
                                                                                                                                                         
ISSN: 2455-6203 

International Journal of Science Management & Engineering Research (IJSMER) 
Volume 01: Issue 04: | August 2016                     www.ejournal.rems.co.in  

         
 

IJSMER201624   135 | P a g e  
 

Analytical Study of SMEs  
Ribwar A Rahman , MS Scholar KU, Kurdistan 

ribwarkoya@yahoo.co.in 
 

Abstract 

This study seeks to examine the relationship 
between innovation and knowledge in family 
versus non-family businesses with regard to 
performance. Data from 410 small and medium-
sized enterprises were analyzed through 
hierarchical regression analysis, and innovation 
was found to be a significant factor in both family 
and non-family samples. However, knowledge in 
family firms was also found to be significant with 
innovation. Implications for theory and practice 
are discussed that may provide possible 
competitive advantage for small family firms. 
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Background 

Increasingly, innovation in new products/services 
and the implementation of key processes are 
becoming vital sources for firm competitive 
advantage. For example, research suggests that 
firms that engage in developing innovative 
products and services are positioned to compete 
more successfully through the development of 
new products and processes, before competitors in 
first-mover advantage, increasing market share, 
return on investment (ROI), and overall firm 
success. 

Similarly, family firms have dominated small and 
medium-sized enterprise (SME) creation in many 
countries.Understanding how family SMEs 
achieve high performance in order to impact 
society has significant implications for family 
owners and managers, the SME employees, and 
the economies in which the family SME operates. 
High levels of performance can facilitate firm 
growth and subsequent profit performance, which 
in turn can yield employment gains and contribute 

to the general economic health of a state, region, 
or nation. 

Literature on SMEs and family business 
operations overlap in several ways. For example, 
family-owned businesses often lack infrastructure 
capabilities such as technology or appropriate 
management techniques that can lead to inferior 
performance, and many of the resource constraints 
faced by SMEs are found in family firms 
(Astrachan et al. 2003; Eddleston et al. 2008; 
Klein 2000). The purpose of this research is to 
examine innovation and knowledge and how these 
variables may influence the performance of SMEs 
in family firms. It is hoped that this research 
provides a framework for analyzing the 
competitive advantage currently found in the 
family business literature. 

Family business 

The field of family business research has been 
gaining impetus in recent years. However, there 
appears to be less family research on SMEs, which 
is surprising as many have indicated that a large 
number of new firms are founded by two or more 
individuals who are related. There appears to be a 
lack of uniformity when discussing the field of 
family business as a paradigm in research and 
practice. While scholars from many disciplines 
have conducted research on family firms that adds 
to the breadth of diversity in the field, it has 
lacked a cohesive structure. Recent research on 
family firms has led us to understand that certain 
characteristics of family firms, such as the 
differences in family involvement and the long-
term orientation of family members, may affect 
many different aspects of the firm. 

Numerous attempts have been made to express a 
definition for family firms. Most often these 
attempts have been to delineate family from non-
family firms. This line of thought suggests that 
family firms create a unique vision and control 

http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#CR10
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mechanisms that benefit the firm through the 
creation of distinctive resources and capabilities. 

Family businesses may have several distinctive 
qualities that differentiate them from non-family 
firms. Firstly, family firms have been known to 
maintain a defensive posture that suggests a lack 
of growth or proactive orientation which has been 
suggested to lead to higher performance. 
Secondly, these conservative positions suggest 
that they have a tendency towards a long-term 
orientation that avoids risk-taking. This tendency 
leads to a third quality for a focus on survival, 
which suggests quick response and tight 
management control within the family structure. 
These differences have led to distinctive decision-
making qualities to differentiate the family firm. 

Family business definitions include family 
ownership, management by a family member, 
operational involvement of a family member, and 
involvement across generations. Research has 
evolved from this overemphasis on the firm and 
family system while still maintaining that there 
indeed exists a difference between the two.This 
research attempts to examine relationships in 
family and non-family firms by investigating two 
important intangible resources: innovation and 
knowledge, that may lead to competitive 
advantage in family firms. 

Innovation 

Research on innovation in firms is important as 
there may be a unique set of processes and 
resources involved that may help explain 
innovation as a critical factor in predicting SME 
performance. Innovation has been discussed as the 
development of a new product, the process of 
developing a new product, or the adoption of a 
new product, which also can be investigated at 
various levels, such as the project level, industry 
sector, or region. It has been described as ‘the 
successful implementation of creative ideas, 
which can lead to solutions to problems that can 
have a potential impact on revenues of a firm, 
industry sector effectiveness, and the prosperity of 
nations. The U.S. Small Business Administration 
(SBA) defines innovation as ‘a process that begins 

with an invention, proceeds with the development 
of the invention, and results in the introduction of 
a new product, process or service to the 
marketplace. 

Innovation is important for small firms as large 
companies recognize the ability of smaller firms to 
capture innovation, will often tap the creativity of 
small growth-oriented firms to remain 
competitive, and have acknowledged that 
fostering innovation is very effective via linking to 
smaller entrepreneurial firms. Family firm 
innovation in larger firms has been investigated 
from the viewpoint of single versus multiple 
ownership, finding single owners to be more 
innovative and showing greater entrepreneurial 
orientation and spending more on innovative 
factors, such as R&D and increased productivity. 

Innovation in firms has been studied in several 
forms in the entrepreneurship literature. For 
example, a firm's ‘entrepreneurial orientation’ 
suggests that a combination of three basic 
dimensions: innovativeness, proactiveness, and 
risk-taking, creates the factors closely tied to an 
entrepreneurial firm. Innovativeness reflects a 
tendency to support new ideas, novelty, 
experimentation, and creative processes, thereby 
departing from established practices and 
technologies.  

For family firms, it has been suggested that they 
are not as innovative and more prone to be risk-
averse than non-family firms, due to capital 
constraints and the closeness of the family. 
Research suggests that limited resources and 
capabilities in smaller family firms inhibit their 
ability to innovate, although other means of 
innovation are achieved through off-the-cuff 
concepts and technologies and other resources 
offered through networks.  

However, recent research has disputed these 
findings and acknowledged that family firms act 
boldly and exhibit innovative and entrepreneurial 
tendencies. Compared to larger firms, there is 
general acceptance that smaller firms tend to be 
more flexible and non-bureaucratic and can adopt 
innovations more quickly. Thus, new inputs are 
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very important for innovation in small firms, and 
small and young firms can differentiate 
themselves by introducing product, process, or 
market innovations. 

A critical factor of family firms is the long-term 
relationship family members have with the firm. 
Due to this ownership structure, it has been argued 
that family firms have a longer planning cycle that 
non-family firms, and thus, innovative capacity is 
increased as innovation usually needs time to 
develop. Involvement in management by family 
members can increase innovative behavior as 
family members are more apt to understand 
challenges and opportunities that face the firm. 

For this study, innovation is defined as the ability 
to create new value propositions through offering 
new products and services; adopting new 
operating practices: technological, organizational, 
or market-oriented; or creating new skills and 
competencies. Thus, firm innovative ability is 
both focused on content and processes. Given our 
interpretation of firm innovation, the framework 
for our hypothesis development is based on new 
products/services, opportunity recognition, 
process/practice development, and creativity in 
accomplishing goals. 

Family firms and performance 

Evidence of family business performance as 
opposed to non-family has generally concluded 
that family firms possess innovative capabilities 
and thus competitive advantage. There appears to 
exist several caveats to this statement, such as the 
measurement of performance, advantages gained, 
and long-term outlook. These differences might be 
partly explained that family involvement affects 
activities and processes differently, and in turn 
impact firm performance. Performance is critical 
for family firms as their growth and survival are 
essential to be passed on to future generations. 
Thus, innovative capabilities in family firms are 
critical for long-term sustainability and 
competitiveness. 

While the measurement of family performance has 
been reasonably established, what constitutes a 

‘family business’ is not as easily found. an 
analysis of the relationship between family and 
performance and suggested at that time that the 
results in the literature were inconclusive. Also  
family firms can have both a positive and negative 
influence on firm performance. In a meta-analysis 
we found that family firms may indeed have a 
disadvantage when compared to family firms. As 
there still seems to remain some levels of 
disagreement about the performance of family 
versus non-family firms, this study seeks to 
understand how intangible variables, which can be 
unique to family firms, might affect their 
performance. This model is depicted in Figure 1. 

 

Figure 1 The relationship between a family firm's 
innovation, knowledge, and firm performance. 

Descriptive industry statistics 

A total of 410 useable questionnaires were 
available for analysis; 293 respondents (68%) 
were family firms and 137 (32%) were non-family 
firms. The most commonly reported industry 
groupings were similar across the two countries: 
the retail sector for family (112 businesses or 
38.2%) and for non-family (46 businesses or 
33.6%). The retail sector was the largest segment 
overall for both family and non-family. These 
results are shown in Table 1. 

Table 1 

Firm characteristics - industry type 

Type of 
business 

Prima
ry 

Businesses participating in the 
study 

http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#Fig1
http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#Tab1
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NAIC 
code 

Family Non-family 

Numb
er % Numb

er % 

Agriculture 1 12 4.1 1 0.7 

Construction 2 20 6.8 15 10.9 

Manufacturi
ng 3 28 9.6 12 8.8 

Wholesale 4 14 4.8 3 2.2 

Retail 5 112 38.2 46 33.6 

Transportati
on 6 1 0.3 1 0.7 

Information 7 14 4.8 7 5.1 

Finance and 
insurance 8 14 4.8 11 8.0 

Real estate 9 7 2.4 6 4.4 

Professional 
and technical 10 31 10.6 16 11.7 

Health and 
social 11 3 1.0 5 3.6 

Arts and 
entertainmen
t 

12 7 2.4 5 3.6 

Accommoda
tion and food 13 26 8.9 5 3.6 

Other 14 4 1.4 4 2.9 

Type of 
business 

Prima
ry 
NAIC 
code 

Businesses participating in the 
study 

Family Non-family 

Numb
er % Numb

er % 

services 

Total   293 100.
00 137 100.

00 

Firm size 

The definition for an SME was discussed based on 
definitions regarding employment; for Australia, 
this is less than 100 employees. As the USA 
defines an SME as a firm that has less than 500 
employees, this definition was used as a guiding 
principle and all respondents could be included in 
the sample. The results are shown to indicate the 
total number of employees in 2007, the last full 
year prior to the survey being administered. 
Family firms included 15.6% of respondents with 
0 employees, and most firms in the family sample 
had between 1 and 10 employees (68.3%) as 
compared to the 10 to 20 category (11.6%). Only 
2% of firms had over 50 employees. For non-
family, 40.8% of firms had employees in the 1 to 
10 category and 34.3% in the 10 to 20 group. 
These results are shown in Table 2. 

Table 2 

Firm characteristics - size (number of 
employees) 

Characteristic Range 

Family 
businesses 

Non-family 
businesses 

% % 

(n= 293) (n= 137) 

Number of 0 46 4 

http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#Tab2
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Characteristic Range 

Family 
businesses 

Non-family 
businesses 

% % 

(n= 293) (n= 137) 

employees From 1 
to 10 200 56 

From 
10 to 20 34 47 

From 
21 to 50 7 20 

More 
than 50 6 10 

Firm age 

The findings regarding firm age between the two 
samples largely mirrored each other. Family firms 
aged between 1 and 3 years totaled 19.8% and 
17.5% for non-family. Similarly, those firms aged 
over 15 years in family totaled 20.1% and 17.5% 
for non-family, respectively. Overall the two 
samples were very similar. The results are shown 
in Table 3. 

Table 3 

Firm characteristics - age (in years) 

Characteristic Range 

Family 
businesses 

Non-family 
businesses 

% % 

(n= 293) (n= 137) 

Number of years 
in business 

From 1 
to 3 58 24 

From 4 
to 6 74 51 

From 7 
to 9 46 14 

Characteristic Range 

Family 
businesses 

Non-family 
businesses 

% % 

(n= 293) (n= 137) 

From 
10 to 14 56 24 

From 
15 to 19 33 10 

20 and 
above 26 14 

 

Multiple linear regression analysis 

The model was analyzed with hierarchical linear 
regression with innovation (INN) and knowledge 
(KNOW) as the independent variables and 
performance (PERF) as the dependent variable. 
Other variables in the model included control 
variables: age (AGE) in years and size (SIZE) as 
number of employees. The results are shown in 
Tables 4 and 5. 

Table 4 

Hierarchical regression - family firms 
(dependent variable: performance) 

Varia
bles 

Model 1 Model 2 Model 3 Model 4 

β t β t β t β t 

Contro
l 
variabl
es 

                

Age  −0.
15 

−2.
60 

−0.
17 

−2.
87 

−0.
16 

3.2
5**
* 

−0.
12 

−2.
55*
* 

Size      0.0
8 

1.4
1 

0.0
8 

1.6
0 

0.0
8 

1.6
4 

http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#Tab3
http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#Tab4
http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#Tab5
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Varia
bles 

Model 1 Model 2 Model 3 Model 4 

β t β t β t β t 

Indepe
ndent 
variabl
es 

                

Knowl
edge          0.5

3 

10.
88*
** 

0.2
4 

4.0
2**
* 

Innova
tion              0.4

4 

7.2
8**
* 

Adjust
ed R2 0.02 0.02 0.31 0.41 

F valu
e 6.80 4.40 43.56*** 51.89**** 

Delta 
R2   0.0 0.29 0.11 

**p < .05, ***p < .01. 

Table 5 

Hierarchical regression - non-family firms 
(dependent variable: performance) 

Variab
les 

Model 1 Model 2 Model 3 Model 4 

β t β t β t β t 

Control 
variable
s 

                

Age  0.1
3 

1.
55 0.14 1.5

9 
0.0
5 

0.6
3 

0.0
5 

0.5
8 

Size      −0.0
3 

−0.
38 

0.0
2 

0.1
8 

0.0
0 

0.0
5 

Indepen
dent 
variable
s 

                

Variab
les 

Model 1 Model 2 Model 3 Model 4 

β t β t β t β t 

Knowle
dge          0.4

1 

5.1
4**
* 

0.1
1 

0.8
8 

Innovat
ion              0.4

0 

3.3
5**
* 

Adjuste
d R2 0.01 0.00 0.16 0.22 

F value 2.41 1.27 9.80*** 10.72*** 

Delta R
2   0.00 0.16 0.06 

***p < .01. 

Hierarchical regression results - family firms 

Model 1 in the family sample was regressed on 
one control variable, AGE, against PERF. Model 
2 includes the two control variables (AGE and 
SIZE), and no significance is shown. Model 3 
examines AGE, SIZE, and KNOW as the first 
independent variables with strong results for the 
knowledge variable. Model 3 indicates the 
adjusted R2 is 0.31, with the model explaining 
31% of the variance. Analysis of variance 
(ANOVA) F is very significant (43.56) at the 1% 
level. Thus, the independent variable knowledge is 
making a major contribution in the explanation of 
performance. Knowledge resources have a strong 
result (β = 0.53, t = 10.88, p < .01). The t value is 
large at 10.88 and significant at the 1% level. 
Interestingly, the control variable AGE becomes 
significant in Model 3 at the 1% level (β = 
−0.16, t = 3.25, p < .01). 

Model 4 is the final optimal model and analyzes 
the introduction of INN: (β = 0.44, t = 7.28, p < 
.01). The adjusted R2 improves to 0.41, with a 
concomitant jump in the F value (from 43.56 to 
51.89), and is significant at the 1% level. 
Compared to Model 3, the beta coefficients of the 
two variables remain at a similar level, but there 
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are significant t values for both variables, which 
fell slightly for knowledge (from 10.88 to 4.02) 
but remained significant at the 1% level. The final 
model also leaves the same control variable 
(AGE) remaining significant in the model, with a 
negative beta of −0.12, and falling in significance 
to the 5% level (β = −0.12, t = −2.55, p < .05). 
Thus, in the final model, younger firms tend to 
perform better in the sample with both variables. 

Hierarchical regression results - non-family 
firms 

Model 1 in the non-family sample was similarly 
regressed on one control variable, AGE, against 
PERF. Model 2 includes the same two control 
variables (AGE and SIZE), and once again no 
significance exists. Model 3 introduces the first 
independent variable KNOW with AGE and SIZE. 
Again, the analysis shows significance for the 
knowledge variable but with less strength and 
explanation of performance. Knowledge has a 
strong result (β = 0.41, t = 5.14, p < .01). 
The t value is significant at the 1% level at 5.14, 
but Model 3 shows that the adjusted R2 is 0.16, 
thus explaining only 16% of the variance. 
ANOVA F is very significant at the 1% level but 
again less substantial compared to family firms 
(9.80 and 43.56, respectively). Thus, the 
independent variable knowledge is making a 
contribution in the explanation of performance but 
a weaker contribution as compared to family firms 
as described in Table 5. The control variable AGE 
is not significant in Model 3. 

In Model 4, the introduction of the variable INN is 
completed (β = 0.40, t = 3.35, p < .01). The 
adjusted R2 improves to 0.22, with only a slight 
increase in the F value (from 9.80 to 10.72), but is 
still significant at the 1% level. Compared to 
Model 3, there remains a significant t value for 
innovation - but not for the knowledge variable, 
which is no longer significant in the final model. 

Results from hypothesis testing 

Hypothesis 1 states that firm performance is 
positively related to innovation in family firms. 
The hypothesis is supported for the family sample 

and also supported in the non-family sample. The 
family firm's R2 explains 44% of the variance and 
is significant at the 1% level. The non-family 
sample indicates that the R2 explains 22% of the 
variance and is still significant at the 1% level. 
These results suggest that evidence exists on the 
importance of innovation in both family and non-
family firms. However, the results are stronger for 
family firms. Therefore, we conclude that 
hypothesis 1 is partially supported. 

Hypothesis 2 states that firm performance is 
positively related to knowledge and innovation as 
compared to non-family firms. The hypothesis is 
supported. The family sample findings are 
significant at the 1% level for the independent 
variables knowledge (β = 0.24, t = 4.02) and 
innovation (β = 0.44,t = 7.28) with 44% of the 
variance explained. However, the non-family 
sample indicates no significance for the 
knowledge variable (β = 0.11, t = 0.88). These 
results indicate that there is evidence for support 
for innovation and knowledge in family firms. 
Therefore, hypothesis 2 is supported. 

Discussion and conclusion 

The results showed strong support for innovation 
in both family and non-family firms. This study 
supports recent research which found a positive 
relationship between innovativeness and family 
firm performance. More specifically, knowledge 
was identified as a key variable with innovation in 
family organizations. It is concluded that 
innovation and knowledge resources have the 
strongest influence on family firm performance. 

The effect of innovation was the strongest overall 
performance indicator from the study. Based on 
this finding and from previous research, it appears 
safe to say that innovation contributes to improved 
firm performance in both family and non-family 
firms. SMEs should manage their business with 
regard to the development of new and existing 
products and services, proactiveness and 
calculated risk-taking, innovative marketing, and 
others as suggested by the innovation variable. 
Therefore, even though the development of an 
innovative company culture can be complex and a 

http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#Tab5
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time-consuming process, this may result in 
benefits to the firm. Policy-makers may need to 
afford a means of identifying the resources that 
include innovation and knowledge as this may 
affect the performance of small family firms. 

The findings in this study are perhaps most 
interesting with regard to knowledge. Family 
firms showed a result that is consistent with the 
literature, which argues that knowledge resources 
have perhaps the greatest ability of all resources to 
serve as a source of sustainable competitive 
advantage. Knowledge permits a firm to predict 
more accurately the nature and commercial 
potential of changes in the environment and the 
appropriateness of strategic and tactical actions. 
Thus, a firm is more capable of discovering and 
exploiting new opportunities. For this study, 
knowledge was not only significant in the final 
model, but it also enhanced the explanation of the 
variance substantially compared to non-family 
firms. 

The enhancement of knowledge emphasizes the 
gathering of new knowledge, which can often be 
achieved through employees, by encouraging 
them to sustain their application, distribution, and 
creation of knowledge. Firms should be 
continually encouraging family and non-family 
members to update existing knowledge to develop 
new competencies that will be beneficial. 
Acquiring new knowledge is best accomplished if 
internal processes are established for individuals 
to interact and collaborate with each other and 
facilitate the transmission and dissemination of 
knowledge that can enhance firm performance, 
which is often found in family firms. 

There was a surprising lack of support for 
knowledge resources in non-family firms. Non-
family results from Model 3 (β = 0.11, t = 0.88, 
and 22% of the variance explained) are in contrast 
to the previous discussion regarding the 
importance of knowledge resources and 
knowledge management. In the context of the 
current research, this finding may be partially 
explained due to tacit knowledge necessary for 
advantages in family firms. That is, the unique 
effect of the family firm on performance and the 

specific interaction of innovation must be 
considered together with other factors to fully 
understand family firm performance. 

Research has suggested that persistence with a 
certain focus (or strategy) can be detrimental 
(Audia et al. 2000). Tzabbar et al. (2008) 
suggested that the underlying theories suggesting 
that more knowledge is always better may not be 
correct. They argue that boundaries exist for 
knowledge resources and that the effectiveness of 
the knowledge is limited to the degree of 
complementarities with other types of learning as 
often found with family firms. The result for non-
family firms may reflect this reasoning. 

The regression testing in the final model showed 
that firm age had some influence on the 
relationships for family firms with regard to 
knowledge and innovation (β = −0.12, t = 
−2.55, p < .05). This negative result indicates that 
older firms have lower performance, everything 
else constant. This finding could indicate that as 
firms become less innovative as they age, they 
become more bureaucratic over time with 
increases in size and scope, for example, an 
increasing reliance on specific customers, 
suppliers, or markets. 

The theoretical implications of this research 
strongly support the notion that family firms 
possess a predisposition for innovation and the 
successful management of knowledge resources. 
The relationship between family firms' innovation 
and performance should consider knowledge-
based capabilities and the processes involved with 
the acquisition and management of this resource, 
and influence the way a firm is organized to 
exploit knowledge. Thus, a close link between 
innovation and knowledge exists. Innovation has 
emerged over the last several years as a dominant 
perspective in entrepreneurship research, and this 
research has aligned with prior recent research that 
this concept indeed has potential to explain 
performance in smaller family-owned 
organizations. 

Innovative features are often firm-specific, and 
difficult and time-consuming to imitate, making 

http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#CR11
http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#CR120
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them potential sources of competitive advantage. 
Managers in smaller companies should attempt to 
incorporate this innovative orientation into 
strategic planning and decision-making. As family 
firms are often managed by key family member 
executives, often only a few are involved in the 
decision-making process. Therefore, the influence 
of innovation should resonate within the CEO or 
team members in order to affect the firm 
performance. 

Managers are challenged to provide an 
organizational culture that encourages employees 
to actively participate in learning and effective 
knowledge sharing. Importantly, knowledge 
resources are socially complex and are difficult to 
be imitated by competitors. The accumulation of 
knowledge is important early in the life cycle of 
firms as it can establish sustainability through its 
characteristics, and therefore, knowledge may 
have implications for long-term growth. For 
example, research suggests linkages between 
education and economic development and in 
general concludes that the more educated the 
citizens the more entrepreneurial they tend to be 
and thus more rapid economic growth. Further, 
knowledge has been tied to the development in the 
number of SMEs in economies.. 

Through establishing a link between knowledge, 
innovation, and firm performance, this research 
serves to inform managers that firms need to be 
effectively managed for overall knowledge 
management capability. Effective management of 
knowledge resources involves the focus on 
processes that involve a variety of different 
aspects, from the acquisition of new knowledge to 
the application of that knowledge. Government 
and other support institutions should consider 
establishing training programs for improving 
managerial knowledge and competency in 
strategic planning. While this research may not be 
able to address all potential obstacles that 
managers face in their quest to create successful 
high-growth firms, it does imply that certain firms 
may be predisposed to successful knowledge 
integration. Specifically, firms that exhibit 
expertise along the dimensions of process 

elements (acquisition, transformation, and 
conversion of knowledge) will tend to experience 
higher levels of performance. 

Limitations include drawing from a convenience 
sample across multiple industries, which may 
prove problematic for generalizability. However, 
on the basis of testing discussed in the ‘Sample’ 
subsection of the ‘Methods’ section, we are 
confident in the validity and reliability of the 
sample. The cross-sectional nature of the data 
collection limits potential findings, and it is 
unclear if similar results would be found in a 
comparison of large companies. As innovation and 
knowledge resources and capabilities are 
accumulated and managed over time, a 
longitudinal approach would provide more reliable 
data. While this research combined two samples 
from different countries, evidence of how this 
process can enhance the study was presented. The 
current study utilized the variable ‘performance’ 
as a subjective measure, as opposed to other more 
common measures such as profitability or sales. 
Thus, results should be considered within these 
limitations. This study revealed insight between 
variables and that they may be hierarchical, but 
further examination through path analysis would 
help in exploring relationships in more detail. 

Western nations have long benefited from a stable 
infrastructure, steady supply of capital, and 
abundance of skilled labor and technology. Such 
conditions aided in the establishment of economic 
systems supportive of innovative capacity and 
knowledge-based competencies, which are a 
dominant driver of wealth creation and 
employment. Similarly, many Western nations 
such as some European countries, Japan, 
Australia, and New Zealand have factored 
consistently in recent entrepreneurship studies as 
being conducive to entrepreneurship. Thus, the 
question of whether the findings are specific to 
Australia and the USA (or Western countries in 
general) or perhaps more universal is debateable. 

Future research opportunities may exist to 
understand the role of innovation at varying points 
in time during the evolution of family firms. Do 
the dimensions of the innovation scale become 
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less important for example? Additionally, 
consideration of variables that can affect the 
innovation-performance relationship could be an 
important area for research in the family firm 
field. Future research could benefit from a closer 
examination of the findings with regard to 
knowledge and innovation in family firms, for 
example, as a moderator/mediator relationship. 
Managing knowledge resources within an 
organization requires several elements. These 
have been described as acquisition-oriented 
processes, conversion-oriented processes, and 
application-oriented processes. The notion of how 
knowledge is acquired and how it is assembled 
and restructured can provide a competitive 
advantage for a company and may provide an 
interesting future study. Finally, objective 
performance measures may yield different results 
with performance data that could be independently 
verified. 

Though recent research on family firms has begun 
to yield findings about performance in family 
firms, the application of innovation and 
knowledge in the realm of small firms provides a 
refined view of the conditions necessary that can 
lead to superior performance in family SMEs. 
This research argues that innovation and 
knowledge resources are the most critical for 
family SMEs. The empirical study examines 410 
firms and contributes to our knowledge about 
performance in SMEs in both family and non-
family firms. While the firms have differing 
industry backgrounds, research conducted by 
showed no significant differences across small and 
large firms or service versus manufacturing firms. 
Small businesses do however face enormous 
challenges, and policy-makers will need to address 
issues presented in this research and elsewhere to 
maintain and develop a strong economic presence. 
These include factors such as encouraging a strong 
innovation culture and the development of 
knowledge resources. As core elements in the 
findings of this research, these concepts are 
essential, both individually and collectively, for 
the creation of more successful family businesses. 

Methods 

Currently, the SBA defines a business concern as 
one that is organized for profit; has a place of 
business in the USA; operates primarily within the 
USA; makes a significant contribution to the US 
economy through the payment of taxes or the use 
of American products, materials, or labor; is 
independently owned and operated; and is 
dominant in its field on a national basis. The 
business may be a sole proprietorship, partnership, 
corporation, or any other legal form. Size 
standards categorize small business in the USA 
that are determined through a set of guidelines 
administered by the SBA and vary according to 
industry. Generally, ‘small’ in the USA is 
considered to be fewer than 100 employees, and 
medium-sized is under 500 employees (Headd and 
Saade 2008). 

Personal/mail survey 

The survey with a covering letter was dispersed in 
Australia and the USA via email and in person. 
Two versions of the survey instrument: mail and 
online, were administered. The online survey was 
administered through three emails. The personal 
delivery method is acknowledged to increase 
response rates as completed responses can help (a) 
establish rapport with respondents while 
introducing the survey, (b) provide clarifications if 
needed quickly, and (c) collect the questionnaire 
immediately. Furthermore, personal contact and 
networks can be utilized to find appropriate 
additional participants following the snowball 
sampling method. 

Scale development 

Innovation 

Early research has examined the important role of 
innovation within entrepreneurship. Therefore, in 
order to measure innovation, several dimensions 
were included in a 12-item, seven-point Likert 
scale. First, new product development is an area 
that demonstrates where companies have exhibited 
innovative capability, and we have developed four 
items that include (1) the number of new products 
developed and (2) the emphasis of product 
development and innovation within the firm. In 

http://innovation-entrepreneurship.springeropen.com/articles/10.1186/2192-5372-2-14#CR51
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addition, existing unique products/services in the 
company's portfolio are investigated. In order for 
innovation to occur, entrepreneurs should be 
forward thinking and exhibit opportunity 
recognition and exploitation skills, three items that 
measured the willingness of firms to take on new 
opportunities and also their willingness to adjust 
their business as necessary in order to exploit 
them. The proactive nature of firms to utilize 
opportunities was measured by action and 
decision-making shown in uncertain situations. 

Innovation throughout an organization was also 
examined with regard to general business 
practices, such as whether firms search for new 
practices, are among the first to implement 
innovative processes and practices, and allocate 
resources to new and promising areas. The 
importance of innovative marketing practices has 
been recognized by several scholars. Creativity 
has been acknowledged as a possible key to 
innovative capacity; therefore, overall firm 
creativity and innovation in accomplishing 
company goals was included. 

Most items in the innovation scale were sourced 
from questions in existing scales from the 
entrepreneurship, SME, and strategy literature. 
Pretests regarding the clarity of the survey were 
conducted with firms of varying sizes and 
belonging to different sectors, as well as 
academics. Based on their recommendations, final 
versions of both survey instruments were 
completed. 

Performance 

Frequently used measures of performance criteria 
include profitability, ROI, number of employees, 
and revenues. Each measure has strengths and 
weaknesses. The acknowledged differences 
between industries in the sample require that 
characteristics of the industry in which the venture 
operates be taken into consideration when 
measuring performance. Therefore, subjective 
performance measures were utilized indicating the 
perceptions on performance goals with regard to 
sales and growth compared to competitors and an 
overall evaluation of performance.  

Two control variables were added to the final 
model: firm size and age. Firm size was measured 
using the number of employees and firm age using 
years in business. The scales were subjected to 
reliability and validity testing, and factor analysis 
was used to reduce the number of items in some 
scales. Hierarchical linear regression analysis was 
utilized to analyze the relationships between the 
variables in the final model. 
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