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Abstract Overcoming a crisis situation in which the socioemotional wealth
(SEW) of a family is at risk can be threatened by a lack of formal crisis procedures,
which can increase the probability of organizational decline. Thus, not being pre-
pared for a crisis situation may be a critical factor in the long-term survival of
family firms. From a corporate governance perspective, supervisory boards may
achieve higher levels of crisis readiness. Applying the resourced-based view and
SEW theory, we analyze the relationship between family ownership and formalized
crisis procedures in 150 small and medium-sized German firms. Our results show
that formalized crisis procedures decrease as family ownership increases. Including
supervisory boards in our analysis, we find a significant moderating effect of
supervisory boards on the relationship between family ownership and formalized
crisis procedures. Specifically, our results suggest that family firms with supervisory
boards show similar levels of formalized crisis procedures as non-family firms with
supervisory boards. In contrast, family firms without supervisory boards exhibit
lower levels of formalized crisis procedures compared with non-family firms
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without supervisory boards. We also discuss managerial implications, limitations,
and future research.
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1 Introduction

The bankruptcy of a firm leads to economic loss for shareholders and problems for
stakeholders. Particularly in family firms, bankruptcy results in the loss of
socioemotional wealth (SEW), which has been identified as the most important
reference of the owning families (Gomez-Mejia et al. 2007, 2011). The loss of a
family firm might lead to grief and could be a highly traumatic experience for the
family members involved (Shepherd 2009). Thus, dealing efficiently with crisis
situations, which potentially lead to bankruptcy, is a major concern especially for
family firms.

Prior research suggests that organizations with a higher crisis readiness can better
manage crisis situations compared with unprepared organizations (Mitroff et al.
1989). Crisis readiness is defined as “a state of corporate readiness to foresee and
effectively address internal and exogenous adversary circumstances with the
potential to inflict a multidimensional crisis, by consciously recognizing and
proactively preparing for its inevitable occurrence” (Sheaffer and Mano-Negrin
2003, p. 575). Although the outcome of crisis readiness might not be applicable
once a crisis occurs, the process of preparation itself is as important as the outcome
(Kiesler and Sproull 1982) because an organization’s turnaround capability can be
affected by cognitive factors such as an awareness of decline, an attribution of
decline, and the perceived severity of a decline (Trahms et al. 2013). Therefore, a
higher degree of crisis readiness means a higher degree of cognitive rehearsal for
crisis and can thus reduce the likelihood of bankruptcy in a crisis situation. Crisis
readiness can be achieved, among other mechanisms, through the formalization of
crisis procedures. The implementation of crisis procedures requires, for example, to
professionalize rational decision-making, formalization, and adoption of external
knowledge, which can be found in large established companies, many of which are
often publicly traded (Stewart and Hitt 2012).

Whether standardized and formalized crisis procedures can also be found in
family firms is unknown. Research often describes family firms as less professional
than non-family firms (Chua et al. 2009; Martinez et al. 2007; Randgy et al. 2009;
Schulze et al. 2001; Sciascia and Mazzola 2008; Westhead and Howorth 2006),
which suggests less standardization and formalization. In this context, profession-
alization is defined as a multidimensional construct that includes the holistic
transformation of organizational structures such as ownership, governance, and
management (Stewart and Hitt 2012). In particular, professionalization includes the
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precise definition of organizational structures (Chandler 1990), which implies the
implementation of formalized structures and procedures. A major constraint of
family firms is the lack of professional management competencies (Dyer 1989), for
example, competencies in strategic and financial planning (Filbeck and Lee 2000;
Smyrnios and Walker 2003). Further, family firms are said to be less professional
because of limited family human capital, fewer financial resources to pay
competitive salaries, and the preservation of SEW (Gomez-Mejia et al. 2011).
Taken together, this might result in lower crisis readiness. Recent research suggests
that as a result of family involvement and the associated lack of formalization, crisis
management and turnarounds are different between family and non-family firms
(Cater and Schwab 2008). However, whether family firms indeed show less use of
formalized crisis procedures is unknown.

Furthermore, research on the antecedents of crisis readiness is scarce. From a
resource-based view (RBV) perspective, a supervisory board may have the potential
to directly improve crisis readiness through the provision of external knowledge and
external experience and indirectly by forcing the top management team (TMT) to
implement formalized crisis procedures. Specifically, in family firms with family
management, the independence of the supervisory board may be important as the
monitoring role of independent supervisory boards is crucially important in a crisis
situation (Trahms et al. 2013). Although some studies have investigated crisis
readiness in general (e.g., Reilly 1987; Rousaki and Alcott 2006), the subject of
crisis readiness depending on governance structures and the effect of supervisory
boards has received insufficient scholarly attention and was never analyzed
empirically (Trahms et al. 2013).

Applying SEW and RBV as theoretical perspectives, this study investigates the
effect of family ownership on formalized crisis procedures as well as the direct and
indirect influences of supervisory boards on this relationship. In particular, we focus
on small and medium-sized firms, which in comparison to large publicly traded
firms are not required to install a supervisory board because of their firm size. In
doing so, this study makes multiple contributions to the existing literature. First, we
add to the literature by showing that family ownership has a negative effect on
formalized crisis procedures. Second, we contribute to the literature on supervisory
boards in family firms as an important instrument that can be used to professionalize
firms (e.g., Audretsch et al. 2013; Brenes et al. 2011). Third, we contribute to the
recent literature on family firm survival (Wilson et al. 2013) by showing that
implementing supervisory boards increases the level of formalized crisis procedures
in family firms, which may help to explain why family firms are more likely to
survive than non-family firms.

The remainder of this paper is organized as follows. After a brief review of the
SEW and RBYV literature in the context of professionalization and crisis readiness,
we introduce family ownership as an indicator of SEW and discuss its influence on
formalized crisis procedures as a measure of crisis readiness. We then analyze this
relationship by considering supervisory boards as directly affecting formalized
crisis procedures and as having a moderating effect on the relationship between
family ownership and formalized crisis procedures. After presenting our research
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results, we conclude the paper by discussing theoretical and managerial implications
and offer suggestions for future research.

2 Theoretical framework and hypotheses

Although crisis readiness has received attention in the field of organizational decline
(Shrivastava 1988; Shrivastava et al. 1988) and organizational crisis (Pauchant and
Mitroff 1992; Pearson and Clair 1998), this work has been largely descriptive and
normative (Barton 1993; Greening and Johnson 1996; Markus et al. 1987; Preble
1997). Particularly, a profound theoretical reasoning to explain potential differences
between the crisis readiness of family and non-family firms as well as the potential
impact of supervisory boards is missing.

Crisis readiness can enhance the probability of overcoming organizational
decline through standardized and formalized procedures. As SEW and RBV are two
prevalent theoretical perspectives that help to explain the differences between
family and non-family firms in terms of professionalization and formalized crisis
procedures, we adopt these theoretical lenses to hypothesize on the potential
influence of family ownership and supervisory boards on crisis readiness in family
firms.

Financial objectives are important for firms, but family firms are particularly notable
for the inclusion of nonfinancial objectives in their utility functions (Gomez-Mejia et al.
2011). These nonfinancial or affective utilities are also labeled SEW, which is based on
the behavioral agency model (BAM). BAM combines elements of agency theory,
prospect theory, and behavioral theory of firms and argues that strategic choices can be
framed as a selection of alternatives that vary in potential gains or losses compared with
areference (Wiseman and Gomez-Mejia 1998). SEW is the primary point of reference
in managing family firms (Gémez-Mejia et al. 2007). Family firm decisions and
behavior depend on their effect on SEW preservation. SEW is a multidimensional
concept that captures different aspects of affective endowment that a family bestows
upon its business (Berrone et al. 2012; Cennamo et al. 2012; Gémez-Mejia et al. 2007).
Examples include noneconomic aspects such as emotions (e.g., Sharma 2004;
Zellweger and Astrachan 2008), values (e.g., Dyer 2003; Habbershon and Pistrui
2002), and altruism (e.g., Lubatkin et al. 2005; Miller et al. 2007). In particular, research
has focused on family control and dynastic intention as two important aspects
(Hauswald and Hack 2013; Zellweger and Astrachan 2008; Zellweger et al. 2012).
Both aspects are dimensions of FIBER (F—family control and influence, I—family
members’ identification with the firm, B—binding social ties, E—emotional attach-
ment, R—renewal of family bonds to a firm through dynastic succession) that have a
temporal control effect on the family firm (Berrone et al. 2012). While family control
and influence have implications in the short term, the renewal of family bonds to a firm
through dynastic succession has a long-term focus. Which objective predominant is, is
unknown and situational. The predominant objective will rather be the one that is at
risk.

RBYV defines a firm as a bundle of idiosyncratic resources that is embedded in an
organization (Wernerfelt 1984). Firms that possess resources and capabilities that
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are valuable, rare, difficult to imitate, imperfectly substitutable, and organized to
exploit these characteristics are able to generate competitive advantage and earn
superior performance (Barney 1991). RBV has been used in many studies in
different fields of family firm research. The most widely known study using RBV
stems from Habbershon and Williams (1999, p. 1), who define “the bundle of
resources that are distinctive to a firm as a result of family involvement [...] as the
‘familiness’ of the firm.” This unique bundle of resources can arise when a family
influences a business. The interaction among a family, its members, and its business
are inimitable for each family firm. Sirmon and Hitt (2003) identify five family firm-
specific resources and attributes (human capital, social capital, survivability capital,
patient financial capital, and governance structure) that have the potential to provide
competitive advantages for family firms. In the context of crisis readiness, a lack of
human and financial capital may decrease the level of professionalization.

2.1 Family ownership and formalized crisis procedures

Implementing instruments that increase crisis readiness has different effects on
family control. First, transparency increases, which improves the monitoring of
management by stakeholders. Second, managerial discretion is restricted by
predefined conditions. Third, external knowledge and external support are used in
crisis situations. In particular, the employment of managers external to the family in
the process of professionalizing crisis management can affect SEW preservation in
multiple ways. First, employing external managers implies a transfer of decision
making and responsibilities outside of the family, which in turn decreases the
managerial discretion of the family to influence strategic decisions (Gomez-Mejia
et al. 2011). Second, experienced external managers often possess specialized
knowledge from other firms and industries that is not available to family members,
leading to information asymmetries (Gomez-Mejia et al. 2011). Third, predicting
the behavior of external managers is also difficult, which increases behavioral
uncertainty for the family members (Cruz et al. 2010). Finally, goal divergence
between external managers and family members may increase the risk of
opportunistic behavior by the external managers (Eisenhardt 1989; Jensen and
Meckling 1976). Crisis readiness also affects the renewal of family bonds to a firm
through dynastic succession because it decreases the risk of bankruptcy in a crisis
situation, which in turn increases the long-term existence of the family firm. If
family firms are not in a crisis situation, then family control will be more salient as a
reference than dynastic intentions because of myopic behavior. Hence, family firms
will not implement formalized crisis procedures, as doing so would imply a loss of
family control.

From an RBV perspective, in firms with high levels of family ownership, limited
family human capital and financial capital may decrease the level of profession-
alization. Because the human resources pool of qualified family members is limited,
family firms may lack highly qualified and experienced managers (Sirmon and Hitt
2003), who are able to implement formal management structures (Dyer 1989), such
as formalized crisis procedures. Furthermore, as a result of limited financial capital,
family firms may not be able to employ highly qualified external managers because
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such firms cannot offer competitive salaries. In family firms with high levels of
ownership, the lack of professional management may result in decreased levels of
professionalization and formalization, which leads to less formalized crisis
procedures. Accordingly, we hypothesize as follows:

Hypothesis 1 Family ownership is negatively related to formalized crisis
procedures. Specifically, small and medium-sized firms with high family ownership
levels are less formalized in terms of crisis procedures.

2.2 Supervisory boards and formalized crisis procedures

A supervisory board in this study refers to an independent controlling body in a two-
tier board structure that is comparable to an independent board of directors in a
single-tier board structure. Research states that supervisory boards have an oversight
role (Johnson et al. 1993). Specifically, the role of the supervisory board is to
oversee strategy and monitor the managerial decisions of the TMT (Harrison 1987;
Johnson et al. 1993, 1996; Withers and Hillman 2008; Zahra and Pearce 1989).
Research also states that supervisory boards serve critical functions in firms, such as
monitoring management on behalf of shareholders and providing valuable resources
to firms, including advice, expertise, connections to environmental contingencies,
and legitimacy (Hillman and Dalziel 2003; Johnson et al. 1996; Withers and
Hillman 2008; Zahra and Pearce 1989). A recent review by Iwu-Egwuonwu (2010,
p- 190) analyzes the empirical literature on this topic and supports this view in
stating that “most findings agree that the presence of independent directors on
boards of firms actually improves governance of those firms.” In the crisis
management process, the board of directors is responsible for initiating the
formulation and implementation of crisis procedures (Preble 1997). Preble (1997,
p. 777) states that “senior management and the board of directors are legally and
morally responsible for initiating, overseeing and controlling contingency plan-
ning.” Therefore, to prepare for a crisis and to ensure the long-term survival of a
firm, its supervisory board may force the TMT to conduct contingency planning for
crisis situations.

From an RBV perspective, supervisory boards provide additional resources for
firms that may help to transform organizational structures into more professional
structures. Board members provide different perspectives and experiences from
other firms and industries. Some board members may have experienced or observed
a crisis situation that has enhanced their awareness, attribution, and perception of
the severity of crisis preparation (Trahms et al. 2013). For example, Mitter et al.
(2012) show that supervisory boards foster a higher level of formalization and detail
in planning. Additionally, supervisory boards, as a stakeholder group, possess
knowledge of firm resources and are capable of controlling the planning and
resource flows (Pajunen 2006). In the context of bankruptcy, the composition of the
supervisory board is important to the success of the turnaround process, suggesting
that more independent boards lead to more successful reorganization (Daily and
Dalton 1994, 1995).
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Focusing on family firms, Lane et al. (2006, p. 152) state that controlling boards
should monitor family firms and hold them accountable, as boards in family firms
are expected to “ensure strategic guidance of the company, effectively monitor
management, and be accountable to the company and its shareholders. “According
to RBV, supervisory boards can be regarded as an additional resource that offers
external knowledge to families. Studies by Corbetta and Tomaselli (1996) and Nash
(1988) suggest that a supervisory board is a critical resource for family firms.
Therefore, supervisory boards may have a strong influence on formalized crisis
procedures of firms. Hence, we hypothesize as follows:

Hypothesis 2 The presence of supervisory boards is positively related to
formalized crisis procedures. Specifically, small and medium-sized firms with
supervisory boards are more formalized in terms of crisis procedures.

2.3 The moderating role of supervisory boards

Generally, supervisory boards are implemented to support the interests of
shareholders. Thus, in family firms with family members as shareholders,
supervisory boards must focus on the preservation of the families” SEW. The
owners of family firms that are not in a crisis may prefer to focus on family control
because their long-term survival is not at risk. However, there is a risk of losing
control when implementing crisis readiness instruments because such control is
more salient in a non-crisis situation. Perceptually salient references have been
shown to be preferentially adopted by individuals (Heath et al. 1999; White et al.
1994). Furthermore, research shows that individuals tend to behave myopically if
confronted with potential losses in the short-term but are more willing to take risks
if decision evaluation periods are longer (Chrisman and Patel 2012; Thaler et al.
1997). However, because supervisory boards must focus on all FIBER dimensions,
they may perceive dynastic intentions as more salient than family firm owners. The
difference may be observed because supervisory board members consider a
potential crisis to be a higher risk to the long-term survival of the firm and, thus, to
the preservation of SEW compared with formalized crisis procedures that pose a
risk in the loss of short-term family control. Hence, boards implement formalized
crisis procedures to reduce the risk of bankruptcy. Furthermore, in situations that are
not related to high survival risk, supervisory boards might focus more on control.
For example, boards may not give decision power to banks or other stakeholders,
although this power may refer more to transparency and disclosure than to decision
power. From another perspective, family firms that have implemented a supervisory
board may continue to weigh family influence and control as less important than the
renewal of family bonds to the firm through dynastic succession, which may suggest
a positive effect.

From an SEW perspective, small and medium-sized family firms benefit from
supervisory boards that preserve SEW in two way. First, ownership and
management positions can remain in the family firm. Second, a family’s external
knowledge and experience of board members from other firms and industries can
improve decision making and contingency planning. Similarly, according to RBV,
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additional human resources and knowledge in the supervisory board may help
families to overcome the problem of limited resources. Supervisory boards may be
primarily interested in the long-term development and survival of family firms.
Thus, supervisory boards may increase professionalization levels by establishing
formalized crisis procedures in family firms. Accordingly, we hypothesize as
follows:

Hypothesis 3 The presence of supervisory boards moderates the relationship
between family ownership and formalized crisis procedures. Specifically, the
existence of supervisory boards weakens the negative effect of family ownership on
formalized crisis procedures.

Figure 1 illustrates the research model.

H1
Family ownership Formalized crisis procedures
H3
Supervisory board

Fig. 1 Research model

3 Methodology
3.1 Sample

To test our hypotheses, we collected data from the TMTs of small and medium-
sized German firms in different industries. We define small and medium-sized firms
as firms with 10-499 employees and with an annual turnover of 1-50 million euros
(German Federal Ministry of Economics and Technology 2014). We chose a
random sample of 2000 firms whose contacts were drawn from the Amadeus
database. We identified the TMT members of each firm and their personal email
addresses by scanning firm websites and the Amadeus database.

We sent a personalized email to each firm’s CEO that included a link to our
online survey. After sending reminder emails and conducting personal phone calls,
we received responses from 218 firms. The response rate of 10.9 % may result from
the privacy concerns and inward orientation of small and medium-sized firms
(Upton et al. 2001; Zahra et al. 2004). Additionally, we assume that the TMTs of
small and medium-sized firms are more involved in operational tasks and thus have
less time to respond to surveys. In other recent studies focusing on small and
medium-sized firms, the response rates were also low (Arend 2006; Armario et al.
2008; Lockett et al. 2008). We excluded 68 firms that did not match our definition of
small and medium-sized firms from our analysis. In total, our final sample consisted
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of 150 small and medium-sized firms, resulting in a usable response rate for the
purpose of our study of 7.5 %. The mean age of the respondents in our sample was
48.19 years, 85 % of the respondents were male, and mean tenure was 10.62 years.

To control for non-response bias, we tested for differences between early and late
respondents using a one-way ANOVA (analysis of variance). This approach
assumes that non-respondents tend to be more similar to late respondents (Kanuk
and Berenson 1975; Oppenheim 1966). Because there were no significant
differences between the two groups, we concluded that non-response bias is not a
concern.

We also controlled for multicollinearity issues by assessing the correlation
matrix, the variance inflation factor (VIF), and the condition index. The levels of
correlations between the variables were modest. All VIFs (<2.120) were well below
the acceptable limit of 10 (Hair et al. 2010). The condition indices (<9.548) were
also below the critical values suggested by Hair et al. (2010). Hence, we assumed
that multicollinearity is not a significant concern.

Furthermore, we tested for potential common method bias, as suggested by
Podsakoff and Organ (1986). We entered all items of the moderator and the
independent, dependent, and control variables into a factor analysis and identified
five factors with eigenvalues >1.0, which account for 65.19 % of the variance.
Because the first factor (23.19 %) does not explain the majority of variance, no
single method factor emerged. In addition to the single-factor test for common
method bias, we compared measurement models with method factor models, as
recommended by Podsakoff et al. (2003). The results showed that the fit for the
method factor models was significantly worse than that for the confirmatory factor
analysis model. These models showed acceptable fit levels considering the sample
size and the inclusion of single-item indicators. Thus, common method bias does not
appear to be a significant problem in our study. Additionally, the literature suggests
that common method bias cannot affect the significance of interaction effects (Evans
1985); therefore, we believe that common method bias is not a concern.

3.2 Measures
3.2.1 Family ownership

Family ownership was measured as a continuous variable. The respondents were
asked to indicate how many shares are held by a family. Although we used a
continuous variable in our regression analysis, a breakdown of ownership in four
categories provides a better overview of our sample. In 47 firms family, ownership
was 5 % or less; in 10 firms, it was 650 %:; in 15 firms, it was 51-99 %:; and in 78
firms, it was 100 %.

3.2.2 Formalized crisis procedures
To measure formalized crisis procedures, we drew from a scale of strategic

preparation for crisis management developed by Reilly (1989). In particular, we
used three items from this scale. We also added four more items that were
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developed during expert interviews and discussions with three independent scholars
and five practitioners. All items were measured on a five-point Likert-type scale.
The formalized crisis procedures construct was created based on the average of the
seven items. Factor analysis confirmed the uni-dimensional nature of the construct.
The construct obtained an acceptable level of reliability, with a Cronbach’s alpha of
.882. All items appear in the Appendix.

3.2.3 Supervisory boards

We measured the existence of a supervisory board as a dichotomous variable by
asking the respondents to answer the following yes/no question “Does your
company have a supervisory board?”. In total, our sample included 89 firms with a
supervisory board and 61 firms without a supervisory board.

3.2.4 Control variables

We utilized a number of variables that may influence formalized crisis procedures.
At the firm level, we controlled for firm size (employees and sales), as larger firms
are to a certain extent forced to implement professional and formalized management
structures and also possess more resources to implement these procedures (Stewart
and Hitt 2012; Zahra et al. 2004). The mean firm size (employees) was 137.22
employees, and the mean firm size (sales) was 18.593.300 euros. Because prior
research also emphasizes that industry type can affect crisis frequencies, we
controlled for industry effects using two dummy variables. Industry 1 includes firms
from the trade, transport, and health sectors, Industry 2 firms are from the
automotive, mechanical engineering, and electronic engineering sectors. The
representation of firms by industry is as follows: Industry 1 (25.33 %) and Industry
2 (28.00 %). The remaining firms operate in other industries (46.67 %). To control
for concerns regarding the liability of newness concerns, we controlled for firm age
(Stinchcombe 1965). The mean firm age was 49.63 years. Because firms that grow
rapidly require more formalized and professionalized management structures, we
also controlled for firm growth. We measured firm growth with four items including
sales growth, growth in market shares, employee growth, and profitability
development compared with competitors in the last 3 years. The construct obtained
an acceptable level of reliability, with a Cronbach’s alpha of .767. All items appear
in the Appendix. Finally, we controlled for previous crisis experience, which may
constitute a good reason to implement formalized crisis procedures to ensure
preparation for future crises.

4 Results

The means, standard deviations, and zero-order correlations appear in Table 1. The
correlation between family ownership and supervisory board shows a large effect
and is significant (r = .652, p < .01). This result indicates that as family ownership
increases, the tendency to have a supervisory board also increases. Table 1 also
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Table 2 Multiple regression analysis: dependent variable: formalized crisis procedures

Variables Model 1  Model 2 Model 3 Model 4 Model 5

Step 1: controls

Firm size (employees) —.067 —.081 —.063 —.069 —.045
Firm size (sales) .055 .058 .054 .048 .029
Industry 1 —.034 —.011 —.036 —.001 .028
Industry 2 131 133 126 .102 131
Firm age —.042 .003 —.060 —.053 —.051
Firm growth 218%* 247 212% 243k 2597
Firm crisis experience .041 .083 .033 .084 .070
Step 2: main effects
Family ownership —.188%* —.394%%%  _ D88*
Supervisory board .054 318%%* 316%*
Step 3: interaction effect
Family ownership * supervisory board 221%
R’ 076 107 079 154 190
Adjusted R* .031 056 .026 .100 132
AR? (change compared to) .076 .031* .002 .048%* .036*
(Model 1)  (Model 1)  (Model 2)  (Model 4)
F 1.672 2.105%* 1.503 2.841%* 3.267%%*

Regression coefficients are reported as standardized f§ values
N = 150; * p < 0.05; ** p < 0.01; *** p < 0.001

shows that family ownership and supervisory boards show positive significant
correlations with firm age (family ownership: r = .221, p < .0l; supervisory
boards: r = .343, p < .01). A very careful assumption may be that the age of a firm
plays an important role in the relationship between family ownership and
supervisory boards (third variable problem or tertium quid; see Field (2013)). With
increasing age, firms may become more professionally managed, and the existence
of supervisory boards may become increasingly likely.

We tested our proposed hypotheses via OLS (ordinary least squares) regression
analysis (Cohen et al. 2002). All independent variables were mean-centered prior to
conducting the analyses. The results appear in Table 2. In total, we tested four
models. In Model 1, we entered the control variables. In Model 2, we entered the
main effect, family ownership, to test Hypothesis 1. To test for Hypothesis 2, we
entered the supervisory board in Model 3. To test for Hypothesis 3, we entered the
interaction effect of family ownership and supervisory board to measure its effect on
formalized crisis procedures in Model 5.

Model 1, which controls for firm size, industry effects, firm age, firm growth, and
firm crisis experience, indicates one significant relationship. Firm growth is
positively significant related to formalized crisis procedures (f = .218, p < .01).
Thus, firms that have been growing stronger the last 3 years are more formalized in
terms of crisis procedures.
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To test Hypothesis 1, we entered all control variables and family ownership in
Model 2. The results show that family ownership is negatively related to formalized
crisis procedures, and the findings therefore support Hypothesis 1 (B = —.188,
p < .05, AR* = .031, p < .05).

The supervisory board variable entered in Model 3 is not significant (B = .054,
n.s., AR? = .002, n.s.). Hence, Hypothesis 2 is not supported.

To test Hypothesis 3, we added the interaction effect in Model 5. Hypothesis 3
predicts that family ownership has a weaker negative effect on formalized crisis
procedures when a supervisory board is installed (B = .221, p <.05). The
significant change in R? (AR? = .036, p < .05) supports Hypothesis 3.

To facilitate the interpretation of the moderation effect, we plotted the significant
interaction in Fig. 2 (Aiken and West 1991; Cohen et al. 2002); as expected, high levels
of family ownership lead to more formalized crisis procedures when a supervisory
board is installed. Hence, Hypothesis 3 is supported. Figure 2 also shows that firms that
have high levels of family ownership but do not have supervisory boards are less
prepared for crises than firms with less family ownership without a supervisory board.

To test the robustness of our results, we conducted two post hoc tests. First, as the
family ownership of more than 50 % of all firms in our sample was 100 %, we
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tested for differences between these firms and firms with lower or no family
ownership. We conducted an additional regression in which we replaced our
continuous family ownership variable with a dummy variable (1 = 100 % family
ownership, 0 = 0-99 % family ownership). Although the significance levels
changed partially, our hypothesized effects remained significant and robust. Second,
using a one-way ANOVA, we also tested for differences in the dependent variable
between these two groups. The results revealed no significant differences.
The implications of our results are discussed in the next section.

5 Discussion

Causes for organizational decline can be both external and internal. A recent study
by Trahms et al. (2013) identifies factors such as technology change and industry
decline as external causes and identifies firm structure, management, and resources
as internal causes. To successfully overcome the problem of organizational decline,
Trahms et al. (2013) suggest strategic leadership as one important factor, which
includes having a supervisory board with independent members. In another recent
study, Wilson et al. (2013) find that family firms are significantly less likely to fail
than non-family firms are. The authors identify board characteristics as critical
factors for firm survival. Consistent with these studies, our study emphasizes the
important function of supervisory boards in preparing for a crisis in family firms.

Our results support the literature describing family firms as less formalized. For
example, De Massis et al. (2015) show that the innovation process in family firms is
less formalized than that in non-family firms, which may lead to lower innovativeness.
Family firms are also less formalized in terms of human resource practices (de Kok and
den Hartog 2006; Reid and Adams 2001). Supporting Hypothesis 1, our results show
that firms with high levels of family ownership are less professionalized and
formalized in terms of crisis procedures. These lower professionalization levels may
result from a lack of management resources within families and an aversion to
employing external managers to retain control within the family and to preserve SEW.
These behaviors of family firms may protect their SEW in terms of family influence
and control in the short term; however, such behaviors pose a long-term threat to the
SEW dimension of the renewal of family bonds to a firm through dynastic succession
because these behaviors reduce crisis readiness. Thus, our study provides a
differentiated view of SEW dimensions regarding their temporal effects on family
firms. Although the outcomes of crisis preparations, such as formalized crisis
procedures, may not be applicable once a specific crisis situation occurs, the process of
preparation itself has been identified as an important outcome (Kiesler and Sproull
1982) because it increases the awareness of decline, the attribution of decline, and the
perceived severity decline, which have been identified as positively affecting crisis
situations (Trahms et al. 2013). For family firms, formalized crisis procedures are
particularly important because these firms aim to preserve SEW (Berrone et al. 2012;
Gomez-Mejia et al. 2007, 2011).

To overcome a lack of professional management, it was hypothesized that
supervisory boards are beneficial for small and medium-sized firms. However, our
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results do not support Hypothesis 2. Although our results show that supervisory
boards generally increase the level of formalized crisis procedures in small and
medium-sized firms, the findings are statistically not significant. This relationship
thus requires more fine-grained analysis. As the moderation analysis shows,
supervisory boards have a more positive effect on formalized crisis procedures in
family firms compared with non-family firms. One explanation for this result may
be that the shareholders of non-family firms have forced management, as a result of
greater principal agent problems, to implement more professional and formalized
structures to reduce information asymmetries, which may improve their position as
agents. Following this assumption, the implementation/existence of a supervisory
board may not necessarily increase the formalization of crisis procedures.

This situation differs for family firms. In firms with high family ownership levels,
supervisory boards help to increase the level of formalized crisis procedures, thus
supporting Hypothesis 3. It appears that supervisory boards can balance the lack of
professional management in family firms in the context of crisis through the
experience and knowledge of supervisory board members. Without transferring
ownership or management positions to those external to the family, family firms can
benefit from the external knowledge of supervisory board members. Thus,
supervisory boards constitute a proper governance instrument that considers the
importance of SEW preservation in family firms. The implementation of a
supervisory board in small and medium-sized family firms may also help to explain
why family firms are more likely to survive than non-family firms are (Wilson et al.
2013). By supporting the existing literature focusing on the professionalization of
family firms, our results contribute to the assumption that supervisory boards are
beneficial for increasing the professionalization of family firms (Audretsch et al.
2013; Brenes et al. 2011).

From a theoretical perspective, our study contributes to SEW theory. Our results
indicate that in certain situations, an order of preferences among the FIBER dimensions
exists. Thus, not all FIBER dimensions are considered similarly in the hierarchy of
family objectives; rather, single dimensions will have a stronger effect on the behavior
of the family depending on contextual and temporal influences. This finding implies
that SEW orientation must be considered in future research in the context of the
governance structures. Furthermore, the FIBER dimensions that families perceive as
being at risk will have a stronger effect than the other dimensions.

6 Limitations and implications for future research

We hope to encourage future research by discussing several limitations of this
study. First, including only small and medium-sized German firms in the sample
raises the question of generalizability. Supervisory boards in Germany are
independent controlling bodies with a two-tier board structure, whereas countries
such as the United States, Switzerland, or the UK have different governance
structures, including a single-tier board structure in which management and control
are not always independent. As a result, other researchers may seek to replicate the
findings in countries with different governance structures or in different cultural
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environments (Hofstede 2001) to identify potential country-specific influences
(Miller et al. 2009).

Second, we used self-reported data from CEOs as key informants. Obtaining
comprehensive objective data from small and medium-sized firms, which are often
not publicly traded and reluctant to report firm data to protect privacy, can be
difficult and justifies the use of subjective self-reported measures. Indeed, such
measures are common when analyzing small and medium-sized firms (e.g., Kraiczy
et al. 2014b; Wallace et al. 2010), as self-assessments show high correlation with
objective data (e.g., Dess et al. 1990; Ling and Kellermanns 2010).

Third, we measured family influence by only assessing family ownership levels.
Although we believe this family firm variable is an appropriate and frequently used
indicator of family influence (e.g., Miller et al. 2010), other family firm measures
may reveal additional insights in this context, such as the ratio of family members in
the TMT (Kraiczy et al. 2014a) or FIBER components (Berrone et al. 2012).
Berrone et al. (2012) proposed operationalizing this concept using five dimensions
known as FIBER: (F) family control and influence, (I) family members’
identification with the firm, (B) binding social ties, (E) emotional attachment, and
(R) the renewal of family bonds to a firm through dynastic succession. Following
these content elements, family firms may show different levels of SEW depending
on the level of family ownership. Future research may test this concept directly to
measure the degree of SEW in a firm and its effect on crisis readiness. Accordingly,
we encourage future research to use various additional variables to measure family
influence and SEW to consider the heterogeneity of family firms.

Fourth, the existence and use of formalized crisis procedures in particular and the
professionalization of family firms in general may also be affected by the
composition of supervisory boards. For example, supervisory boards with family
members may have a different effect on decision-making compared with
supervisory boards with independent members because family members are often
also owners and are thus affected by SEW. Furthermore, the education, industry and
work experiences of independent board members differ from those of family
members, which may affect problem evaluations and solutions. We encourage
future research to analyze the composition of supervisory boards in the context of
crisis management and professionalization to further extend the understanding of
the role of independent board members in family firms (Wilson et al. 2013).

Fifth, because we used the existence of a supervisory board as a moderating
variable and because the moderating variable is significant, we may expect that the
marginal effect of supervisory boards on formalized crisis procedures is valid for all
values of family ownership. However, this marginal analysis has not been
conducted and should thus be performed in future research (Brambor et al. 2006).

Sixth, family human capital and financial capital may affect the professional-
ization level of family firms and, thus, the use of formalized crisis procedures. In
this study, we were unable to control for these effects. Hence, we suggest that future
research include human capital and financial capital variables as control variables.

Finally, we were unable to control for the functions of the supervisory boards. It
may not be sufficient to consider whether a firm has a supervisory; it may be
necessary to examine how its board works. Hence, future research is encouraged to
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consider different functions of supervisory boards (e.g., control vs. advice functions)
to gain a better understanding of the influence of supervisory boards on the degree
of using formalized crisis procedures.

7 Managerial implications

Our study shows that family owners have a negative influence on the likelihood of
implementing formalized crisis procedures. This result is critical because research
suggests that preparing for a crisis is important for organizations (Mitroff et al.
1989; Reilly 1989) and enhances the long-term survival of firms. Hence,
organizations should prepare for potential crisis scenarios.

Additionally, this finding applies even more to family firms that focus on the
renewal of family bonds to a firm through dynastic succession. Although crisis
readiness may reduce family influence and control in the short term, it increases the
long-term survival and, in turn, the possibility of an internal family succession.
Firms experiencing a crisis may not necessarily replace their TMT to accomplish a
successful turnaround (Winn 1997). Indeed, Winn (1997) shows that TMT
replacement in a crisis situation enhances the likelihood of organizational failure.
To avoid being punished by stakeholders during a crisis, it is important to be
trustworthy and professional prior to a crisis. Crisis readiness may be an important
factor in signaling that the management is prepared for a crisis or has at least been
engaged in future scenario planning. Preparing for crises in a family firm is an
authentic signal to stakeholders because it may indicate a decrease in family
influence and control; such preparation also increases transparency and, in turn, the
possibility of family internal succession in the long term.

Additionally, our results show that supervisory boards are an important
instrument in the professionalization of family firms in terms of formalized crisis
procedures, which may contribute to the long-term preservation of the family
values.

With regard to the members of the supervisory board in family firms, our study
suggests that board members familiarize themselves with the topic of crisis
readiness because it has not yet been professionally implemented in many family
firms. Furthermore, supervisory board members should understand the different
motives of family firms. This understanding is not only important from a theoretical
perspective but may also have practical implications for the management; indeed, as
observed in this study, it may have practical implications for crisis readiness. It is
important to understand that family firms that are more focused on maintaining
family influence and control are likely to be less prepared for a crisis. With respect
to the FIBER dimensions, supervisory board members must be aware of their
responsibility to secure all of the dimensions. Therefore, board members need to
focus on the temporal implication of each dimension and the long-term orientation
because family managers may behave rather myopically with a focus on family
influence and control (Chrisman and Patel 2012). When implementing formalized
crisis procedures, supervisory boards need to clarify to family managers that they
secure the renewal of family bonds to a firm through dynastic succession and that
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family influence and control are only slightly affected. Particularly in a crisis
situation, formalized crisis procedures protect family influence and control.

For stakeholders of family firms, particularly external investors, our study
suggests to control for the implementation of crisis readiness systems because such
systems are not self-evident. In addition, implementing a supervisory board may
increase the likelihood that a family firm will act more professional. Hence, ratings
for these firms may be higher. However, the implementation of a supervisory board
is always valuable for a firm.

8 Conclusion

This study investigates the role of supervisory boards in small and medium-sized
German firms in the context of crisis readiness. In firms with supervisory boards,
family ownership levels do not affect formalized crisis procedures; conversely, in
firms without supervisory boards, the level of formalized crisis procedures is lower
in firms with high family ownership levels. Our results support research suggesting
that family firms are less professional and formalized. In addition, our study
indicates that supervisory boards are an instrument to overcome lower professional
levels in terms of formalized crisis procedures in family firms.

Appendix

See Table 3.

Table 3 Scale items and reliabilities

Construct Cronbach’s
ol
Formalized crisis procedures .882

Please indicate your level of agreement or disagreement with the following statements:
External and internal risks and threats, which may jeopardize the achievement of company
goals, are set out in writing

In my company measures have been introduced to prevent successor problems due to the
unexpected loss of important specialists and top executives (e.g. by continuously
identifying suitable potential deputies and successors)

In my company critical thresholds have been determined, and when these are exceeded,
appropriate contingency plans are put into action

In my company a scenario-based plan exists whereby positive as well as negative scenarios
are considered

My company has provided instructions about how to respond if a news reporter were to ask
an employee about something happening at the organization

The crisis management plans, tactics, and tools available at my company are adequate to
deal with most crises my organization might encounter

If my company were involved in a crisis, there are adequate instructions available to
provide crisis management guidance for most employees
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Table 3 continued

Construct Cronbach’s
o
Firm growth 767

How would you rate your performance compared to your competitors in the last three
years in terms of...

...sales growth
...growth in market shares
...employee growth

...profitability development
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