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Thanks to this week's contributor, Kim Schneider Malek of the FBR Research
Applied Board, for her précis of “Founder-Controlled Family Firms,
Overconfidence, and Corporate Social Responsibility Engagement: Evidence
from Survey Data,” which appears in the March 2021 issue of FBR. In this précis,
Kim provides a summary and key findings of the research and explores

practical implications for families, advisors, and researchers in the field.
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Introduction

Ownership and control are foundational to private enterprises, allowing those who possess them to set vision, to
design their mission, to plan for the strategic deployment of resources, and to establish a culture based on personal
values.

One such area demonstrating this assertion is that of corporate social responsibility (CSR). CSR activities and
engagement are purposeful choices and directed investments, ranging from small, firm-initiated gestures to more
consuming commitments, and from free will self-accountability to government-regulated compliance and reporting
standards. In exchange for these consequential decisions, firms gain (or lose) varying degrees of reputation.

When family enterprises commit to and engage in CSR, they subject themselves to the eventuality of external, non-
ownership influences affecting the decision-making and threatening some loss of control for owners. For founder-
controlled family firms (FCFFs), the threat of losing control provokes certain psychological biases, behaviors, and
traits. These reactions can trigger a compounded response to protect ownership prerogative, control privileges, and
preserve socioemotional wealth (SEW) that ownership families work so hard to uniquely acquire.

“OWNERSHIP AND CONTROL ARE FOUNDATIONAL TO PRIVATE
ENTERPRISES, ALLOWING THOSE WHO POSSESS THEM TO

SET VISION, TO DESIGN THEIR MISSION, TO PLAN FOR THE
STRATEGIC DEPLOYMENT OFRESOURCES;ANDIO'ESTABLISH
ACULTURE BASED ON PERSONALVAEUES:




Theory, Hypotheses, and Research

In this article, the authors seek to expand the body of family firm-related SEW research by studying the influence of
the SEW dimensions of family control and family identification with psychological decision-influencing traits on
FCFFs. Drawing on SEW dimensions, behavioral economics, and psychological perspectives as theoretical frameworks,

the authors explore the following questions:

1.In what ways do FCFFs attach greater importance to doing that which maintains control, rather than
doing that which enhances image and reputation?

2. How do SEW dimensions and decision reference points shape the CSR engagement of family-
controlled family firms?

3. How does the psychological trait of overconfidence mitigate or shift the perception of different SEW
dimensions from family control to family identification?

The authors posit two hypotheses and organize their survey-style inquiry around two categories: control and
reputation. The first hypothesis states that, compared to nonfamily firms, FCFFs show a lower level of CSR
engagement in general—more specifically, however, FCFFs show a lower level of CSR engagement when family
control is at stake, but they show a higher level of CSR engagement when reputation would benefit. The second
hypothesis states that overconfidence has a positive effect on CSR activities in FCFFs but not in other firms.
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The authors organized their research through computer-automated survey questions of a sample of 205 eligible
Polish, mostly unlisted, medium-sized (50+ employees) firms, 191 of which showed founder presence in management
and ownership. They referred to these as FCFFs.

To test their hypotheses, the authors interpret the survey subjects’ responses to external stakeholder CSR activities vs.
internal stakeholder CSR activities. They identify external stakeholder activities that deliver the most benefit to a
firm’s reputation, while at the same time requiring the lowest level of commitment to those external stakeholders
(e.g., charitable activities).

Through subjects’ responses regarding internal stakeholder CSR activities, they explore which activities might
threaten family control by enforcing a higher commitment to external stakeholders (e.g., corporate governance,
information transparency, employee safety, environmental certification, investor protection, and other forms of
adherence to external regulation).

“WHEN FAMILY ENTERPRISES COMMIT TO AND ENGAGE IN
CSR, THEY SUBJECT THEMSELVES TO THE EVENTUALITY OF

EXTERNAL, NON-OWNERSHIP INFLUENCES AFFECTING THE
DECISION-MAKING AND THREATENING SOME LOSS OF
CONTROL FOR OWNERS.

Findings

The authors reach the following findings:

1. Founder-controlled family firms show low levels of CSR engagement only when family control and
socioemotional endowment are threatened.

2. For founder-controlled family firms engaged in CSR activities, there is a conflicting commitment
between two dimensions of SEW: family control vs. family identification.

3. This study contributes to and expands the concept of SEW, because it demonstrates not only how
different SEW dimensions are perceived by family actors in the founder stage, but also how
psychological traits such as overconfidence can alter the reference points for decision-making in all
aspects of FCFFs.

4. Executives with a sense of managerial overconfidence demonstrate superior CSR performance. The
family’s preference for control, which is sometimes evident and sometimes assumed, can be mitigated
by the overconfident executive who underestimates the family’s control risk and, instead, focuses on
reputation by acting socially responsible.

5. Because of SEW, the nonfinancial aspects of family firms in general, and of FCFFs in particular, raise
doubts as to whether these firms show the same CSR engagement exhibited by nonfamily firms.



Contributions to Practice

Several suggestions, insights, and innovations for practice in founder-controlled family firms result from this
research, including the following:

For stakeholders who seek to build a relationship with founder-controlled family firms based on CSR
principles:
¢ Recognize that the family actors will have emotional dynamics regarding the conflicting
commitments to CSR activities and family control.
* Leverage resistance as a starting point to finding common ground, rather than as an obstacle.
¢ Understand that reluctance to engage in CSR might not be a sign of social irresponsibility or
disregard, but rather an attempt to protect control and influence.
* Determine scenarios for how to leverage the intersection of family control and managerial
overconfidence.

For owner families and executives in founder-controlled family firms:

* Concentrate on creating a CSR, social contribution, and social purpose intention.

¢ Conduct an educational initiative based on the FIBER dimensions model of SEW, so ownership
family members and executives can acknowledge when a SEW resource is being threatened or when
SEW dimensions are in conflict with each other.

¢ |dentify a shared perspective or a measure of SEW value for each of the five SEW dimensions.

e Explore scenarios in which SEW dimensions of family control and family identification may be
challenged by possible CSR activities; determine the point at which founder-controlled family firm
owners and executives begin to demonstrate discomfort or resistance.

¢ Maintain a written and shared list of advantages gained from CSR activities that might not
necessarily endanger family control but could promote image and reputation, could foster
stakeholder relations, and could demonstrate legitimacy as good corporate citizens.

Footnote

! Socioemotional wealth consists of five dimensions, often referred to by the acronym FIBER. The following dimensions each serve as decision-
reference points in FCFF:

1. Eamily control and influence (family control)

2. Identification of family members with the firm (family identification)
3.Binding social ties

4. Emotional attachment of family members

5.Renewal of family bonds to the firm through dynastic succession
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Related Article

If you enjoyed today'’s article, check out this related précis about the five dimensions of SEW and how
they influence the behavior of family firms.
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