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ABSTRACT

Advancing prior research on the key determinants of firm financial performance, we identify the internal performance-enhancing strat-
egies (i.e., raising employee commitment and investment in employee training) and external performance-enhancing strategies (i.e.,
boosting the learning orientation and adopting an emphasis on marketing). We argue that these performance-enhancing strategies will
be positively associated with sales and profits, for both small family firms and small non-family firms, yet the effect will be stronger for
family firms that often lag behind in these management domains. We test our hypotheses on a sample including 36 family firms and 28
non-family firms. While some hypotheses received support (e.g., investment in employee training was positively associated with sales
in family firms), other hypotheses did not receive support (e.g., employee commitment was not associated with sales in family firms,
and emphasis on marketing was negatively associated with sales in family firms). We discuss the theoretical and practical implications
of our study and outline directions for future research on firm financial performance.

Introduction

Family firms play a significant role in the economies of
many countries around the globe (Chua, Chrisman, & Chang,
2004; La Porta, Lopez-De-Silanes, & Shleifer, 1999; Poza,
2007). Given their importance as the key economic driv-
er of regional economies and entire countries, family firms
have attracted significant attention in academic research.
A major focus of academic inquiry has been the differenc-
es between family firms and non-family firms, especially
in terms of their culture, operations, innovativeness, and
financial performance (e.g., Anderson & Reeb, 2003; Go-
mez-Mejia, Nufiez-Nickel, & Gutierrez, 2001; Heileman &
Pett, 2018; Mahto, Ahluwalia, & Khanin, 2014; Miller, Le
Breton-Miller, & Scholnick, 2008). However, the empirical
findings in the literature comparing family and non-family
firms have been mixed (e.g., Ahluwalia, Mahto, & Walsh,
2017; Carney, Van Essen, Gedajlovic, & Heugens, 2015;
Miller et al., 2008; Wagner, Block, Miller, & Schwens, &
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Xi, 2015). Some studies have shown that family firms ex-
hibit superior performance compared to non-family firms
(e.g., Anderson & Reeb, 2003; Audretsch, Hulsbeck, &
Lehmann, 2013; Miller & Le Breton-Miller, 2005). Other
studies have established the opposite (e.g., Bloom & Van
Reenen, 2007; Lubatkin, Durand, & Ling, 2007; Morck &
Yeung, 2003; Pérez-Gonzalez, 2006; Schulze, Lubatkin, &
Dino, 2003).

So far, most research efforts have been focused on ex-
amining large, publicly listed firms (e.g., Anderson & Reeb,
2003; Villalonga & Amit, 2006), even though relatively few
such firms exist in the world (De Massis, Sharma, Chua, &
Chrisman, 2012; Miller et al., 2008). In contrast, small and
unlisted family firms that represent approximately 70% of
all family firms in any country (Astrachan, Klein, & Smyr-
nios, 2002; Chrisman, Chua, & Litz, 2004; Sharma, 2004)
have been understudied, with less than 20% of papers in
the family-business literature dedicated to such firms (e.g.,
Wagner et al., 2015). Moreover, even research on small- and
medium-size firms (SMEs) has paid most attention to larger
family SMEs with over 500 employees (De Massis et al.,
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2012). And yet we still know little about small family firms
and what makes them unique compared to other small firms
(Shanker & Astrachan, 1996).

Moreover, such preoccupation with larger SMEs could
make understanding the specificity of the family business,
in general, more difficult. After all, large family firms are
likely to resemble non-family firms (Kirzner, 1979; Simon,
Houghton, & Savelli, 2003). Therefore, it is important to
examine whether the findings of prior research compar-
ing family and non-family firms will hold in the context of
small family firms, especially for firms with fewer than 100
employees (De Massis et al., 2012; Heileman & Pett, 2018).
Currently, we have not developed a sufficient understanding
of the differences between small non-family firms and small
family firms. Our paper seeks to fill this gap and thus in-
crease our understanding of the uniqueness of family firms.

Based on prior literature on family firms (De Massis
et al.,, 2012; Dyer, 1989; Patel & Chrisman, 2014; Patel,
& Cooper, 2014), we identify the key performance-enhanc-
ing strategies: internal (i.e., firm investment in employee
training and raising employee commitment) and external
(i.e., a firm’s efforts to boost its learning orientation and
emphasis on marketing). We suggest that the relationships
between these variables and firm performance will be stron-
ger for family firms than for non-family firms. We base our
predictions on the theory that family firms exhibit both a
stewardship orientation—that is, care and dedication to the
business, employees, and community (Donaldson & Davis,
1991), and stagnation orientation— that is, resistance to in-
novation (De Massis et al., 2012; Patel & Chrisman, 2014;
Patel & Cooper, 2014) and unfair attitudes toward non-fam-
ily employees (Vallejo, 2009). We test our hypotheses on a
sample of small firms that includes family and non-family
firms from the U.S. Southwest.

Our paper makes four important contributions to the
family-firm literature. First, it establishes that investment in
employee training is especially important for family firms
as the key predictor of sales and profit growth. Second, it
discovers that the marketing orientation may play a positive
role and a negative role for small firms’ financial perfor-
mance. Such ambiguity regarding the expected impact of
the marketing orientation on small firms’ balance sheet de-
serves further examination. Third, it determines that learn-
ing orientation and employee commitment could influence
financial performance of small non-family and family firms
differently. This finding calls for rethinking what we know
about small family and non-family firms. Fourth, it demon-
strates that sales growth can affect generation of profits in
small family firms and in small non-family firms different-
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ly. This finding, in our view, has important practical impli-
cations, as it seems to imply that small non-family firms
over-invest in their marketing efforts and learning, which
dampens their profitability.

Theoretical Framework & Hypotheses

Although there are many studies comparing the finan-
cial performance of family firms and non-family firms, their
findings have been inconsistent (e.g., Mazzi, 2011; Wagner
et al., 2015; Carney et al., 2015). Curiously, two recent me-
ta-analytic studies (Carney et al., 2015; Van Essen et al.,
2015) arrived at opposite conclusions about whether family
firms achieve better performance than non-family firms, or
vice versa. Other meta-analytic studies (O’Boyle, Pollack,
& Rutherford, 2012; Wagner et al., 2015) found that family
firms have a slight performance advantage over non-fami-
ly firms. Scholars provided different explanations for such
apparent inconsistencies in empirical findings by pointing
out that different researchers: (1) may define family firms
differently; (2) apply different measures of financial perfor-
mance; (3) focus on examining different types of firms; (4)
use different country data, and (5) examine listed versus un-
listed firms (e.g., Mazzi, 2011).

Miller, Le Breton-Miller, and Scholnick (2008) suggest
researchers predict superior or inferior performance of fam-
ily firms to non-family firms depending on their overriding
theoretical perspectives. Specifically, studies applying the
stewardship theory’s lens (Davis, Schoorman, & Donaldson,
1997) that emphasizes managers’ personal integrity and pro-
fessionalism generally view family managers as dedicated
and competent leaders and portray family firms positively.
Conversely, studies applying the agency perspective, espe-
cially the Behavioral Agency Model (BAM) which suggests
that family owners may be strongly driven by their desire
to preserve the Socio-Emotional Wealth (SEW) of the firm
(Gémez-Mejia, Haynes, Nufiez-Nickel, Jacobson, & Moy-
ano-Fuentes, 2007; Jaskiewicz, Block, Combs, & Miller,
2017), generally view family managers as owners rather
than professionals, and respectively, portray family firms
negatively (e.g., as less competitive than non-family firms).
In addition, there are some important differences among
family firms that may influence the findings. Thus, some
family firms may have a culture that emphasizes long-term
goals and non-financial aspects of performance (Mahto, Da-
vis, Pearce, & Robinson, 2010). Conversely, other family
firms may practice an entrepreneurial approach, seeking to
grow faster while placing a greater emphasis on obtaining
abnormal profits in the short run (Kassicieh, Ahluwalia,
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& Majadillas, 2015; Zahra, 2003). Thus, researchers need
to consider underlying cultural differences among family
firms while studying these entities.

In this study, we use stewardship theory (Davis et al.,
1997) and a stagnation orientation perspective (De Massis
et al., 2012; Miller et al., 2008; Patel & Chrisman, 2014;
Patel & Cooper, 2014) to build our theoretical arguments.
We argue that when multiple members of a family are em-
ployed by the family firm, and the firm accounts for the
family majority of wealth (Collins, Worthington, & Schoen,
2016), then family owners may have a strong motivation for
solid commitment to the firm. In other words, founders or
family members acting as managers strongly identify with
their family firm and the role it plays in the community, thus
linking their identity and reputation with the firm’s perfor-
mance and survival. Such identification with the family firm
may lead to internalization of the family firm’s core values
that become part of family employees’ self-identity, there-
by contributing to their intention to steward the family firm
(Eddleston & Kellermanns, 2007). Moreover, the involve-
ment of other family members in the family business may
strengthen kinship obligations and enhance stewardship at-
titudes (Arregle, Hitt, Sirmon, & Very, 2007). At the same
time, family firms often exhibit an unfair attitude toward
non-family employees; this has a strong negative effect on
non-family employee’s commitment (Vallejo, 2009).

In small family firms, where owners have absolute or
dominant control over the firm, stewardship attitudes may
compel owner-managers to get engaged in firm preserva-
tion activities (e.g., Stieg, Cesinger, Apfelthaler, Kraus, &
Cheng-Feng, 2018). Thus, family managers adopt a long-
term perspective contrasting with the short-term perspective
that entrepreneurs often adopt (Simon, et al, 2003). These
activities may include building a strong organization and
strengthening the connection with external stakeholders, es-
pecially with customers (Miller, et al., 2008). To create an
effective organization, family owners-managers may invest
in enhancing the knowledge orientation of the family firm
(via vicarious learning from other firms in the industry),
enhancing employee skills and competencies (via appren-
ticeship, mentoring and employee training), and enhancing
employee loyalty (via building a strong culture based on
shared values and employee identification with the family
firm) (e.g., Pruitt, 1998; Reid & Harris, 2002; Stieg, et al.,
2018). Non-family firms also try to increase their profitabil-
ity by strengthening their learning orientation and differen-
tiating themselves via marketing.

Family owners are also likely to steer the firm toward
launching new products and processes and adopting a learn-
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ing-oriented managerial style (Allouche & Amann, 1998).
The family firm owner’s stewardship obligations may also
motivate them to invest in solidifying their firm’s roots in the
community as well as building its market share (Chadeau,
1993; Collins, et al, 2016). The resulting dominant position
in the market and the industry may offer the family firm
many advantages, none more important than the ability to
withstand market shocks. Importantly, for family firms, the
path to dominant position requires investment in marketing
effort over the long term (Miller et al., 2008).

In contrast, owners or managers of small non-family
firms are likely to be primarily motivated by quick gener-
ation of financial rewards associated with their innovative
endeavor (Kirzner, 1997). This entrepreneurial approach
may compel the owner-managers of non-family firms to
seek higher efficiency with minimum emphasis on invest-
ment in creating the knowledge orientation, enhancing
employee skills, building a strong organizational culture,
and buttressing relationships with external stakeholders
for the long term (Covin & Slevin, 2017). However, over
the short-term, the non-family managers may invest in the
firm to achieve rapid growth and gain momentum to make
their firm appealing to potential buyers. Also, unlike fam-
ily-firm owners, entrepreneurs or managers of non-family
firms can indulge in high-risk endeavors that could turn
out to be advantageous and profitable (Gomez-Mejia et al.,
2007). As a result, non-family firms operate in a completely
different context compared to family firms. Given the im-
portance of internal performance-enhancing strategies (e.g.,
investment in knowledge and learning or investment in em-
ployee capabilities and advancement) and external perfor-
mance-enhancing strategies (e.g., investment in marketing),
we propose to examine the relationship between internal
and external performance-enhancing strategies and family
firms’ vs. non-family firms’ performance.

In the family firm literature, the main predictors of firm
performance, based on the stewardship perspective, are em-
ployee training, learning orientation, and employee com-
mitment (Miller et al., 2008). Studies of human resource
management and organizational development have found
that investment in employee training positively influences
firm performance (e.g., Chandler & McEvoy, 2000; Del-
aney & Huselid, 1996). In the small-firm context, empirical
findings have supported the positive impact of employee
training on firm performance (e.g., Kotey & Folker, 2007)
although the relationship appears to be more complicated
than in big firms (Hoy, 2003; Sharma, 2004). Employee
training is likely to enhance the performance of small-busi-
ness firms, as employees in such firms may not always have
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appropriate education and experience. Professional training
could reduce the gaps in employee education and help em-
ployees acquire professional skills. Moreover, family firms
could benefit significantly more from employee training
than could non-family firms since family firms often disre-
gard the importance of employee training (Kotey & Folker,
2007), and, thus, those family firms that do pour resources
into employee training could receive greater returns on their
investment compared to non-family firms. To summarize:

Hypothesis 1A. Employee training will be associated posi-
tively with a small firm’s financial performance.

Hypothesis 1B. The positive relationship between a com-
pany’s investment in employee training and financial per-
formance will be stronger for small family firms than for
small non-family firms.

Learning orientation has been shown to positively in-
fluence desired organizational outcomes, such as firm inno-
vation and firm performance (e.g., Calantone, Cavusgil, &
Zhao, 2002; Tippins & Sohi, 2003; Wang, 2008). Learning
helps firms build their dynamic organizational capabilities
that facilitate ongoing adaptation to the changing business
environments. Furthermore, learning has been found to pos-
itively influence small-firm performance (e.g., Macpherson
& Holt, 2007; Wolff & Pett, 2006). This is because small
firm owners and managers neither have the resources to
set up learning processes nor recognize the importance of
learning, as they are engulfed by the details of running a
business. In addition, family firms may be oblivious to the
importance of innovation (De Massis et al., 2012). Hence,
those family firms that do adopt a learning orientation
could reap greater benefits from this emphasis compared to
non-family firms. To summarize:

Hypothesis 2A. Learning orientation will be positively as-
sociated with a small firm’s financial performance.

Hypothesis 2B. The positive relationship between a com-
panies’ learning orientation and financial performance will
be stronger for small family firms than for small non-family
firms.

Employee commitment has been studied extensively
in psychology and organizational behavior (Meyer, Beck-
er, & Vandenberghe, 2004; Meyer, Stanely, Herscovitch,
&Topolnytsky, 2002). The construct measures an employ-
ee’s psychological attachment to the firm as expressed in
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feelings of belonging and loyalty. It has been consistently
shown to contribute positively to firm performance, either
directly (e.g., Ahluwalia, 2012; Gong, Law, Chang, & Xin,
2009) or indirectly (Meyer & Allen, 1984). This is because
committed employees have lower absenteeism and turn-
over rates (Meyer et al., 2004) and display higher task per-
formance (Shore & Wayne, 1993). Commitment has been
found to be associated positively with desired organization-
al outcomes, both in small family firms and small non-fam-
ily firms (Mahto et al., 2010; Mahto & Khanin, 2015). In
fact, more-committed employees can work longer hours,
exhibit greater diligence and stronger work ethics, and seek
to be more innovative than employees with lower levels of
commitment are. Unfortunately, non-family employees in
family firms often do not feel like they are part of the fam-
ily since family employees may enjoy various advantages,
such as better training, salary increases, and promotions
(Vallejo, 2009). No wonder that non-family employees may
show lower levels of commitment compared to family em-
ployees, and even family employees may take their jobs for
granted and fail to develop commitment to the family firm.
Therefore, raising the commitment of employees in fami-
ly firms could provide even greater benefits for such firms
compared to raising employee commitment in non-family
firms. To summarize:

Hypothesis 3A. Employee commitment will be associated
positively with a small firm’s financial performance.

Hypothesis 3B. The positive relationship between em-
ployee commitment in a company and its financial perfor-
mance will be stronger for small family firms than for small
non-family firms.

Marketing is one of the most important performance-en-
hancing activities for any firm. Many studies have shown
that adroit marketing is absolutely critical for improving
firm performance (e.g., Krasnikov & Jayachandran, 2008;
Morgan, Vorhies, & Mason, 2009). Empirical investiga-
tions of this relationship in the small-business literature
established similar findings (e.g., Pelham, 2000; Wiklund
& Shepherd, 2005). However, family firms often exhibit
weaknesses in the area of marketing compared to non-fam-
ily firms. Therefore, we expect that the benefits of adopting
a marketing orientation will be proportionately greater for
family firms in comparison with non-family firms.

Hypothesis 4A. Marketing orientation will be associated
positively with a small firm’s financial performance.
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Hypothesis 4B. The positive relationship between compa-
nies’ marketing orientation and financial performance will
be stronger for small family firms than for small non-family
firms.

These relationships can be seen in Figure 1.

Independent Variables

Employee Training

Learning
Orientation

Journal of Small Business Strategy / Vol. 28, No. 3 (2018) / 18-30
Method

We tested study hypotheses on a sample of small firms
operating in the US Southwest. We used a mail survey to
collect the data. The small firms targeted for the survey were
part of a list compiled by the executive education office of

Family vs. Non-

Family

L Financial
Performance

Employee
Commitment

Marketing
Orientation

Figure 1. Proposed Model

our business school. We randomly selected a group of 300
small firms and called each of them on the phone, inviting
the owners to participate in the survey. The phone call was
followed by mailing the survey questionnaire to the firm’s
top manager. Sixty-six firms responded positively to our
invitation, resulting in a response rate of 22%. Thirty-six
firms in the sample described themselves as family firms,
whereas 29 firms in the sample described themselves as
non-family firms. One respondent failed to identify the firm
as either a family firm or non-family firm, and therefore,
was excluded from the sample. On average, the family and
non-family firms in our sample had sales revenue ranging
from $1 million to $2 million and employed 14 employees.
The average annual growth rate was about 5%.

Study Measures

22

Dependent Variable (DV). We measured a small firm’s
financial performance using two widely used measures of
financial performance: Sales and Gross Profit. We obtained
this information by asking respondents to indicate a firm’s
gross margin and sales revenue in the previous year. Even
though both measures are correlated, we run our analysis
using one dependent variable at a time. In order to obtain
accurate information, we assured respondents of confidenti-
ality and did not ask for any firm or respondent identifying
information.

Independent Variables (IVs).

Learning Orientation. We measured Learning Orien-
tation using two questions. These questions were drawn
from the learning orientation scale commonly utilized in the
marketing literature (Sinkula, Baker, & Noordewier, 1997).
The first question asked respondents about the importance
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of learning to the firm’s competitive advantage. The second
question asked respondents about inclusion of learning in
the firm’s basic values. Respondents indicated their prefer-
ence on a five-point Likert scale, where 1 = Strongly Dis-
agree to 5 = Strongly Agree. As the Cronbach’s alpha (o =
.82) indicated high reliability for the scale, we averaged the
two items to obtain our measure.

Employee Commitment. The Employee Commitment
variable used in the study is based on the three-part ef-
fective-commitment scale developed by Meyer and Allen
(1984). The first item measures commitment to the organi-
zational vision of the company. The second item measures
commitment to the principal goals of the company. Finally,
the third item measures if the employees feel that they are
genuinely involved in formulating the strategic course for
the company. The firm respondents indicated their prefer-
ence for each question on a five-point Likert scale similar
to the previous measure. We averaged the scale for the anal-
ysis as the Cronbach’s alpha (o = .69) indicated acceptable

Table 1
Summary statistics of sample variables
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level of reliability for the scale.

Employee Training. We assessed the investment in
employee training variable based on a survey question that
asked the respondents to report the percent of revenue spent
on training of employees.

Marketing Orientation. We measured a firm’s market-
ing orientation using a single item measure that asked re-
spondents to indicate percentage of sales revenue the firm
devoted to advertising or creating product or service aware-
ness. The respondents indicated their preference on a scale
where 1 = Less than 1% to 5 = more than 10%.

Firm Type (Family Firm vs Non-Family Firm). We
operationalized this variable by asking respondents to cat-
egorize their firm as a family firm or non-family business.

Table 1 provides summary statistics for variables used
in this study.

Panel A: Full Sample

Variable Obs Mean Std Dev Min Max
Sales 64 2.9063 1.4877 1 5
Gross Profit 63 3.0952 1.3526 1 6
Employee Training 61 1.7049 0.7152 1 4
Marketing 63 2.1111 1.1232 1 6
Learning 65 4.1615 0.6679 2 5
Employee Commitment 65 3.9178 0.6319 2.33 5
Panel B: Family Firms
Variable Obs Mean Std Dev Min Max
Sales 36 2.6667 1.5306 1 5
Gross Profit 35 2.9143 1.3799 1 6
Employee Training 35 1.7714 0.6897 1 3
Marketing 35 2.1143 1.0224 1 4
Learning 36 4.0972 0.7253 2 5
Employee Commitment 36 4.0183 0.6517 2.67 5
Panel C: Non-Family Firms
Variable Obs Mean Std Dev Min Max
Sales 28 3.2143 1.3973 1 5
Gross Profit 28 3.3214 1.3068 1 6
Employee Training 26 1.6154 0.7524 1 4
Marketing 28 2.1071 1.2573 1 6
Learning 29 4.2414 0.5919 3 5
Employee Commitment 29 3.7931 0.5939 2.33 5

23
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Analysis

In this study, we utilized an ordinal logit regression
model to test our hypotheses, as some of the independent
variables are categorical. Table 2 reports correlation among
the study variables. As can be observed in the table, none
of the inter-variable correlation reach high enough to intro-
duce the possibility of multicollinearity bias. For example,
sales numbers were found to be positively correlated with
most of the variables except for marketing, which had a

Table 2
Pairwise Correlations between sample variables

Journal of Small Business Strategy / Vol. 28, No. 3 (2018) / 18-30

negative correlation with sales. We found similar results for
gross profit, but the magnitude of the observed correlations
was much smaller.

Results

Table 3 shows the results of our regression analysis.
As can be seen in the table, the employee training is not
associated with the combined sample’s sales, thus failing
to support our Hypothesis 1A. However, Hypothesis 1B,

Panel A: Full Sample

Variable Sales Gross Profit Employee Marketing  Learning Employee
Training Commitment

Sales 1

Gross Profit 0.2351 1

Employee Training 0.1521 -0.0563 1

Marketing -0.2552 -0.0459 0.0775 1

Learning 0.1989 0.0106 0.2649 0.1659 1

Employee Commitment  0.0039 0.0703 -0.0296 0.1933 0.3159 1

Table 3
Ordinal logit regression on determinants of sales for
small firms

Dependent Variable Sales

Full Family Non Family
Sample Firms Firms
Gross Profit 0.4510%* 0.5779%* -0.3115
(0.1903) (0.2683) (0.3309)
Training of 0.5208 1.4170%* -0.4489
Employees
(:3390) (0.5941) (0.4961)
Marketing -0.6335%*%  -0.9245%* -0.3285
(0.2509) (0.3753) (0.3500)
Learning 0.5904 0.4236 1.9384*
(0.3829) (0.4991) (0.9921)
Employee -0.1848 0.3898 -2.5427%*
Commitment
(0.4275) (0.5901) (1.1988)
Constant 1.4620 4.5362* -5.9642%*
(1.8750) (2.6052) (3.5932)
Observations 58 34 24

Standard errors in parentheses
*p<0.10, ** p <0.05, *** p <0.01

which proposes family firm employee training to be asso-
ciated with sales, is supported. The coefficient for training
of employees’ variable is (B = 1.42, p < .05) positive and
significant. In contrast, for non-family firms the positive re-
lation between employee training and sales does not hold
and is in fact negative and insignificant.

Hypothesis 2A, which proposes learning orientation
of non-family firms to be associated with sales, is partially
supported. Hypothesis 2B failed to receive support (fami-
ly-firm learning orientation was not associated with sales).
The coefficient for learning for non-family firms is over
three times the size of the comparable coefficient for fami-
ly-firm and total samples and is significant at a 10% level.

Hypothesis 3A, proposing employee commitment in
non-family firms to be associated with sales, received par-
tial support, but Hypothesis 3B did not find support. Coeffi-
cient for employee commitment is negative and significant
for non-family firms. However, for family firms the same
coefficient is positive, but insignificant.

Finally, Hypothesis 4A, proposing marketing orienta-
tion to be associated with sales, is supported. But, Hypoth-
esis 4B is not supported, as although marketing in family
firms was associated with sales, the relationship was nega-
tive. Importantly, sales in family firms (but not in non-fam-
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ily firms) served as significant predictor of gross margin.

We also ran our results using an alternative dependent
variable: Gross Margin (Profit), to measure financial per-
formance. The results of the regression analysis on the alter-
native dependent variable are shown in Table 4.

Table 4
Ordinal logit regression on determinants of sales for
small firms

Dependent Variable Sales

Family Family Non Family
Firms Firms Firms
Sales 0.3908** 0.5489%* -0.1486
(0.1677) (0.2479) (0.3001)
Training of -0.1853 -0.02118 -0.4974
Employees
(0.3378) (0.5556) (0.4706)
Marketing 0.07081 0.2975 -0.08119
(0.2224) (0.3386) (0.3133)
Learning -0.1668 -0.6202 1.2264
(0.4226) (0.5305) (0.8869)
Employee 0.1200 0.4782 -1.9039*
Commitment
(0.4103) (0.5135) (1.0577)
Constant -1.6956 -0.7782 -6.9982*
(1.8960) (2.3809) (3.7038)
Observations 58 34 24

Standard errors in parentheses
*p<0.10, ** p <0.05, *** p <0.01

As can be seen from Table 4, for gross profit employ-
ee training is not significant, but, interestingly, the magni-
tude of the coefficient is over 20 times lower (less nega-
tive) than that of the coefficient for family firms. In terms of
magnitude of coefficient, employee training is much more
positively associated with gross profits for family firms as
compared to non-family firms. The finding is directional-
ly similar to the finding for sales. Similarly, coefficient of
learning is insignificant and negative for family firms, but
it is positive for non-family firms. Again, the finding is di-
rectionally similar to the finding for sales. Thus, Hypothe-
ses 1A, 1B, 2A, and 2B are directionally supported by the
gross-profit measure of financial performance.

Hypothesis 3A is partially supported (employee com-
mitment in non-family firms was associated with gross prof-
it), but Hypothesis 3B is not supported (employee commit-
ment in family firms was not associated with gross profit).
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Finally, neither Hypothesis 4A nor Hypothesis 4B is sup-
ported. For example, although marketing in family firms is
associated with gross profit, it was associated positively for
family firms and negatively for non-family firms. Overall,
results are weaker for gross profit as a measure of financial
performance as opposed to sales, but directionally the re-
sults are consistent.

Discussion and Conclusions

In this paper, we contrast internal performance-enhanc-
ing strategies (i.e., investment in employee training and rais-
ing employee commitment) and external performance-en-
hancing strategies (i.e., boosting the learning orientation
and adopting an emphasis on marketing). We argue, there-
fore, that employee training, learning (knowledge) orienta-
tion, employee commitment, and emphasis on marketing
are the key determinants of a small firm’s financial perfor-
mance. Additionally, we predict that small family firms may
reap greater returns than small non-family firms may when
they pursue effectively these four performance-enhancing
strategies.

This argument is based on the theory that family firms
may exhibit both a strong stewardship orientation and
strong agency conflicts (Miller et al., 2008) so that their
performance may at times be superior and at times inferior
compared to non-family firms. Thus, previous studies have
demonstrated that family firms are weaker than non-family
firms in the areas of employee training (Astrachan & Ko-
lenko, 1994), learning orientation (De Massis et al., 2012),
employee commitment (Vallejo, 2009) and emphasis on
marketing (Mahto & Khanin, 2015) compared to non-fam-
ily firms. Although family firms have a stewardship orien-
tation, they may also suffer from various agency conflicts
(Schulze et al., 2003) and try to preserve the SEW (Go6-
mez-Mejia et al., 2007; Gomez-Mejia, Campbell, Martin,
Hoskisson, Makri, & Sirmon, 2014) foregoing smart busi-
ness strategies. The resulting conflict between stewardship
orientation and agency conflicts in family firms (Miller et
al., 2008) may lead to a non-linear relationship between
family involvement and firm performance (Sciascia & Maz-
zola, 2008).

Our results suggest that the effect of these key deter-
minants of financial performance turned out to be more
complex than we expected. First, only sales emerged as
a meaningful predictor of profits, and then only for fami-
ly businesses. This suggests that family businesses could
be more frugal than non-family businesses so that grow-
ing sales typically result in greater profitability for family



R. V.. Mahto, S. Ahluwalia, D. Khanin, S. T. Walsh

firms but not for non-family firms. It is also possible than
non-family businesses invest more as they grow sales in in-
novation and learning, marketing campaigns, and employee
training than non-family firms so that greater sales volume
does not lead to greater profits.

Second, employee training was significantly related to
sales for the entire sample and for family firms but not for
non-family firms. This suggests that, as we expected, fam-
ily firms lag behind non-family firms in terms of employee
training so that those family firms that do provide employ-
ee training may substantially improve their financial per-
formance. It is also possible that non-family firms provide
more employee training so that the benefits of enhanced
training for them have a weaker effect on performance. In
any case, the fact that investment in training was signifi-
cantly related to sales for all the firms in the sample, and es-
pecially for family firms, is very important. It demonstrates
that even small investments in training may have a signifi-
cant effect on family firms’ performance, and since sales is
related to profits for family firms, growing sales, thanks to
employees’ increased competence and expertise, will lead
to palpable results.

Third, our study shows that marketing was positively
related to sales for the entire sample, yet negatively related
to sales for family firms. This is an unexpected finding that
could possibly be explained in that family firms do not stand
to benefit from emphasis on marketing as much as non-fam-
ily firms and could actually suffer from giving prominence
to marketing as opposed to deemphasizing marketing ef-
forts. Apparently, family firms grow their sales based on
word-of-mouth and reputation, so that customers may feel
that family firms adopting a strong emphasis on marketing
betray themselves. Another explanation is that family firms
may adopt a marketing orientation out of despair when fail-
ing, hence the negative association between marketing and
sales. Positive association between sales and marketing for
the entire sample supports our assumption that greater mar-
keting effort in small businesses results in increased sales.

Neither the learning orientation nor employee commit-
ment were related to sales either for the entire sample or for
family firms but were related to sales for non-family firms.
It is possible that this could be because small firms are
well-entrenched in their niches and know them thoroughly
so that additional learning efforts do not add much. It is also
possible that small firms need to strengthen their learning
orientation to a greater extent before they will experience
the benefits of learning. Moreover, it may also indicate that
non-family employees in family firms do not identify with
the firm and exhibit low levels of commitment. If so, this
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is an important warning to family firms that need to make
non-family employees feel like they are part of the family.
The stewardship orientation characteristic of family firms
needs to become more inclusive.

Overall, the main contributions of our study are as fol-
lows. First, our study establishes that family firms need to
provide more training to employees since this is the area
where they get the greatest returns or the most substantial
benefits relative to their investment and efforts. Second,
family firms may want to approach their marketing efforts
cautiously since over-emphasis on marketing could actually
be related negatively to family firms’ sales. Third, family
firms need to pay much more attention to enhancing their
learning (knowledge) orientation and employee commit-
ment since their efforts do not appear to be sufficiently ef-
fective in these domains. Fourth, non-family firms benefit
the most from boosting their learning orientation, employee
commitment, and emphasis on marketing and should prior-
itize these performance-enhancing strategies.

Research Limitations & Future Research Directions

This study has certain limitations. First, we used a sam-
ple of small firms (i.e., with less than 100 employees) from
only one region of the United States. Hence, the generaliz-
ability of our findings may be in doubt, and we encourage
scholars interested in the subject to reexamine our findings
by conducting studies in other regions of the United States
and other countries. Second, we utilized a single respondent
to obtain all firm-related data, which introduces the possi-
bility of a single respondent bias. However, we did assess
the possibility of a single respondent bias in our sample by
conducting Herman’s single-factor test. The results ruled
out the possibility of a single-respondent bias in our sam-
ple. Also, we included a mix of subjective and objective
measures in our survey to avoid single-method bias. Finally,
we utilized cross-section data to test our hypotheses, which
limited any inferences about the causality of the observed
relationships. Researchers seeking to establish causali-
ty should investigate these relationships in a longitudinal
study.

Practical Implications

Family firms should invest more in employee training
since this investment has the most direct effect on their sales
and profits. At the same time, family firms need to consid-
er transforming their culture so that they gradually boost
the level of non-family employee commitment and learning
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orientation. Non-family firms should prioritize learning and
marketing efforts since these are the performance-enhanc-
ing strategies that appear to be most beneficial for them.
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