggest a high degree or acceptable level of model fit: 

RMSEA = 0.057, NNFI = 0.93, CFI = 0.97, SRMR=.069, and χ2=314.07 (p<0.00, 192 

DF). With acceptable or good fit established in both the measurement and structural 

models, I proceeded to test the aforementioned hypotheses.  

5.4 Hypotheses Tests and Results 

5.4.1 Human Capital to EO 

I then considered the relationship between human capital and the organization’s 

entrepreneurial orientation. Human capital is positively related to EO. As expected,  both 

family (β = .27, p < .01)  and non-family human capital (β = .19, p < .05) are positively 

related to the firm’s EO.  Hypothesis 2 was supported; both family and non-family 

human capital are positively and significantly related to firms’ entrepreneurial 

orientation. 

5.4.2 Human Capital to TMS 

The first part of the model examined the direct relationship between human capital 

and the top management team transactive memory system. Family human capital was 

significantly and positively related to the top management team’s transactive memory 

system (β = .47, p < .01), Similarly, non-family human capital significantly and 

positively related to the top management team’s transactive memory system (β = .23, p < 
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.01). In other words, as the top management team increased in aggregate levels of family 

and non-family human capital, I observed higher levels of transactive memory systems in 

the top management teams. Therefore, Hypotheses 1 is supported. Standardized 

coefficients for these and all other posited relationships and their respective standard 

errors are presented below in Table 5.3. 

5.4.3 TMT Non-familiness to TMS 

I proceeded to consider the direct relationship between TMT non-familiness and the 

team’s transactive memory system. As shown in Table 5.3 as the proportion of non-

family members on the top management team increases, the transactitve memory 

decreases (β = -.30, p < .01). Therefore, Hypothesis 3 was supported. TMT non-

familiness impedes the development of a TMT TMS. 

5.4.4 TMT Non-familiness to EO 

I hypothesized a positive relationship between TMT non-familiness and EO. 

However, I failed to support this relationship (β = .02, p > .10).  Hypothesis 3 is not 

supported.  

5.4.5 TMS to Organizational Performance 

I posited a positive relationship between the TMT’s TMS and organization 

performance. Contrary to the proposed relationship, TMS is not related or performance in 

any meaningful way in my sample (β =-.04, p > .10). Hypothesis 5 was not supported.  

5.4.6 EO to Organizational Performance 

Entrepreneurial orientation was hypothesized to positively influence organizational 

performance. I confirmed a positive relationship between EO and performance (β = .32, p 

< .01). Hypothesis 6 was supported.  
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5.4.7 EO to sustainability initiatives  

I proposed a positive relationship between the firm’s entrepreneurial orientation and 

sustainability initiatives. Indeed, the firm’s entrepreneurial orientation is positively 

associated with sustainability initiatives (β = .44, p<.01). Hypothesis 7 was supported.   

 
Figure 5.1 Hypothesized Model and Results 

 (***=p<.01, **=p<.05, *=p<.1; Standardized Coefficients)  

 
 
 

Table 5.3: Hypothesized Relationships, Standardized Betas, and Standard Errors 
 Standardized 

Beta 
Standard 
Error 

H1: Family human capital�EO .27*** .09 

H2: Family human capital�TMS .47*** .07 

H1: Non-family human capital �EO .19** .07 
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Table 5.3 continued 

H2: Non-family human capital�TMS .23*** .06 

H3: TMT non-familiness�TMS -.30*** .10 

H4: TMT non-familiness�EO .02 .13 

H5: TMS�Performance -.04 .15 

H6: EO�Performance .32*** .13 

H7: EO�Sustainability .44*** .09 

Controls 

Firm age�Performance .07 .01 

Firm age�Sustainability .01 .00 

Generation�Performance .07 .22 

Generation�Sustainability .13 .15 

Fam control�Performance .13 .18 

Fam control �Sustainability .26*** .11 

Fam influence�Performance -.09 .21 

Fam influence �Sustainability -.22** .14 

***=p<.01, **=p<.05, *=p<.1 

 

5.4.8 Mediation 

 To test for mediation, I included the direct effects in the full structural model and 

calculated confidence intervals to determine whether or not mediation was present for the 

relationship between TMT non-familiness and TMT TMS with performance and 
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sustainability Based on Preacher and Hayes (2004, 2008) test of mediation, EO mediated 

the relationship between family human capital and non-family human with organizational 

performance and sustainability (p<.05). No other mediation relationship was significant. 

Table 5.4 presents the results of all proposed mediated relationships and Table 5.5 

provides the confidence intervals for those indirect effects.  

Table 5.4: Indirect Effects 
Relationship between exogenous and endogenous 
variables 

Unstandardized 
Betas 

Standard 
Errors 

Family human capital�Performance .42*** .15 

Family human capital �Sustainability .30*** .09 

Non-family human capital �Performance .14 .10 

Non-family human capital �Sustainability .16** .07 

TMT non-familiness�Performance .30 .19 

TMT non-familiness�Sustainability -.21 .18 

 

 

Table 5.5 Mediation Tests 

Mediated Relations at 95% CI  LL UL 

H8a FHC�EO�Perform** .04 .51 

H8a NFHC�EO�Perform** .01 .17 

H8a FHC�EO�Sustain** .04 .39 

H8a NFHC�EO�Sustain** .10 .26 

H8b TMT Non-Fam�EO�Perform -.12 .49 
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Table 5.5 continued 

H8b  TMT Non-Fam�EO�Sustain -.30 .13 

H8c FHC �TMS�Perform -.19 .51 

H8c NFHC �TMS�Perform -.08 .24 

H8d TMT Non-Fam�TMS�Perform -.06 .36 

**=p<.05 

 

5.4.9 Practical Significance 

 To determine the practical significance of my model, I estimated the squared 

multiple correlations for the endogenous constructs included in the structural model. The 

structural equation model included four endogenous constructs. For those four constructs, 

the squared multiple correlations ranged from .18 to .38. A primary objective of this 

dissertation was to determine the effects of human capital, TMT diversity, entrepreneurial 

orientation, and transactive memory systems on organization performance. Twenty-four 

per cent of the variation in performance was explained by the aforementioned variables, 

which is an impressive feat. The remaining squared multiple correlations are presented 

below in Table 5.6. 

 

Table 5.6: Squared Multiple Correlations of Endogenous Variables 

 Squared Multiple Correlations 

TMS .29 

EO .18 
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Table 5.6 continued 

Performance .24 

Sustainability .38 

 

5.4.10 Model Comparison 

 Finally, I compared the structural relationships in the aggregated model that 

utilized primary subjective measures of performance with an aggregated structural model 

that contained objective performance data collected from ReferenceUSA. While the 

strength of the relationship varied, were in the same direction and of the same 

significance across the two models with the exclusion of effects for EO. I failed to 

confirm a significant relationship between entrepreneurial orientation and performance. 

The implications of this null finding are expounded upon in the limitation section.  
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Chapter 6 
 

Discussion, Research Contributions, Managerial Implications, Study Limitations, and 

Directions for Future Research 

 
6.1 Discussion 

 
In an increasingly knowledge-based economy, firms are concerned with the 

acquisition and development of human capital. Indeed, management theory, including the 

resource-based view of the firm, contends that human capital is a critical factor in 

explaining why some firms outperform other firms (Acedo, Barroso, & Galan, 2006; 

Barney, 1991; Barney, Wright, & Ketchen, 2001; Coff, 1999). This dissertation was no 

exception. Human capital was an important determinant of organizational performance. 

However, importantly, the previous mentioend studies provide a somewhat incomplete 

picture of the relationship between human capital and performance. As argued by Wright, 

Dunford, and Snell (2001), human capital can only be a source of performance 

advantages when it supports value-creating competencies. Case in point, firms must 

leverage the talents of their employees. One such mechanism by which firms leverage the 

human capital of their employees is an entrepreneurial orientation. Human capital 

influences organizational performance, including financial, social, and environmental 

performance, through the additional innovativeness, risk taking, and proactiveness it 

provides to the organization.  

Increased cognitive abilities that emanate from human capital allow top managers 

to engage in more efficient and productive activity (Schultz, 1959; Becker, 1964; Mincer, 
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1974). When an entrepreneurial opportunity is present, human capital allows early 

recognition and the skills necessary to exploit the opportunity. Individuals who possess 

who capital are more adept at recognizing opportunities and taking action to exploit the 

opportunity (Shane and Venkataraman, 2000; Bates, 1995; Robinson and Sexton, 1994). 

In Hayton’s (2003) research, human capital and human capital management resulted in 

more entrepreneurial actions in small and medium-sized enterprises. Shane and 

Venkatraman (2000) demonstrated that human capital provides the capacity for business 

owners to act entrepreneurially through discovering and exploiting opportunities. 

Empirical work by Bantel and Jackson (1989) demonstrated the importance of human 

capital and entrepreneurship when they confirmed a positive relationship between 

talented management and organizational innovation. In Taiwan, human capital positively 

influenced innovativeness (Anker, 2006). Human capital increases entrepreneurial 

research which results in patents (Allen, Link, and Rosebaum, 2007). Similarly, this 

dissertation confirmed a positive relationship between human capital, both family and 

non-family, and a firm’s entrepreneurial orientation. Family and non-family human 

capital increases the degree to which firms act proactively, take risks, and act 

innovatively.  

While the relationship between human capital and EO is well-established, 

entrepreneurial orientation has been understudied in the family business context (Zahra, 

2005). The traditional view of the family business is that of “nurturer/protector” (Miller 

and Le Breton-Miller, 2011). This view contends that the family seeks to protect the 

welfare of the family whose financial health is dependent on the family firm. 

Consequently, decision-makers in the family take act less entrepreneurially. However, in 
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family firms, my dissertation provides evidence that human capital is an important 

antecedent of an entrepreneurial orientation.  

Human capital has been associated with a multitude of group level outcomes.  In 

a sample of 65 teams working on an interdependent command and control simulator, 

human capital increased team work competencies and great proficiency in planning, task 

coordination, collaborative problem solving and communication (Ellis, Bell, Ployhart, 

Hollenbeck, and Illgen, 2005). McClough and Rogelberg (2003) found that human capital 

resulted in greater individual team member behavior in 57 student teams.  Based on my 

review of the literature, extant research has failed to establish human capital as an 

antecedent of a group’s transactive memory system to the exclusion of Faraj and Sproull 

(2000). They established a relationship between human capital and the TMS dimension 

specialization. Human capital contributes to the development of the meta-knowledge that 

includes “who knows what” which allows individuals to identify areas in which they can 

specialize and contribute.  In my sample of family firms, human capital predicts the 

TMT’s transactive memory system. Top managers have the desire and ability to work 

together (Hollingshead and Fraidin, 2003). Human capital allowed members to 

understand how knowledge is distributed throughout the group, which helped individuals 

identify deficiencies in the TMS or areas in which they could develop a specialization 

and make a contribution. Further, TMT members who possessed human capital had the 

requisite knowledge, skills, and abilities to develop a specialization.  Confidence in other 

members’ contributions (i.e., information, decisions, and specialization) to the TMS was 

enhanced when members possess high levels of human capital. Human capital allowed 

the group to rely on a single individual for contributions pertaining to his or her 
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specialization. Trust resulted in team members developing unique specializations from 

their human capital.   

The literature nearly universally posits positive effects emanating from the 

presence of non-family managers in the process of professionalization (Chrisman, Chua, 

Kellermans, and Chang, 2007; Chua, Chrisman, and Sharma, 2003; Minichilli, Corbetta, 

and MacMillan). I argued and supported that this relationship may be more nuanced than 

previously described. Non-family managers bring both job-related diversity and 

psychographic diversity into the family-firms TMT. Diversity in the top management 

team can reduce communication (Zenger and Lawrence, 1989), increase turnover 

(Wagner, Pfeffer, and O’Reilly, 1984), and create disharmony (O’Reilly, Snyder, and 

Boothe, 1993). Indeed, as the proportion of non-family managers increased on the top 

management team, the TMS was negatively impacted. The top managers did not develop 

specialization, did not find one another as credible, and could not coordinate their actions 

as well. Thus, when hiring non-family managers, family firms should be cognizant of the 

potential detriments of non-family members participating in the family business.  

Contrary to my expectations, TMT non-familiness was not meaningfully related 

to the firm’s entrepreneurial orientation. This suggests that the mere participation of non-

family members in the top management team does not create benefits. The benefits of 

non-family members are derived from the human capital they possess. Thus, the 

importance of non-family TMT members was captured in my relationship between non-

family human capital and EO. 

With increasing organization resources devoted to entrepreneurship and 

innovation, when a firm possesses an entrepreneurial orientation, the logical assumption 
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is that those activities result in organizational performance. However, a proportion of 

extant research failed to establish a significant relationship between EO and performance 

(Covin, Slevin, and Schultz, 1994; George, Wood, and Khan, 2001). Other studies only 

confirmed a weak, positive relationship between EO and performance (Dimitratos, 

Lioukas, and Carter, 2004; Lumpkin and Dess, 2001; Zahra, 1991). The majority of 

empirical work on EO provided evidence of a positive and significant relationship 

between EO and performance (Covin and Slevin, 1986; Hult, Snow, and Kandemir, 2003; 

Lee, Lee, and Pennings, 2001; Wiklund and Shepherd, 2003). This research hypothesized 

and confirmed a positive relationship between EO and performance. As suggested by 

Rauch, Wiklund, Lumpkin, and Frese (2009) in their meta-analysis, industry may 

moderate the relationship. Based on the results of their meta-analysis, industries with 

rapid change and changing customer preferences result in a more pronounced relationship 

between EO and performance. This partly explains the strong relationship between EO 

and performance I observed in my dissertation. The new automobile and motorcycle 

industries experienced significant turbulence as a result of the economic downtown. 

Sustainability is a growing concern for organizations as consumers report a 

desire to conduct business with firms who are environmentally and socially responsible 

(Cordano and Frieze, 2000; Schmidheiny, 1992). Though there is an increasing body of 

knowledge on the motivation and outcomes of sustainability, little is known about the 

antecedents of sustainability initiatives (Bansal andRoth, 2000; Egri & Herman, 2000).  

Extant literature contends that the integration of social and environmental initiatives 

requires attentivenss to external opportunities (Cairncross, 1992; Judge and Douglas, 

1998; Sharma, 2000). Based on my research, no empirical work has considered the 



 

83 
 

relationship between EO and sustainability initiatives. Craig and Dibrell (2006) supported 

a positive relationship between a concern for the natural environment and innovation. 

Indeed, I find a positive relationship between EO and sustainability initiatives. An 

entrepreneurial orientation provides the capability to seize those opportunities driven by 

changes in regulations and social values.  

While there is evidence to suggest transactive memory systems enhance group 

level performance (Hollingshead, 1998; Liang, Moreland and Argote, 1995; Moreland, 

Argote, and Krishnan, 1998; Lewis, 2003, 2005), top management team transactive 

memory systems do not significantly relate to performance in family businesses. I sought 

to extend the effects of a group level construct, TMS, to an organizational level outcome, 

performance, yet failed to establish this relationship. With that in mind, I examined the 

relationship between the individual dimensions of TMS and organization performance. 

Interestingly, specialization in the top management team detracted from organizational 

performance. As the members of the top management team became more specialized in 

their knowledge and skills, performance suffered. Based on extant literature, specialized 

knowledge and skills allow groups more expertise to bear on decisions and requisite 

tasks, thereby bolstering organizational performance (Hollingshead, 1998; Liang, 

Moreland and Argote, 1995; Moreland, Argote, and Krishnan, 1998; Lewis, 2003, 2005). 

This anomalous finding was resultant of the group becoming more insular and 

untempered decision making. First, as the top management team became more 

specialized, they became less reliant on environmental cues. The group drew upon the 

expertise of external entities and information from those entities to a lesser extent. 

Secondly, top manager specialization, by default, resulted in specialists. These specialists 
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possessed a unique body of knowledge. There were not other individuals to question their 

decision-making. Consequently, individuals had untempered decision making authority 

and misguided strategies. The top management team’s ability to coordinate their actions 

and find one another credible resulted in higher levels of organizational performance.  

Family firms should be aware of the consequences of specialization in top management 

teams.  

 

6.2 Research Contributions 

This multifaceted research was fundamentally driven by the desire to glean additional 

understanding of how family businesses leverage their resources to outperform 

competitors. Unfortunately, the family business literature is largely devoid of transactive 

memory system as a construct. Family businesses provide a fertile ground to examine the 

construct due to the intersection of workplace relationships and family relationships.  Due 

to the dual relationships, I surmised more developed transactive memory systems in 

family businesses at the top management team ranks. Previous research established the 

construct to improve group performance (Lewis, 2003; 2005). This is the first research, 

based on my review of the literature, to link TMS to an organizational level outcome, 

performance. While my hypotheses, with respect to this construct, were not patently 

supported, valuable insights can be drawn from the results. Both the nature and the 

strength of the construct’s dimensions vary as they relate to organizational performance. 

Specialization is negatively related to performance while credibility and coordination are 

positively and significantly related to performance. The ability of the top management 
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team to work coherently together towards organizational goals is an important 

determinant of performance.  

Further, established research paints a rosy picture of non-family members inclusion 

in top management ranks. While I do not disagree with the notion that non-family 

members contribute to organizational performance, I argue that the relationship is more 

nuanced. Non-family managers impede TMT’s ability to function cohesively. As higher 

levels of TMT non-familiness, TMT members tend to be generalists as opposed to 

specialists, trust is reduced in the group, and coordination of actions is reduced. 

The benefits of human capital to an organization are well-developed (Hitt, Bierman, 

Shimizu, and Kochhar, 2001; Baum and Silverman, 2004; Cooper, Gimeno-Gascon, and 

Woo, 1994). I contribute to the literature by adding to the understanding of how human 

capital relates to organizational performance (financial, social, and environmental). My 

analyses suggested that human capital is indirectly related to organizational performance. 

The relationship was mediated by the firm’s entrepreneurial orientation. Entrepreneurial 

orientation is mechanisms by which the knowledge, skills, and abilities or employees are 

leveraged to achieve organizational performance. Moreover, human capital is an 

important antecedent of an entrepreneurial orientation. However, within family 

businesses, it is important to consider the effects of family and non-family human capital 

individually. The strength of the relationship changes across the forms of human capital. 

This extends the human capital by differentiating between sources of human capital. Not 

only is the level of human capital important to organizations (Hitt, Biermant, Shimizu 

and Kochar, 2004), but the outcomes associated with human capital are influenced by the 

source. For family businesses and EO, the contributions and talents of TMT family 
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members are critically important to achieving entrepreneurial action and the subsequent 

performance benefits. Contrary to the belief that non-family members are necessary for 

entrepreneurial action and legitimization of family businesses (Hall and Nordqvist, 2008), 

family human capital is a stronger predictor of EO and firm performance.  

My final contribution is the establishment of a relationship between an 

entrepreneurial orientation and sustainability initiatives. While strong theoretical 

arguments exist to support a relationship, the literature fails to posit the relationship. My 

research supported a positive, significant relationship between EO and sustainability 

initiatives.   

6.3 Implications for Managerial Practice 

My findings indicate that family businesses should seek out top managers for their 

organizations with high levels of human capital (both family and non-family) to increase 

organizational performance. However, when employing non-family managers, firms 

should be aware of the negative consequences. The non-family managers have the 

potential to disrupt the TMS of the top management team. Organizational mechanisms 

should be in place to integrate the non-family members into the team and develop trust 

amongst all members of the team to maximize performance. One caveat of that cohesion 

relates to member specialization. Top management team specialization can reduce 

organizational performance (Tao and Zhang, 2012). If members do specialize, an 

intentional effort to draw on external expertise and information remains critically 

important to diminish the deleterious effect; some overlapping knowledge may mitigate 

these negative effects. To remain competitively relevant, now and in the future, firms 

should adopt an entrepreneurial orientation (Hamel, 2000). Finally, family firms that wish 
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to promote the welfare of society and go green should adopt an entrepreneurial 

orientation. 

6.4 Study Limitations and Future Research Directions 

 Limitations are inherent in research and this dissertation is no exception. To start, 

I collected the independent variables and dependent variables from the same respondent 

at the same point in time. This process may have introduced undesired common method 

bias. To combat common method bias, I utilized procedural and statistical remedies. To 

reduce measurement context effects, a single researcher administered the paper-and-

pencil questionnaires. The respondents were allowed to navigate through the survey at 

their will which precluded the opportunity for a research to inadvertently disclose a 

desired response. I ensured the confidentiality of the respondent to limit the effects of 

social desirability bias wherein respondents provide responses they deem socially 

pleasing. The proposed relationships were not disclosed, and the questions were kept as 

simple and straightforward as possible. Statistically, the Harmon single-factor test and 

multiple factor analyses indicated common method was not an issue with my data.  

Second, the sample was restricted to family businesses competing in the 

automobile industry which limits the extensibility or generalizability of my findings. 

However, my sample was driven by the nature of my underlying research question. With 

that in mind, future research should seek to establish the import of transactive memory 

systems at the top management on organizational performance in non-family firms and 

across industries. In addition, researchers should identify other types of diversity that 

detract from top management teams developing such a memory system. In this research, I 

only considered the diversity imposed by different family backgrounds.  
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 Third, my cross-sectional data fail to capture the dynamic nature of the 

relationship between entrepreneurial orientation and organizational performance. As 

firms become more successful, they may seek out new opportunities, take more action, 

and accept higher levels of risk to secure future sources of success. Future studies could 

make a valuable contribution by adopting a longitudinal design.  Finally, I failed to 

confirm a significant relationship between entrepreneurial orientation and objective 

performance. This suggests that respondents’ perception of performance may not be 

representative of actual performance. However, the only objective performance measure 

to which I had access was total sales. Total sales do not fully capture performance. Future 

research should seek to include both subjective and objective performance measures.  

6.5 Conclusions 

Entrepreneurship is critical to family firm growth, profitability, and survival 

(Zahra 2005); however, entrepreneurship remains understudied in the family business 

context (Zahra and Sharma, 2004). Limited extant research suggests family firms act less 

entrepreneurially than their non-family counterparts but performance enhancements result 

from entrepreneurially actions (Litz and Klesen, 2001). In this dissertation, I explore the 

effects of human capital and top management team diversity on the group’s transactive 

memory system (Wegner, 1987) and the organization’s entrepreneurial orientation. 

Specifically, I proposed that TMT non-familiness detracts from the development and 

utilization of a transactive memory system while enhancing the entrepreneurial 

orientation of the firm while human capital is positively related to both the 

entrepreneurial orientation and transactive memory system.  
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 Additionally, family firms have been described by stagnancy (Daily & Dollinger, 

1992), limited growth prospects (Gumpert& Boyd, 1984), and nepotism (Vinton, 1998). 

However, I argue the organization’s transactive memory system and entrepreneurial 

orientation serve as mechanisms to leverage the talents of employees and bolster 

organizational performance. I also explore the relationship between entrepreneurial 

orientation and business sustainability which has largely been ignored (Hall, Daneke, and 

Lenox, 2010).   
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Appendix A 

Scales and Survey Instrument 
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I. Questions About Your Firm  
1. How many family members participate in the top management team? _______ 
2. How many non-family members participate in the top management team? _______ 
3. In what year was your firm founded? _______ 

 

 
II. Consider your company’s perspective when answering the next 10 questions   
1. Strongly emphasize the marketing of 

the company’s present products. 
 

1 2 3 4 5 6 7 Strongly emphasize new product and service development. 
 

 
How many new kinds of products or services has your company introduced over the past 5 years?  
2. A lot of new products/services 1 2 3 4 5 6 7 No new products/services. 
3. The changes of the company’s 
products/services have been radical. 

1 
 

2 3 4 5 6 7 There have been small changes of the present products/services. 

 
Our company’s relation toward competitors: 
4. Normally we react upon initiatives 
taken by our competitors. 

1 2 3 4 5 6 7 Normally we initiate changes upon which our competitors react. 

5. Our company is seldom the first one to 
introduce new products or services, 
administrative systems, processes...  

1 2 3 4 5 6 7 Our company is very often the first company to introduce new products/services, 
administrative systems, processes ... 

6. Normally our company tries to avoid 
overt competition, but rather takes on a 
“live-and-let-live”-position. 
 

1 2 3 4 5 6 7 Normally our company takes on a very competitive oriented “beat-the-competitor”-
position. 

 
Generally our company has . . . 
7. A strong tendency toward projects with 
low risk (with normal and secure yield). 
 

1 2 3 4 5 6 7 A strong tendency toward getting involved in high risk projects (with a chance for high 
yield). 
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III. The following questions evaluate work your firm does for environmental and social causes 
1=Disagree Strongly  2=Disagree  3=Somewhat Disagree  4=Neutral  5=Agree Somewhat  6=Agree  7=Agree Strongly 
Our company… 

 ..participates in activities which aim to protect and improve the quality of the natural environment. 1 2 3 4 5 6 7 
 …makes investment to create a better life for future generations. 1 2 3 4 5 6 7 

 ..implements special programs to minimize its negative impact on the natural environment 1 2 3 4 5 6 7 
 …targets sustainable growth which considers future generations 1 2 3 4 5 6 7 

... our company supports nongovernmental organizations working in problematic areas. 1 2 3 4 5 6 7 
...our company contributes to campaigns and projects that promote the well-being of the society. 1 2 3 4 5 6 7 

...our company encourages its employees to participate in voluntarily social programs. 1 2 3 4 5 6 7 
...our company emphasizes the importance of its social responsibilities to the society. 1 2 3 4 5 6 7 

 
 

 

Generally we believe that . . . 
8. The business environment of the 
company is such that fearless and 
powerful measures are needed to obtain 
the company’s objectives. 

 
1 

 
2 

 
3 

 
4 
 

 
5 

 
6 
 

 
7 

The business environment of the company is such that it is better to explore it  
carefully and gradually in order to achieve the company’s objectives. 

 

When we are facing insecure decision-making situations . . . 
9. We normally take up a fearless, 
aggressive position, in order to maximize 
the chance of being able to exploit 
possible opportunities. 

 
1 

 
2 

 
3 

 
4 

 
5 

 
6 

 
7 

We normally take up a cautious “wait-and-see” position in order to minimize the hazard 
of making costly erroneous decisions. 
 

 

Our company’s capital access is . . . 
10. Insufficient and a great impediment to 
our development 

1 2 3 4 5 6 7 Fully satisfactory for the firm’s development 
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IV. Please consider the dynamics of your firm’s top management team for the next fifteen questions. 
Each team member has specialized knowledge of some aspect of our project. 1 2 3 4 5 6 7 

I have knowledge about an aspect of the project that no other team member has. 1 2 3 4 5 6 7 
 Different team members are responsible for expertise in different areas. 1 2 3 4 5 6 7 

The specialized knowledge of several different team members was needed to complete the project deliverables. 1 2 3 4 5 6 7 
 I know which team members have expertise in specific areas. 1 2 3 4 5 6 7 

I was comfortable accepting procedural suggestions from other team members. 1 2 3 4 5 6 7 
I trusted that other members’ knowledge about the project was credible. 1 2 3 4 5 6 7 

I was confident relying on the information that other team members brought to the discussion. 1 2 3 4 5 6 7 
When other members gave information, I wanted to double-check it for myself. 1 2 3 4 5 6 7 

 I did not have much faith in other members’ “expertise.” 1 2 3 4 5 6 7 
Our team worked together in a well-coordinated fashion. 1 2 3 4 5 6 7 

 Our team had very few misunderstandings about what to do. 1 2 3 4 5 6 7 
 Our team needed to backtrack and start over a lot 1 2 3 4 5 6 7 

 We accomplished the task smoothly and efficiently. 1 2 3 4 5 6 7 
There was much confusion about how we would accomplish the task 1 2 3 4 5 6 7 

 Non-family managers influence strategic decisions 1 2 3 4 5 6 7 
Non-family managers establish organizational policies 1 2 3 4 5 6 7 

Non-family managers influence long-term firm plans 1 2 3 4 5 6 7 
 Non-family managers participate in coordinating the firm-level actions 1 2 3 4 5 6 7 

 
 
 
 
V. Evaluate the other members of the top management team. 
1=Disagree Strongly  2=Disagree  3=Somewhat Disagree  4=Neutral  5=Agree Somewhat  6=Agree  7=Agree Strongly 
 
Excluding myself,  
                               ...the non-family members of the top management team… 

                                                                                                             …are qualified to do their job. 1 2 3 4 5 6 7 
                                                                                                               … are trained to do their job.  1 2 3 4 5 6 7 
                                                          … have the skills to contribute to the performance of the firm. 1 2 3 4 5 6 7 
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Excluding myself,  
                                ...the family members of the top management team… 

                                                                                                            … are qualified to do their job. 1 2 3 4 5 6 7 
                                                                                                               … are trained to do their job. 1 2 3 4 5 6 7 
                                                           ... have the skills to contribute to the performance of the firm. 1 2 3 4 5 6 7 

VI. Complete the below table about yourself and up to five other members of the top management team. 
 Team Member 

You One Two Three Four Five 
How many years of post high school education were 
completed? 

      

What is the member’s job title?       

How many years of full-time work experience have been 
completed? 

      

How many years has the member worked in the 
automobile industry? 

      

How many years has the member worked for your firm?       

How many years has the member worked as a manager?       

What is the age of the member?       

What is the gender of the member?  M               F M               F M               F M               F M               F M               F 

Is the member part of the founding family? Y               N Y               N Y               N Y               N Y               N Y               N 

Does this member bring new perspectives to the 
organization? 

Y               N Y               N Y               N Y               N Y               N Y               N 
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VII. Questions about your firm 
1=Disagree Strongly  2=Disagree  3=Somewhat Disagree  4=Neutral  5=Agree Somewhat  6=Agree  7=Agree Strongly 

Our firm performs better relative to our 
closest competitor….. 

1. Net income after taxes 

 
1 

 
2 

 
3 

 
4 

 
5 

 
6 

 
7 

2. Total sales 1 2 3 4 5 6 7 
3. Meeting financial objectives 1 2 3 4 5 6 7 

4. Meeting employment/staffing goals 1 2 3 4 5 6 7 
5. Meeting customer satisfaction/retention goals 1 2 3 4 5 6 7 

6. Overall firm performance 1 2 3 4 5 6 7 
7. Inventory Turnover 1 2 3 4 5 6 7 

8. Family members influence the firm’s 
important strategic decisions 

1 2 3 4 5 6 7 

9. My firm is controlled by members of the 
founding family 

1 2 3 4 5 6 7 

10. My firm is family owned 1 2 3 4 5 6 7 
      
11.What is the annual revenue of your firm?   
___ $0 to $24.99M  ___ $25M to $49.99M     ___ $50M to $99.99M 
___ $100M to $124.99M            ___ $125m to $149.99M ___  more than $150M 
 
12.What was your firm’s net profit for the last completed fiscal year?  
___ $0 to $249,999   ___ $250,000 to $499,000 ___ $500,000 to $749,999 
___ $750,000 to $999,999  ___ $1,000,000 to $1,249,999 ___  more than $1,250,000  
 
13. How many workers are employed by your firm? _______ Full-time _______Part-time 
 
14. Is your firm a family firm?     
              � Yes                  �  No 
 
15. What generation is your business? 
        � First Generation (You founded )    � Second Generation (Parents)    � Third Generation (Grandparents ) 
 
16. How many locations are owned by the parent company? _______ 
 
17. What brands are sold by the parent company? Brand One _______     Brand Two _______    Brand Three_______    Brand Four _______     Brand Five 
_______ 
 
18.  What percentage of profits come from the following (total should equal 100)?         New car sales _______ %      Used Car Sales _______%  
 
                                                 Service/Parts F&I (Financing, Leasing, Gap, Warranties, and etcetera)  _______%                       Other _______% 
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Transactive Memory System Items 
1. Specialization 

a. Each team member has specialized knowledge of some aspect of our project. 
b. I have knowledge about an aspect of the project that no other team member 

has. 
c. Different team members are responsible for expertise in different areas. 
d. The specialized knowledge of several different team members was needed to 

complete the project deliverables. 
e. I know which team members have expertise in specific areas. 

 
2. Credibility  

a. I was comfortable accepting procedural suggestions from other team 
members. 

b. I trusted that other members’ knowledge about the project was credible. 
c. I was confident relying on the information that other team members brought 

to the discussion. 
d. When other members gave information, I wanted to double-check it for 

myself. (reversed) 
e. I did not have much faith in other members’ “expertise.” (reversed) 

 
3. Coordination 

a. Our team worked together in a well-coordinated fashion. 
b. Our team had very few misunderstandings about what to do. 
c. Our team needed to backtrack and start over a lot. (reversed) 
d. We accomplished the task smoothly and efficiently. 
e. There was much confusion about how we would accomplish the task. 

(reversed) 

 
Entrepreneurial Orientation Items 

1. Innovativeness (Miller, 1983; Covin and Slevin, 1989) 

Generally our company prefers to . . .  
a. Strongly emphasize the marketing of the company’s present products. 1 2 3 4 5 6 7 
Strongly emphasize R&D. 
How many new kinds of products or services has your company introduced over the past 
5 years? 
b. A lot of new products/services. 1 2 3 4 5 6 7 No new products/services. 
c. The changes of the company’s products/services have been radical. 1 2 3 4 5 6 7 There 
has been small changes of the present products/services. 
2. Proactiveness (Miller, 1983; Covin and Slevin, 1989) 
Our company’s relation toward competitors: 
d. Normally we react upon initiatives taken by our competitors. 1 2 3 4 5 6 7 Normally 
we initiate changes upon which our competitors react. 
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e. Our company is seldom the first one to introduce new products or services, 
administrative systems, methods of production, etc. 1 2 3 4 5 6 7 Our company is 
veryoften the first company to introduce new products/services, administrative systems, 
methods of production etc. 
f. Normally our company tries to avoid overt competition, but rather takes on a “live-and-
let-live”-position. 1 2 3 4 5 6 7 Normally our company takes on a very competitive 
oriented “beat-the-competitor” position 
3. Risk Taking (Miller, 1983; Covin and Slevin, 1989) 
Generally our company has . . . 
g. A strong tendency toward projects with low risk (with normal and secure 
yield). 1 2 3 4 5 6 7 A strong tendency toward getting involved in high risk projects (with 
a chance for high yield). 
Generally we believe that . . . 
h. The business environment of the company is such that fearless and powerful measures 
are needed to obtain the company’s objectives. 1 2 3 4 5 6 7 The business environment of 
the company is such that it is better to explore it carefully and gradually in order to 
achieve the company’s objectives. 
When we are facing insecure decision-making situations . . . 

i. We normally take up a fearless, aggressive position, in order to maximize the 
chance of being able to exploit possible opportunities. 1 2 3 4 5 6 7 We 
normally take up a cautious “wait-and-see” position in order to minimize the 
hazard of making costly erroneous decisions. 
 

Human Capital Items (Frese and Utsch, 2005)  
1. Non-Family Human Capital 

a. The non-family members of the top management team are qualified to do 
their job. 

b. The non-family members of the top management team are trained to do their 
job.  

c. The non-family members of the top management team have the skills to 
contribute to the performance of the firm. 

2. Family Human Capital 
a. The family members of the top management team are qualified to do their 

job. 
b. The family members of the top management team are trained to do their job.  
c. The family members of the top management team have the skills to 

contribute to the performance of the firm. 

 
 
Sustainability Items (Turker, 2009). 

1. Environmental Responsibility  
a. Our company participates in activities which aim to protect and improve the 

quality of the natural environment. 
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b. Our company makes investment to create a better life for future generations. 
c. Our company implements special programs to minimize its negative impact 

on the natural environment. 
d.  Our company targets sustainable growth which considers future generations. 

2. Social Responsibility 
a. Our company supports nongovernmental organizations working in 

problematic areas. (This item was removed from the final analysis) 
b. Our company contributes to campaigns and projects that promote the well-

being of the society 
c. Our company encourages its employees to participate in voluntarily social 

programs. 
d. Our company emphasizes the importance of its social responsibilities to the 

society. 
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