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ABSTRACT This study examined the combined effect of family ownership and high-
discretion organizational slack on the international involvement of Taiwanese firms.
Employing a sample of 179 publicly listed high-tech firms in Taiwan over a period of
6 years (2000-2005), we found that firms with high levels of international involvement,
that is, a higher degree of internationalization, (i) were not closely held, and (i) were
not excessively controlled by the family. Further, high-discretion organizational slack
(indicated by resources that can be deployed in a flexible fashion such as in cash and
receivables) moderated the negative relationship between family control and interna-
tional involvement. This relationship is stronger with a higher level of high-discretion
slack. The results support the hypothesis that family control and high-discretion
organizational slack negatively influence the decision to internationalize.

KEYWORDs family control, family ownership, international involvement, organizational
slack

INTRODUCTION

The business world continues to globalize. No longer limited by geography or
national boundaries, companies of all sizes and most industries are ‘going global’
(Bartlett & Ghoshal, 1989; Hordes, Clancy, & Baddaley, 1995; Javidan & House,
2002). Sapienza, Autio, George, and Zahra (2006) point out that the interna-
tionalization of firms is perhaps the most profound business phenomenon of the
20th century. In recent years in Taiwan, the volume of international trade and
foreign direct investment (FDI) has approached 50 percent of the gross national
product (Chang, 2007). According to Lien, Piesse, Strange, and Filatotchev
(2005: 742), between 1991 and 1995 the average annual outward FDI from
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Taiwan was USD 24.5 billion, or nearly 1 percent of global outward FDI. From
1995 to 2000, the average annual outward FDI from Taiwan almost doubled,
reaching USD 48.1 billion. In addition, the average annual ratio of foreign sales
to total sales in Taiwan increased from 41.95 percent between 1999 and 2003 to
45.41 percent between 2004 and 2008."! These data indicate an increase in the
internationalization of Taiwanese firms. It 1s important for firms in Taiwan and
other newly industrialized economies (NIEs) to expand globally because they
have a greater need for legitimacy and resources in the international context
(Contractor, Kumar, & Kundu, 2007). However, most previous international
business studies are set in the context of multinational enterprises originating
in developed economies (Ramamurti, 2004), owing to the short history of inter-
nationalization of high-tech firms in the NIEs. The Taiwanese high-tech
industry provides a rich context to explore internationalization, given its high
rate of increase of these firms’ international involvement in recent years.
Specifically, the current study considers the factors that may affect the degree of
internationalization.

During the 1990s Taiwan achieved great success in the information technol-
ogy industry. Today, Taiwanese high-tech firms are clearly becoming a major
player in the global high-tech industry. For example, Acer is the third largest
global computer manufacturer and Taiwan Semiconductor Manufacturing
Company is the world’s largest dedicated semiconductor producer. Foxconn is a
family-owned and -controlled company that has emerged as the world’s largest
handset manufacturing services provider. In terms of export value, Taiwan’s
high-tech industry has surpassed the textile and apparel industries — traditionally
the core industries in the Taiwanese specialization model — to become the
leading export sector since 1994. Taiwanese high-tech firms usually have a com-
plicated structure of ownership and control, which includes substantial family
ownership, management ownership, and domestic/foreign institutional owner-
ship. Family control, concentrated ownership, limited activism by institutional
investors, and the lack of bank monitoring result in family leaders dominating the
corporate governance environment in Taiwan. The specific characteristics of this
model of corporate ownership and control are particularly dominant in Taiwan-
ese high-tech firms."?

There are a variety of factors that may affect a firm’s internationalization (e.g.,
Hitt, Tihanyi, Miller, & Connelly, 2006), including financial resources due to
institutional ownership (Tihanyi, Johnson, Hoskisson, & Hitt, 2003), external infor-
mation due to relational networks (Araujo & Rezende, 2003), and firm-owned
human resources (Hitt, Bierman, Uhlenbruck, & Shimizu, 2006). Recently
research has begun to explore how family-owned businesses are managed and how
such management influences decisions regarding internationalization (Erdener &
Shapiro, 2005; Fernandez & Nieto, 2006; Graves & Thomas, 2006; Lu, Liu,
& Wang, 2011; Zahra, 2003). Very few empirical studies have examined the
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influence of the family factor on the FDI or entry-mode decisions of most East
Asian firms (e.g., Chai & Rhee, 2010; Filatotchev, Strange, Piesse, & Lien, 2007;
Lien et al., 2005). There remain three pivotal gaps in the literature. First, these
studies fail to capture the essence of the stage model of internationalization theory
(Johanson & Vahlne, 1977). The stage model regards internationalization as an
incremental learning process. Its measurement should take into account the scale
and scope of a firm’s international involvement.”! Second, findings on the impact
of family control™ are limited. Finally, and most importantly, the existing literature
concludes that family businesses have played a major role in Taiwan’s economic
development and the characteristics of family-owned businesses are appropriate
for the success of traditional manufacturing firms. However, Taiwan’s economy
has been transformed from traditional manufacturing industries to technology-
intensive industries. In this high-risk, rapidly changing business environment, short
product life cycles associated with the high-tech industry place pressure on firms to
internationalize. It remains to be seen whether family businesses that facilitated
past successes will continue to succeed in an increasingly global, high-technology
industry (Carney, 1998, 2005). Thus, the first objective of this study is to explore
the relationship between family ownership and internationalization among
Taiwan’s high-tech firms.

International business thcories highlight the significant influence of organiza-
tional resources when expanding across borders (Lu & Beamish, 2001). Organiza-
tional resources serve as inducements for firms to experiment, take risks, and make
proactive strategic choices (George, 2005). In the organizational theory literature,
slack resources may facilitate strategic behaviour that allows firms ‘to experiment
with new strategies by, for example, introducing new products, entering new
markets, and so on’ (Bourgeois, 1981: 35). However, Jensen and Meckling (1976)
posit that surplus resources can also induce self-serving managerial behaviour.
Managers with surplus resources may resist change and embrace the strategic
status quo that ensures their financial security or power. Foreign expansion that
entails substantial risk may be unattractive to managers with surplus resources.
Thus, the second purpose of this research is to investigate how a firm’s slack
resources may influence the relationship between family control and the interna-
tionalization of Taiwanese high-tech firms.

This study makes two contributions to international business and family business
literature. First, it provides knowledge on the controlling family’s impact on the
firm’s internationalization process in high-tech firms in Taiwan that are represen-
tative of firms in NIEs. Taiwanese companies are recognized as an ‘important
research laboratory’ for developing corporate research (Filatotchev, Lien, & Piesse,
2005: 258). Sccond, the study identifies a contingency — that is, organizational slack
— that may further dampen Taiwan’s high-tech firms’ desire to internationalize
when they have excess family control — controlling family’s voting rights in excess
of its cash-flow rights.
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LITERATURE AND HYPOTHESES

Much of the literature on strategy or organization theory concludes that the
ownership structure can affect a firm’s internationalization (e.g., George, Wiklund,
& Zahra, 2005; Sanders & Carpenter, 1998) because different owners have differ-
ent values, incentives, and temporal preferences. Agency theory highlights that as
ownership increases, the owner and the firm achieve a greater alignment (Fama &
Jensen, 1983; Jensen & Meckling, 1976). The alignment of interests between the
firm and the family owner will contribute to the pursuit of risky activities such as
going international (Zahra, 2005). This is because owner—-managers often have
longer time-horizons than non-family firms (Bruton, Ahlstrom, & Wan, 2003) to
enhance business growth, create opportunities for their children, and protect the
family firm from aggressive competitors (Poza, 2004). However, the existing
empirical literature examining the influence of family ownership on firm decisions
and international strategy reveals mixed results. For instance, Zahra (2003), in a
study of manufacturing firms in the U.S., finds that family involvement or owner-
ship is positively related to firm expansion across national borders. In contrast,
Fernandez and Nieto (2006), using a sample of Spanish manufacturing firms, found
that there is a negative correlation between family ownership and the internation-
alization of these firms.

The Influence of Family Ownership and Control on
International Involvement

Previous international business scholars have proposed that the extent of a firm’s
international involvement includes three elements: performance, structural, and
attitudinal elements (Sullivan, 1994). The first element, performance, indicates a
firm’s dependence on foreign markets, commonly measured by foreign sales. The
structural element gauges a firm’s resources located overseas, commonly measured
by foreign assets. The performance and structural elements reflect the depth or
scale of a firm’s internalization involvement. The attitudinal element appraises the
breadth or scope of a firm’s internationalization (Thomas & Eden, 2004), which
addresses the international orientation of top management or the cultural disper-
sion of international involvement, commonly determined from geographic disper-
sion. In this study, we define international involvement as the extent to which a
firm’s earnings are derived from operations and activities conducted overseas.
We argue that family control will have a negative impact on the international
involvement of high-tech firms for three reasons. First, family firms tend to become
risk-averse while the family’s investments are undiversified (Donckels & Frohlich,
1991; Fama & Jensen, 1985; Jensen & Meckling, 1976). Since high family share-
holdings suffer from an undiversified financial portfolio and constrained liquidity
(Anderson & Reeb, 2003), family wealth may be more adversely affected by specific
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risks than other shareholders, such as institutional investors with diversified port-
folios (Maug, 1998). With the family’s wealth so closely tied to the company’s
expansion strategy and because internationalization poses risks and uncertainties,
the family may take a conservative stance regarding internationalization activities
and may be unwilling to undertake large-scale investments in distant places (Chan-
dler, 1990). Second, Taiwan is thought to be highly family-oriented (Chen, 2001).
The family business model carries an institutional logic of family control. In
Taiwan, family members usually strongly identify with their firms and view the
firms as extensions of their families. Thus, with the intention of passing the firms on
to successive generations (Yeh & Tsao, 1996), the owners of Taiwanese family firms
are reluctant to relinquish control to outsiders (Begley & Tan, 2001). Family
leaders are also inclined to resist expanding their business overseas to avoid some
foreign activities, especially entry modes via joint ventures, mergers, or acquisi-
tions, which may dilute family control (Schulze, Lubatkin, Dino, & Buchholtz,
2001).

Third, the characteristics of family firms may hinder the growth of businesses and
may become liabilities in managing large-scale, technologically complex industries
(Carney, 1998). The governance structure of family firms embodies paternalistic,
centralized decision-making, and less formalized organizational structures that
generate parsimony and efficiency advantages in low-tech manufacturing and
trading industries. However, in high-tech industries, where the environment 1s
much more dynamic, uncertain, and complex, high-tech firms require a profes-
sionalized management structure to establish complex coordination systems and to
decentralize decision-making so as to recognize and respond to changes in the
environment. Centralized decision-making, distrust of outside professional manag-
ers, and the simple organizational structure may limit the firm’s ability to carry out
complex international tasks. Ahlstrom, Young, Ng, and Chan (2004) found that
Taiwanese high-tech entrepreneurs adopt most of the traditional characteristics of
family firms, and it is these traditional features and practices of family firms that
may prevent them from achieving international growth (Carney, 2005).

Together, the concern with family wealth preservation, the desire for family
control, and the adoption of a traditional managerial culture, the international
expansion of high-tech family firms will likely be limited. Based on the above
reasoning we hypothesize:

Hypothesis 1: Famuly ownership will be negatively associated with a firm’s international
involvement.

In Taiwan, family firms usually establish a highly concentrated ownership
structure through pyramid structures and cross-holdings within the family group
(Claessens, Djankov, & Lang, 2000; Yeh, Lee, & Woidtke, 2001). Pyramid
structures arc formed when a firm owns equity stocks of another corporation,
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which in turn holds shares of another firm. This process of ownership extension can
be repeated several times (La Porta, Lopez-de-Silanes, & Schleifer, 1999) and we
refer to this as ‘excessive ownership control’. As an example, a family owns a 10
percent share of firm A, and firm A holds 20 percent of the ownership of firm B.
By structuring their investments in this way, the family can control 20 percent of
the voting shares of firm B, even if it only holds a 2 percent (10 percent x 20
percent =2 percent) stake in the firm. Villalonga and Amit (2006), Claessens,
Djankov, Fan, and Lang (2002), and Lins (2003) also observe this phenomenon of
excessive family control in their studies on the economic structure of East Asian
societies. They find that the family has effective control over investment decisions
in many companies and may channel these resources toward their own interests
(La Porta et al., 1999). It is expected that such tightly held and managed family
firms will choose to expand operations locally rather than to pursue high-risk
foreign market investments, thus avoiding the possibility of expropriation by
outside investors. This strategy not only enables them to gain control over
resources but also ensures the control of firm operations.

Hypothests 2: Excess family control will be negatiwely associated with a firm’s international
involvement.

The Influence of Organizational Slack on Family Ownership
and Internationalization

When a firm increases its global activities, it will not only create more competitive
challenges, but also encounter more managerial complexity (Carpenter & Fre-
drickson, 2001). The firm will need resources to deal with complex information-
processing demands. Firms with organizational slack are able to compete more
successfully in such an environment and can adapt more quickly to the complex
and competitive landscapes (Cyert & March, 1963; Levinthal, 1997). Organiza-
tional slack serves as a buffer to protect the firm’s core from any changes within the
global environment, while, at the same time, enabling it to exploit foreign market
opportunities. Firms have opportunities to experiment with new strategies when
there 1s a fair amount of slack (Bourgeois, 1981). These strategies can include the
introduction of new products, staging entries into new markets, and going global.
However, organizational economists challenge the benefits of maintaining slack.
In spite of their inability to acquire and access the necessary resources (MacMillan
& McGrath, 1997), firms without slack continue to embrace and pursue the new
opportunities (Baker & Nelson, 2005; George, 2005) brought about by the changing
business environment. Thus slack deficient firms are more likely to seek their
resources more efficiently (George, 2005). However, other theories may support the
argument that slack deficient firms may also be more aggressive in their interna-
tionalization efforts by cautiously planning to minimize uncertainty and risks.
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First, based on the economic rationality norm, the costs for failing to engage
in foreign market expansion is expected to be higher for firms with limited
organizational slack. Second, from an agency perspective, slack may encourage
political or self-aggrandizing managerial behaviour that may be harmful to the
firm (Bourgeois, 1981). For instance, a firm that has organizational slack is less
likely to hire professional managers with international experience because it is
reluctant to relinquish control. Third, prior studies report that managers are
more likely to relax their hold on foreign market expansion when the firm’s
slack levels exceed those of its competitors. Smith, Grimm, Gannon, and Chen
(1991) depict a negative relationship between available slack and competitive
responses. They argue that slack serves as a buffer, and firms with more liquid
resources are subject to less competitive pressures. Therefore, organiza-
tional slack serves to limit managerial incentive to expand aggressively including
internationally.

To examine how organizational slack may influence the international involve-
ment of family-owned firms, 1t is important to consider high-discretion organiza-
tional slack, which is slack that can be deployed in a flexible fashion, such as in
cash and receivables (Bourgeois, 1981; Bourgeois & Singh, 1983; Sharfman, Wolf,
Chase, & Tansik, 1988). If organizational slack cannot be deployed in a flexible
manner becausc it is absorbed into the organization, such as in debt or fixed assets,
the slack is referred to as low-discretion organizational slack. High-discretion
organizational slack can be casily redeployed and is readily available to support
new foreign initiatives. However, low-discretion organizational slack is absorbed
into the cost structure of the firm, and thus is not available for discretionary use.
High-discretion organizational slack is essential when a firm expands across
borders, involving large amounts of cash outlays.

Past research highlights the relevance of organizational slack to the controlling
power of family members. Kim, Kim, and Lee (2008), for example, find that family
members can use slack to pursue power, prestige, money, and job security and then
to engage in empire-building. The controlling power of family members can be
increased by holding the slack, especially high-discretion organizational slack. As a
result, monitoring by non-family minority shareholders and boards of directors
might become ineffective among high-power family majority shareholders. In this
situation, family members can increase self-interested behaviour and impede a
firm’s international activites, because they fear that in the process of international
involvement they may lose their existing power by expanding the high-
discretionary slack. Consequently, high-discretion organizational slack exacerbates
the negative relationship between family control and firm internationalization.
Thus, we propaose:

Hypothests 3a: Family ownershap of a firm will be more negatively associated with a firm’s
international involvement when there s more high-discretion slack.
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Hypothesis 3b: Excess famuly control of a firm will be more negatively associated with a firm’s
international involvement when there is more high-discretion slack.

METHOD
Sample

To test our hypotheses, we used data collected from public firms in the high-tech
industry because most of these firms are moving in the direction of further inter-
national expansion and have established overseas markets for their products. The
sample for this study was drawn from a population of Taiwan’s high-technology
public firms that were listed in the Tawan Economic Journal (TE]) database for six
consecutive years. First, we identified 306 high-technology firms in the TE]J.
Second, we selected a 6 year window (2000-2005) because slack may be accumu-
lated and deployed over time, and the firm’s international process may evolve over
a rather lengthy period. This window also maximized the number of firms report-
ing financial data for contiguous years, thus yielding a usable sample of 179 firms
(1,074 observations). We incorporated a 1 year lag between the dependent variable
and the independent variables in order to avoid endogeneity. Thus, the values for
the dependent variable (international involvement) covered 2001 to 2006, and
those for the independent variables covered 2000 to 2005. Third, data regarding
foreign assets and the number of countries in which a firm has subsidiaries were
obtained from the Market Observation Post System, and the data on foreign sales,
organizational slack, family ownership, and family control were collected from the
TEJ database.

Measurement

Dependent variable. Following Sullivan (1994), we measured a firm’s international
involvement using three distinct dimensions.” The first dimension, foreign sales, is
the ratio of foreign sales to total sales (Geringer, Beamish, & da Costa, 1989). The
second dimension, foreign production, reflects the firm’s reliance on its foreign stocks
and it is measured by calculating foreign assets as a percentage of total asscts
(Daniels & Bracker, 1989). The third dimension, geographic dispersion (Sullivan
& Bauerschmidt, 1989), gauges the number of countries in which a firm has
subsidiaries and it is expressed as a percentage of the highest number of countries
with subsidiaries represented in the study sample (Sanders & Carpenter, 1998).
The range for each of these three dimensions is between 0 and 1. We found that
these three variables loaded onto one factor with a high eigenvalue.”? We summed
these three dimensions and formed a composite measure of the degree of the firm’s
international involvement, giving it a measurement range from 0 to 3.

Independent variables. Following Villalonga and Amit (2006), family ownership was
measured as the ratio of the number of shares held by the family over the total
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number of outstanding shares.”! According to La Porta et al. (1999), excess_family
control is defined as the difference between family voting rights and family cash flow
rights, which is measured as the difference between the percentages of all outstand-
ing votes by the family and the percentage of all outstanding shares owned by the
family.

Moderating variable. We chose to follow the financial indicators adopted in prior
studies (e.g., George, 2005) to measure the moderating variable of high-discretion
slack. It is the level of the current ratio (current assets/current liabilities). This proxy
corresponds to the currently uncommitted slack, such as idle working capital. A
higher current ratio indicates a greater ability to meet immediate resource needs.

Control variables. The present study includes six control variables: firm age, firm size,
firm performance, diversification degrce, non-family executive ownership, and
R&D ratio. Findings by Yip, Biscarri, and Monti (2000) reveal that older firms have
relatively greater international market commitment and organizational resources,
hence such firms have a higher level of international involvement. First, firm age,
calculated as the number of years since incorporation, is included as a control.
Second, firm size is typically related to the extent of its international involvement and
indicates a strong capability and an abundance of resources to deal with all types of
complex foreign information (Henderson & Fredrickson, 1996). The logarithm of
the firm’s assets in a given year was used as an independent control for firm size.
Third, since poor performance may limit a firm’s ability to enter foreign markets
(Tihanyi, Ellstrand, Daily, & Dalton, 2000), we controlled for prior performance, as
measured by ROA. Fourth, according to Sanders and Carpenter (1998), diversifi-
cation is positively related to a firm’s global strategic posture. Thus, we controlled the
firm’s diversification by using the Herfindahl-Hirschman index. Fifth, a non-family
exccutive can be a source of professional knowledge and financial resources.
Accordingly, a firm with non-family executives who have high ownership is likely to
enter the international market (Musteen, Datta, & Herrmann, 2009). Therefore, in
this study we include non-family executive ownership as a control variable. Non-
Jamaly executive ownership was measured as the ratio of number of shares held by the
CEO and the top managers who are not members of the largest shareholder over the
total number of outstanding shares, thus modifying the measurecment by Filatotchev
et al. (2007). Sixth, we controlled for the R&D ratio, which was measured as the ratio
of R&D expenditure divided by total firm sales (Filatotchev & Piesse, 2009).

Analytical Approach

Our hypotheses were tested using repeated observations of the same set of cross-
sectional units (i.c., panel data) (Greene, 2000). A random effects model was used
to analyse the panel data because the alternative dummy variable approach is
costly in terms of losing a degree of freedom. However, it is crucial to perform a

© 2011 The International Association for Chinese Management Research

https://doi.org/10.1111/j.1740-8784.2011.00220.x Published online by Cambridge University Press


https://doi.org/10.1111/j.1740-8784.2011.00220.x

210 Y. Liu et al.

Hausman test for the orthogonality of the random effects before the individual
effects can be treated as random. This test assesses the consistency of the estimation
results of a fixed effects model with a random effects model. In the event that the
two estimates do not differ systematically, a random eflects generalized least
squares (GLS) regression is generally preferable because it is a significantly more
efficient estimation technique (Greene, 2000: 576). In our sample, the Hausman
test indicated that the estimation results of the fixed effects and random effects
model were consistent, and the individual effects were not correlated with the other
variables in the model. Therefore, we employed the more efficient random effects
GLS estimation technique.

The GLS approach does not allow for calculations of the variance inflation factor
(VIF). The VIF 1s derived using an ordinary least squares regression [which is more
conservative than the GLS for the VIF because it does not control for the firm and
year; the modest correlations between the independent variables suggest that
multicollinearity problems are unlikely to occur (the highest VIF was 2.75, well
below the benchmark of 10)]. We took additional actions to avoid these problems by
centring the variables used to test the predicted interactions (Aiken & West, 1991).

RESULTS

The means, standard deviations, and bivariate correlations for all the variables are
presented in Table 1. The table shows that the mean degree of internationalization
of Taiwanese high-tech firms is 0.98. The minimum value is 0 and the maximum
value is 2.74.

Table 2 shows the coefficient estimates for the main effect of family ownership as
well as interaction effects of organizational slack on family ownership or excessive
family control and international involvement. As the base model, the first model
contains all of the control variables. The second model includes both the main and
control variables. In the third and fourth models, the interaction variables are
entered into the regressions one at a time. The fifth model is the full model, which
includes the main, control, and all interaction variables. Centred values of the
variables are used for the estimation of the main effect and interaction effect
models (i.e., Models 2 to 5). The Wald chi-square statistic indicates the overall
significance of each model, and the second chi-square change statistic provides a
test for the statistical significance of the added variables in a particular model. The
chi-square statistic of Model 2 for change, compared to the control effect (i.c.,
Model 1) is significant (Ax* = 10.27, p < 0.001). The chi-square statistic of Model 3
for change compared to the main effect (i.e., Model 2) is not significant, but the
chi-square statistic of Model 4 for change compared to the main effect (i.e., Model
2) is significant (Ax*=11.36, p <0.001). Model 1 shows that the two control
variables with significant effects on a firm’s international involvement are firm size
(p < 0.01) and firm performance (p < 0.01). Using Model 2 to examine Hypotheses
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Figure 1. Moderating effects of high-discretion slack on the relationship between excess family
control and international involvement
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I and 2, we found that family ownership is negatively associated with a firm’s
international involvement (§ =-0.003, p < 0.05), thus supporting Hypothesis 1.
Consistent with Hypothesis 2, international involvement decreased significantly
(B =-0.004, p < 0.05) with an increase in excess family control. Model 3 shows that
the interaction effect of high-discretion slack on the relationship between family
ownership and its involvement in international markets (Hypothesis 3a) was not
statistically significant but it was in the expected direction (Model 3; B =-0.005,
n.s.). Model 4 shows that the moderating effect of high-discretion slack on the
relationship between excess family control and a firm’s international involvement
(Hypothesis 3b) is supported (B =-0.028, p < 0.01). Model 5 shows all the main
and interaction effects and the results are sustained.

Figure | depicts the interaction of family excessive control and high-
discretionary slack. Values representing plus and minus one standard deviation
from the mean of the slack variable were used to generate the plotted regression
lines (Cohen, Cohen, West, & Aiken, 2003). As illustrated in Figure 1, the negative
relationship between excess family control and international involvement is stron-
ger in firms with more high-discretion slack (plus one standard deviation from the
mean) than in firms with less high-discretion slack (minus one standard deviation
from the mean). A steeper negative slope clearly shows that high-discretion slack,
through interaction with excess family control, has a negative effect on a firm’s
international involvement.

DISCUSSION

The existing research on firms’ international involvement focuses on ownership
structure or on human capital in developed economies (Herrmann & Datta, 2005;
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Tihanyi et al., 2003). To better understand a firm’s orientation toward interna-
tionalization in NIEs, we explore the relationship between family ownership and
internationalization of firms in Taiwan’s high-tech industry. We distinguish
between two types of family power — family ownership and a high level of family
control — to empirically test how family ownership and excess family control affect
a firm’s involvement in international markets. In addition, we examine the mod-
erating influence of high-discretion organizational slack, an important factor in
a firm’s international involvement. Using longitudinal data (2000-2005) from
Taiwan’s high-tech industries, we found that family ownership and excess family
control have a significantly negative relationship with a firm’s international
involvement. In addition, the results of the moderating effect of organizational
slack support our prediction that the negative relationship between excess family
control and a firm’s international involvement will increase as high-discretion slack
increases.

As previous studies have shown, firms that are family-owned and -managed have
several specific advantages, including a long-term orientation and a family culture
as a source of pride (Poza, 2004). However, these businesses also face a number of
drawbacks, ranging from a lack of qualified personnel, altruism toward family
members,” and a tendency to be overly risk-averse (Kets De Vries, 1996). The
literature and our findings suggest that family-owned and family-controlled Tai-
wanese high-tech firms tend to be risk-averse with regard to internationalization.
The downside of a high level of family ownership and control is that the firm’s
ability or willingness to build a portfolio of strategic resources is limited, making it
more difficult for the firm to get involved in foreign markets. In addition, our results
support the notion that family-owned firms are less likely to pursue international-
ization when there is more high-discretion slack. High-discretionary slack gives
family members power to make self-serving decisions, including conservative inter-
national strategies. In this situation, high-discretionary slack strengthens the nega-
tive relationship between excessive family control and a firm’s internationalization.
Our findings support the perspective that high-discretionary organizational slack is
inefhcient. We contribute to the existing literature by combining the use of both
organizational and economic theory to explain the relationship between family
management, organizational slack, and a firm’s international involvement.

Limitations

This study has three limitations. First, although our use of Taiwanese high-tech
listed firms enabled us to clarify the relationships among organizational slack,
family ownership, excess family control, and international involvement, our sample
may have limited generalizability to other contexts (for instance, non-high-tech
firms). Second, previous research uses financial measures to assess the value of
organizational slack (Bourgeois & Singh, 1983; George, 2005); however, this
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prevents us from considering non-financial and intangible slack, such as the com-
petencices of the top management team. Third, we did not consider the variations
in managerial style among family firms. Different styles of family management can
lead to distinct differences in the extent of international involvement. A family firm
managed by an outside (non-family) professional will be less influenced by family
considerations, whereas a firm managed by a family member will be heavily
influenced by family obligations.

Managerial Implications

Our findings have some interesting managerial implications for enterprises in
Taiwan and perhaps in Greater China. First, by the 1990s the world had entered
an era of global competition, in which national borders no longer acted as barriers.
Meanwhile, Taiwan’s economy also experienced a transition from local labour-
intensive industrics to global technologically sophisticated industries. In order to
make Taiwan’s industries more competitive in terms of composition and exports,
Taiwan has been accelerating the development of its high-tech industries. It is
evident that Taiwan’s high-tech firms that go international are in a better position
to strategically deploy and leverage their resources. For example, we already know
that participation in international production networks is critically important for
the development of a flexible domestic supply base and the subsequent rapid
internationalization. All high-tech firms and managers are now facing mounting
pressure to compete in high risk, complex, and rapidly changing international
markets. Given the recognized importance of the rapid growth of Taiwan’s high-
tech firms, the following question should be asked: Will overly tight control of
ownership and the adoption of a traditional managerial culture inhibit the ability
of family-based high-tech firms to globalize? The answer based on the findings in
our study is yes. The results suggest that top management teams in firms with tight
family ownership and control tend to be risk-averse, resulting in a lower level of
internationalization.

The traditional Chinese managerial culture of family firms that has been influ-
enced by Confucianism encourages paternal control within the family and also
promotes family collectivism and traditional respect for age, hicrarchy, and author-
ity in business. In Confucian-based cultures, family interests are valued above those
of non-family interests, and decision-making tends to be centralized among family
owners. Managers act on the basis of parent—child relationships and are egotistic in
order to pass down their achievements and positions to the later generations; as a
result, managers of Chinese family firms tend to be more risk-averse. Family
businesses in Taiwan have been very successful, but this may be due to the highly
centralized, tightly controlled management environment. Our study highlights the
fact that family members and managers of high-tech firms will need to change to
meet the demands of the increasingly global economy. Management capabilities to
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organize and leverage a firm’s resources are required to successfully expand into
global markets. The lack of qualified professionals and the centralized decision-
making process in family firms may be an obstacle to successful expansion to other
countries. T'o overcome the problem of the centralized structure and the lack of
professional management in family-owned and -managed firms, family members
are advised to loosen certain controls and to work with or use independent pro-
fessionals to assist in secking opportunities to improve their overall competitiveness
in foreign markets. A firm that changes course and enters a foreign market might
be best served by top managers from another firm. The characteristics of the new
managers should differ from those of the existing management team and should
focus on managing the growth process of internationalization.

Moreover, our findings may also have important implications for family-owned
firms and private domestic firms in mainland China. The Chinese government
currently encourages firms to expand abroad. These firms can leapfrog domestic
space at an early stage because there will be lower transaction costs (Boisot &
Meyer, 2008). To achieve competitiveness, private Chinese firms can first actively
move abroad. This contradicts the view of the Uppsala school that regards inter-
national strategy as an incremental learning process (Johanson & Vahlne, 1977;
Johanson & Weidersheim-Paul, 1975). In sum, our findings may be generalizable
to similar firms in mainland China. Family-owned firms or private domestic firms
should engage in the ‘going out’ policy of the Chinese government.

Organizational slack is not only essential for the effective execution of interna-
tional business opportunities, but it also serves as an effective buffer that allows
firms to adjust to unanticipated foreign shocks. Nonetheless, our results show that
high-discretion organizational slack may also induce inefficient behaviour on the
part of management. Therefore, when developing an international strategy,
owners of firms in Taiwan and possibly mainland China should be aware of the
tendency to preserve their cash on hand.

Future Research Implications

With the rapid changes occurring in Greater China and other emerging markets,
businesses in these markets should be an important area of study. Our findings
suggest several avenues for future research. First, future research might investigate
the impact of family-owned and -managed businesses on firms in other contexts,
such as in different institutions or cultures. Both institutional and national culture
can affect firm behaviour. For example, would the relationship between family
ownership and international involvement be different among China, Korea, and
Singapore, even though they are all considered to be embedded in the Confucian
culture (Chai & Rhee, 2010)? Would the ‘going out’ encouragement by the
Chinese government overcome the inhibiting tendency of family ownership,
control, and high-discretion slack? Second, future research could be extended to
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conduct more in-depth analyses of international involvement of high-technology
firms such as their choices of entry mode and country destinations in order to
reveal the different nature of internationalization between the asset-exploitation
(Dunning, 2006) and asset-augmentation strategic motives (Mathews, 2006). In
addition, researchers who can overcome the challenges of data collection in the
underlying constructs of non-financial and intangible slack in the future might
provide us with better insights into the relationship between a firm’s organizational
slack and its internationalization strategy. Finally, a related line of research might
be an investigation of the implications and differences in firm internationalization
between family firms owned by the original owner versus second-generation firms.
This will significantly contribute to existing research on how family considerations
drive a firm’s decisions regarding their degree of involvement in international
markets.

CONCLUSION

Strange, Filatotchev, Buck, and Wright (2009: 397) pointed out that, ‘As yet, there
has been little work on how different governance components impact firms’ stra-
tegic decisions, such as whether, when, where, and how to internationalize, and
upon how firms organize and manage their activities across national boundaries’.
Based on the logic of family wealth preservation, the desire for family control, and
the adoption of a traditional managerial culture, this study found that family
ownership and tight family control hinder the international involvement of the
high-tech firms. Moreover, organizational slack exacerbates the negative relation-
ship between family control and firm internationalization. As high-tech firms in the
NIEs increasingly engage in international activities and then become a major
player in the global high-tech industry, it is important to understand how owner-
ship, control and high-discretion organizational slack affect these firms’ interna-
tional involvement. We hope this study has contributed to corporate governance
and international business research.

NOTES

This research was supported by NSC 94-2416-H-029-002 and NSC 96-2416-H-029-004-MY3. An
carlier version was published in the top 10 percent of competitive papers proceedings 2008 of the
Academy of Intcrnational Business. We are grateful for the helpful comments provided by three
anonymous reviewers, the Guest Editor, Professor Shaomin Li, and the Editor-in-Chief, Professor
Anne S. Tsui.

[1] Data provided by the Taiwan Industry Economics Service database.

[2] Using longitudinal data (2000-2005) from 631 Taiwanese electronics firms, we found that the
mean for the percentage of voting rights controlled by the family is 27.36 percent.

[3}] The scale of internationalization was measured using the ratio of foreign sales and assets. Most
previous studies focus on examining the effects of ‘scale’ on the firm’s internationalization; the
extent of its ‘geographic dispersion’ is used to gauge the extent of the firm’s scope of interna-
tionalization (Thomas & Eden, 2004).
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[4] Villalonga and Amit (2006) indicate that family ownership should be separated from family
control. Family ownership is the percentage of shares of all classes held by the family as a group;
in contrast, family control is the percentage of votes owned by the family in excess of the
percentage of shares it owns,

[5] Most early common measures of international involvement were one-dimensional. However,
one-dimensional measures are subject to various problems, including failure to reflect the breadth
and depth of international involvement simultancously. To resolve these shortcomings, research-
ers have adopted a multi-dimensional approach (e.g., Lu & Beamish, 2004; Sullivan, 1994).

[6] A structural attribute consists of two items: [oreign assets as a percentage of total assets and
overscas subsidiaries as a percentage of total subsidiaries.

{7] These variables were loaded on a [actor using the ‘principal component extraction’ method and
‘varimax rotation’.

[8] The numerator includes all shares held by family representatives (c.g., family-designated direc-
tors). It includes all shares in which any family member has a shared investment or voting power
with another family member (which are only counted once), but it does not include any of the
shares where the investment or voting power is shared with a non-member of the family.

[9] Altruism means that the individual is allowed to satisfy both altruistic (other-regarding) and
egotistic (self-regarding) preferences simultaneously (Schulze et al., 2001).
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