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Abstract. In this paper the authors study the relationship between the use of external ad-
vice and the size of a Spanish family business, focusing especially on the advice on legal
matters and human resources, due to the importance of these particular issues for family
firms. To fulfill this objective, an in-depth review of the literature has been performed, as
well as an empirical study. The results show that a family nature of business has a positive
impact in the use of human resources management external advice. Nevertheless, for legal
advice no relationship can be found. Finally, in line with the literature and the results of
the analysis, no positive relationship has been found between family business size and the
use of external advice, in comparison to the results for companies in general. The scarcity
of published work about the issue and the results obtained, especially those related to the
use of legal advice for family business managers, make this paper useful for researchers
and businesses managers.

Keywords: family business, human resources advising, legal advising, size, external ad-
vice, family business management, family nature.

JEL Classification: M21, M29, C13.

Introduction

Family firms are the predominant form of business in many countries, and they contrib-
ute extensively to worldwide economic production, job and wealth creation (Astrachan
et al. 2003). Nevertheless, family owned companies present a very high rate of failure
due to the problems that arise when the family is owner and, at the same time, manager
of the business. In fact, there is an extensive amount of analysis in the literature focusing
on problems caused by generational changeovers, such as a lack of professionalism and
very poorly defined organizational structures (e.g., Gallo, Garcia-Pont 1996; Graves,
Thomas 2004). In this sense, to know and understand the major issues regarding family
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firms is of great interest, not only to owners and managers, but also to those who work
advising these companies (Sonfield, Lussier 2008).

Family firms present, in broad terms, a smaller size and more limitations than non-family
firms (Daily, Dollinger 1992). In most cases, they cannot afford to recruit professional
managers. A very interesting alternative arises with the possibility of hiring the services
of external advisors, in order to help managers when facing important decisions. In fact,
over the last thirty years, external advice services have increased substantially in most
developed economies and more recently in developing countries.

The use of external advisors in family firms is seldom dealt within the literature, despite
its helpfulness for family firm managers. Based on this, we believe that there is a gap
in this field and a great deal of interesting research remains to be conducted. This is
the aim of this paper, which analyzes the use of external advisors in family firms. It is
important to highlight that the role of external advisors is different when dealing with
family businesses because in this type of company the professional advisor needs to
take into consideration the very powerful emotional and relational issues that will have
an impact on the more traditional expert advice. Usually, family business consulting is
more about families than it is about business, and issues are always much more complex
than they seem (Tucker 2011).

The fact that the family business is usually smaller in size can be a factor directly related
to the use of advice services. The literature includes studies that positively relate size
with the use of external advice (Sonfield, Lussier 2008) with questions arising such as:
what kinds of companies use external advice? Does the family nature of the firm have
an influence in the decision of whether or not to use external advice? In order to answer
these questions the present paper proposes three main objectives: (1) to confirm that
there is a positive relationship between size and the use of external advice, especially in
issues regarding legal matters and human resources, (2) to analyze if family businesses
really use significantly external advice in issues regarding legal matters and human re-
sources in order to solve their limitations and problems in relation to their family nature,
and (3) to find out if the positive relationship between size and use of external advice
remains significant in the case of family businesses.

In general terms, the objective of this paper is to analyze empirically if family nature has
an influence on the use of external advice in the Spanish family owned business. Special
attention is focused on advice on legal matters and human resources (HR) because they
represent two major issues in family businesses. Such issues include: planning succes-
sion, developing a family protocol, inheritance matters, a lack of professionalization of
management teams, comprised of non-qualified family members (nepotism), and other
issues regarding legal matters and human resources management. To reach the objec-
tives stated, bibliographic references on the use of business advice by family owned
businesses have been reviewed. An empirical study is also presented based on the data
obtained in the Business Strategy Questionnaire (carried out by the SEPI Foundation
and the Ministry of Science and Technology) of 2,013 industrial organizations (775
family owned and 1,238 non-family owned) within the Spanish industrial sector. The
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paper concludes with some final reflections based on the results obtained from the
empirical comparison.

1. Literature review and formulation of the hypotheses

1.1. External advice and firm size

It is apparent that the literature traditionally studies the relationship between firm size
(usually measured by the number of employees, the annual turnover, or the annual bal-
ance sheet) and factors such as credit worthiness of a business (Parker 1978; Romano
et al. 2001), level of exportations (Arteaga, Medina 2006; Lucio et al. 2007; Claver
et al. 2008), age of a company (Yasuda 2005; Park et al. 2010) and number of products
on the market (Insik 2003; Hutchinson et al. 2010), among other factors. Poor manage-
ment abilities and lack of expertise or knowledge have been cited as important reasons
for failure (Chaganti, Chaganti 1983; Gaskill et al. 1993; Longenecker 2006; Dyer,
Ross 2008). When managers cannot find the solution within the business, it is a good
opportunity to shift the problem to a professional advisor (Robson, Bennett 2000). In
fact, it is considered a major factor related to firm survival (Said 1977; Reynolds 1987,
Kent 1994). In this manner, the literature has found a positive relationship between
size and external advisors (Bennett, Robson 1999a; Boter, Lundstrom 2001; Leighton,
Schaper 2003; Bennett, Robson 2005; Dyer, Ross 2008).

On the other hand, the main areas where business managers may hire advisors are: tax
services, HR, marketing, financial management, accounting, information technologies,
strategic management, and legal issues. Nevertheless, some authors logically point out
that there are major differences when selecting the type of advice depending on the dif-
ferent types of firms, according to size, sector, age, and business life cycle (Smallbone
et al. 1993; Bennett, Robson 1999a, 2003; Klyver 2008; Webber et al. 2010) and there
is empirical evidence on the effect of each kind of advice on the rate of growth and
results of the company (Robson, Bennett 2000), finding that not all of them have a sig-
nificant positive effect. Along this same line, Kent (1994) found a positive relationship
between the use of advice services and financial performance in small businesses. Oth-
ers, such as Trau (1996) and Johnson et al. (2004), also found positive effects between
advice results and growth, especially in small firms.

Nevertheless, knowledge about the characteristics of the companies that use external
advice is relatively scarce; the literature reviewed confirms that the relationship between
business characteristics and the use of external advice is very complex (Smallbone et al.
1993; Bennett, Robson 1999a, 2003; Johnson et al. 2004, 2007; Xiao, Fu 2009), with
differences existing according to the type of advice. In fact, as was earlier pointed out
there are empirical studies which indicate that not all have a positive relationship with
the size and growth of the company (Robson, Bennett 2000). For this reason, to analyze
if, effectively, there is a positive relationship between firm size and the use of external
advice, especially in issues regarding legal matters and HR, a first basic hypothesis is
formulated:
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H,: The larger the company the greater the use of external advice on legal and human
resources issues.

Although already analyzed in the literature, the paper aims to confirm this relationship
for both specific types of advice in order to increase the robustness of the model pre-
sented and as a basis for the rest of the hypothesis.

1.2. External advice and the family firm

Regarding family business advice and despite the fact that the literature is not very
extensive in this area, attempts have been made to analyze the use of external advice
and its impact on businesses. Dyer (1988) and Aronoff (1998) found that as companies
evolve and grow in size, a more professional management style develop with external
advice accompanying the evolution. Sonfield and Lussier (2008) studied the relation-
ship of firm size to a variety of management activities and characteristics. Based on the
analysis of data gathered from 159 American family businesses, they found significant
differences in size with relation to the use of external advisors; specifically, that larger
family firms were more likely than smaller ones to use outside advisors, consultants and
professional services. However, these same authors could not empirically confirm this
hypothesis in a subsequently presented paper (Lussier et al. 2009).

As stated earlier, different types of advice may exist (financial, legal, fiscal, HR, etc.),
Robson and Benett (2000) found differences between the type of advice, growth and
size, not always finding a positive relationship between these variables. Along this same
line, this paper focuses on the specific analysis of legal and HR advice in the family
firms, because they are the two main worries that affect this type of company. Dealing
with legal conflicts between family and business, and selecting and recruiting human
resources, can both be major reasons for company failure (Gallo, Garcia-Pont 1996;
Graves, Thomas 2004). In this sense, it is expected that family firms will tend to use
external advice, specifically in legal and human resources management (HRM).

1.2.1. Human resources advice in family businesses

According to resource-based theorists (e.g., Barney 1991; Peteraf 1993) HR are con-
sidered as one of the main intangible resources in most companies. Specifically in
family businesses, the human team can achieve a very high degree of commitment and
dedication, greater than in any other company. The special relationship between family,
ownership and control, makes HR practices different in family business than in their
non-family counterparts (Reid, Adams 2001; Gulbrandsen 2005; De Kok et al. 2006).
Thus, the nature of family firms makes it sometimes difficult to integrate non-family
employees into the firm. The members of the family are more flexible and highly mo-
tivated by the family ties and their unity and commitment to the project (Habbershon,
Williams 2000; Gallo et al. 2001; Karlsson 2001; Poza 2004; Gallo et al. 2009; Priede,
Lopez-Cozar 2009; Ward 2011). In this sense, there is a greater human capital than
there is in any other business and outsiders may not engage to the same degree with the
project. Therefore, external advisors have a great responsibility in the process of recruit-
ing and hiring new employees aligned with the ideas and values of the owner family
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in order to ensure success. In fact, Cabrera-Suarez ef al. (2001) found that if external
employees in family businesses feel they are part of the team, they will display a more
enthusiastic attitude than if they were employees of non-family businesses.

An effective HRM for family firms requires policies and procedures in order to control,
select and recruit personnel; training and professional development; as well as incentive
systems and equality in relations with non-family employees. Most relevant articles in
the literature review are Lansberg (1983) and Astrachan and Kolenko (1994). Although
in recent years interesting papers had been published, such as Kotey and Folker (2007)
on training; Danes et al. (2009) on the importance of family capital on family firms,
and Dawson (2012) on the construction of human capital in family businesses, in gen-
eral, research on HRM in family firms is very limited (Benavides ef a/. 2011). In turn,
Gulbrandsen (2005) concludes that family firms need external advice on HR. Surpris-
ingly, the literature shows that family businesses tend not to use professionalized proce-
dures for HRM practices and hesitate to use external advice on this matter (Reid, Adams
2001). In the same line, De Kok et al. (2006) state that family owned business tend to
use less professional HRM practices than non-family firms. For this reason, this paper
intends to empirically demonstrate the relation between the use of external advice in
HRM and the family character through the formulation of Hypothesis 2:

H,: The family nature of the business has a significant effect on the use of external
advice for selection and recruitment.

Focusing now on the relationship between HR advice and firm size, large companies
show, in broad terms, professionalized procedures for HRM, while smaller ones use
more informal and flexible systems (Barron et al. 1987; Saari et al. 1988; Hornsby,
Kuratko 1990; Deshpande, Golhar 1994; Barber et al. 1999). Recruitment methods,
such as the use of employment agencies, are regarded as formal methods, while refer-
rals are regarded as informal ones (Taylor 1994). In this sense, the larger the company
is the greater the use of external advice for recruiting and hiring personnel (Alewell
et al. 2011).

Family firms are reluctant to use external advice in these matters because they tend
to be smaller, less complex organizations and with more limited resources (De Kok
et al. 2006). However, when they start to grow, it is not so clear whether they modify
this behavior, as non-family businesses tend to do. As mentioned before, Lussier et al.
(2009) could not demonstrate empirically that bigger companies with formal structures
use more advice in general. For this reason, we intend to go into greater detail in this
matter, accepting or rejecting this hypothesis:

H;: The larger family businesses are the ones that most use external advice for the
recruitment and selection of human resources.

1.2.2. Legal advice in family businesses

The importance of the role of professional legal advice has been cited in the literature
(Bagley 2008; Giles et al. 2009). This type of advice is based on the solution of legal
problems associated with succession and other conflicts regarding family relationships
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(divorces, deaths, etc.). These are issues of major importance and concern, affecting
the future of these companies (Chua et al. 2003) and indeed, one of the main causes
of their mortality (Birley 1986; Lansberg, 1988; Handler 1994; Le Breton-Miller et al.
2004). At the moment of succession, the expertise of an external professional is very
often required because important conflicts may arise if it is not dealt correctly and well
planned for (Dyer 1986; Lansberg 1999; Sharma et al. 2000; Sharma et al. 2003; Le
Breton-Miller et al. 2004).

Nevertheless, although many family businesses are making such succession plans (Sharma
et al. 2000), in most cases planning is done in a very informal way with very little use
of or reliance on advisors or outside consultants (Morris et al. 1996; Astrachan et al.
2003; Matser, Lievens 2011). It is assumed beforehand that the successor is going to be
a member of the founder’s family (usually a son), who will continue with the manage-
ment of the business (Handler 1989; Lansberg 1999). The succession plan should be
included in the family protocol and the advisor should also support the preparation of
the protocol according to the particular interests of each family, their values, and their
culture, adapting to and understanding the family’s real needs (Tucker 2011).

But succession is not the only issue that generates conflict within a family business.
Divorce is also a frequent cause of significant problems (Rollock 1998). Before prob-
lems arise, an external advisor should intervene in order to suggest the best marriage
property regime for each situation. The responsibility of the advisor in these issues is
to prevent the conflict from occurring, and of course, avoid the failure of the business.
Legal advice may also contribute to preserving and transferring the unique, valuable
and non-imitative intangible resource called familiness, which is one of the most im-
portant strengths in a family firm, and probably, in most cases, the key to its success.
Such commitment, shared values, culture, trust and reputation belong to the family and
the business and are embedded in each particular context, so that transmission is very
difficult and only possible through a slow process (Cabrera et al. 2001).

For this reason, the paper will try to empirically demonstrate the relationship between
the use of legal advice and family nature, thus, hypothesis four is stated as follows:

H,: The family nature of the business has a significant effect on the use of external
legal advice.

With regard to the relationship between legal advice and size, very few studies have
been done on the matter. Lopez and Rosell (2007) for a sample of Spanish manufactur-
ing companies, stated that the sign (positive or negative) of the relationship between size
and outsourcing activities, including legal advice, cannot be prior predicted, although a
relevant significance is found. In relation to family firms, it is also a matter not widely
analyzed and, as well, shows no general agreement regarding the results. On one hand,
Beckhard and Dyer (1983) found that conflict between family members increases with the
number of generations implicated in the firm, in this sense, we understand that the higher
the number of generations involved, the greater the size of the company, and thus the
greater the need of external legal advice. On the other hand, other research shows that the
larger the company, lower the probability of family members being involved, and thus less
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possibility of conflicts. For example, Sonfield and Lussier (2008) conclude that smaller
family firms have more conflicts than larger ones. Therefore, since there is a lack of agree-
ment in the literature concerning the relation between size and the use of legal advice in
family firms, we suggest Hypothesis 5 to contrast the results with the proposed sample.

Hj: The larger family businesses are the ones that most use external legal advice.

2. Data analysis and methodology

2.1. Sample and data collection

This study has gathered data from the Survey on Business Strategies (ESEE, Encuesta
sobre Estrategias Empresariales). One of the salient features of the ESEE is representa-
tive sampling. The initial selection of companies was made by combining the criteria of
completeness and random sampling. The first group included firms with more than 200
employees, which was a requirement to participate. The second group was formed by
companies that employed between 1 and 200 workers, which were selected by stratified
sampling with proportional restrictions, and random start. Table 1 shows the technical
data from the study.

2.2. Variables and measures
2.2.1. Dependent variables

To study whether or not advice regarding selection and recruitment is used by the com-
panies, specially, in family firms that form part of the sample, the AD HR variable was
used. In addition, the AD LEG variable has also been used in the case of legal advice.
Both variables are dichotomous, taking the value 0 if the company does not use such
advice and a value of 1 if it does. The use of advice was also measured dichotomously
in works such as Bennett and Robson (2004), Merino and Rodriguez Rodriguez (2007),
Xiao and Fu (2009).

Table 1. Technical data from the study

Population

Unit Spanish manufacturing sector

Questionnaire design SEPI Foundation

Population types More than 100,000 elements

Reach National

Time period Data from 2007-2008

Sampling

Type of sampling Random stratified census according to activity sector and firm size
Sample size 2,013 Spanish manufacturing firms

Sampling error 0.02 (p =q=0.50)

Level of confidence 95% (K = 2 sigma)

Data treatment Statistical Solutions for Products and Services (SPSS)

Source: author-compiled data.
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2.2.2. Independent variables

The first independent variable to be studied is firm size. Many authors have used this
variable to study corporate behavior (Bonaccorsi 1992; Calof 1994) and, more specifi-
cally, there are also many studies that have related the size of the company in general
to the advice (O ‘Farrell ef al. 1993; Bennett, Robson 1999a; Xiao, Fu 2009). However,
few studies have examined this relationship in the case of the family firm (Dyer 1988;
Aronoff 1998; Sonfield, Lussier 2008; Lussier et al. 2009).

To give greater robustness to the results obtained in the econometric analysis, the study
was performed with two different dependent variables, both representing the same con-
cept: the size of the company. The first variable is measured by the variable logarithm
ofnet sales (SIZ) (Larimo 1997; Claver, Quer 2007; Claver ef al. 2008) and the second —
by the logarithm of the number of employees (SIZ*) (Bennett, Robson 1999a, 1999b).

Moreover, the Family Character (FAM) variable has been included. This variable ex-
plains whether the family nature of the companies influences the use of external advice
on HR and legal issues. Different studies claim that family firms tend to use less of
these types of consultancy. However, this may be because many of them use samples
of SMEs (Reid, Adams 2001; De Kok et al. 2006; Matser, Lievens 2011). In the pre-
sent study a sample that includes companies of all sizes has been used, in order to find
out whether the behavior of this variable remains the same as in the studies cited. This
variable (FAM) has been used and measured dichotomously in numerous studies on
different aspects of the management of the family business (eg, Fernandez, Nieto 2005;
Jorissen et al. 2005).

To complete the study and establish a specific relationship between family businesses
that do use this type of advice and their size, this paper has included two other variables
in the form of interactions (Table 2). There is no evidence in the literature of the use
of these variables created by way interactions in the specific issue of external advice.
However, there are precedents of using interactions on other issues relating to the man-
agement of SMEs and family businesses (Lin, Germain 2003; Stern, Henderson 2004).

2.2.3. Control variables

Four control variables have been included that may help explain the use of advice.
Studies like those of Bennett and Robson (1999b), Xiao and Fu (2009) include the
variable age of the firm (AGE) to evaluate its relationship with the advice. The age of
a business is a factor that may affect positively its size (Robson, Bennett 2009; Yasuda
2005; Park et al. 2010) therefore a positive relationship is expected between it and
the use of advice. However, the work of Xiao and Fu (2009) failed to demonstrate its
significance, and the study by Bennett and Robson (1999b) only managed to demon-
strate its significance (0.05 < p < 0.1) with one types of advice out of six. Bennett and
Robson (2004), Xiao and Fu (2009) found a positive relationship between the dependent
variable and export activity. As in these studies, the export activity has been measured
as a dichotomous variable. It takes a value of 1 when the business exports and a value
of 0 when it does not (EXP). Another control variable used is the debt level of the
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firm (DEB). Studies such as Prodan and Slavec (2004) claim that the use of advice is
significantly and positively related to small firm debt financing. In this paper, the debt
level is measured by the ratio of outside debt to total liabilities. This ratio explains how
a company can finance its activity with its own resources and what degree of depend-
ency lies with external agents:

DEB = (Debt/ liabilities) *100. )

The last control variable analyzed is diversification (DIV). As reviewed in the literature,
diversification along with expansion is a form of business growth (Barrett, Mayson
2007; Insik 2003, Hutchinson et al. 2010). While it is true that many family businesses
are diversified, its management is not easy and requires a good team and a board to
oversee it (Nueno 2011). This is one reason why some studies argue that firms that grow
and diversify their activities are more likely to use formal mechanisms for managing
staff (Barrett, Mayson 2007). In addition, due to their growing complexity they tend to
need external support in other areas such as legal issues. Studies like Watson (2007) find
a positive relationship between legal advice and companies that follow business growth
strategies. In this paper, DIV has been included as a continuous variable that takes its
value depending on the number of different products offered by the companies. Table 2
describes the variables that make up the study.

2.3. Methodology

The interaction between the family character and the size with the use of external ad-
vice is explored using a large scale survey of 2.013 firms in Spain only covering the
manufacturing sector. Using this sample, we assess the use of two types of external
advice, namely, HR and legal. The assessment is developed, first, by using descriptive
statistics to compare the features of the different types of firms in the sample: family
and non-family businesses. This descriptive analysis is completed with a test of equal-
ity of means. This enables us to check whether the differences between the means of
the different variables used to analyze the two types of firms in the sample, are really
significant. Thus, for continuous variables ANOVA is to be used, while for ordinal vari-
ables the “U” Mann-Whitney test and for nominal variables we use the Chi-Square test.
Regarding family firms, Lee (2006) has used this same type of test in order to compare
the results among companies of this nature.

Finally, a third element of evaluation has been added, the use of statistical regression
estimation based on the General Linear Model (GLM), so as to evaluate the existence
of dependence relations between the family nature and size, both of family and non-
family businesses, with the use of external experts. This kind of statistical analysis has
been applied because, in the cases in which the dependent variable is dichotomous,
the literature agrees that the estimation of a model through an OLS regression analysis
could produce bias problems, even heteroscedasticity. Thus, the use of a symmetric dis-
tribution (standard of logistic) and a Maximum-Likelihood estimator, as in the general
linear model, it is necessary. This model was formulated by Nelder and Wedderburn
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(1972) and developed by McCullagh and Nelder (1989) as a way of unifying various
statistical models, including linear regression, logistic regression and Poisson regres-
sion, under one theoretical framework. The model has been widely applied in academic
research because the parameter estimation, as well as its contrast restrictions, is well
known (Greene 2000).

It should be noted that although no published works have been found on external advice
and family businesses which specifically use the General Linear Model, Lansberg and
Astrachan (1994) used this model to analyze issues regarding the management of the
family business, in particular, family relationships and their influence on the succession
process. In the same line, Torres-Fuchslocher and Fuente (2011) also applied GLM to
analyze determinants of innovation for Chilean companies.

Several published works which have studied the use of external advice with cross sec-
tion data and nominal or ordinal variables, have used models that have the same nature
as the General Linear Model presented here. This is because this method can work
with non-continuous dependent variables, and the estimation is performed by Maximum
Likelihood and is a flexible generalization of OLS regression. Thus, the work of Xiao
and Fu (2009), which studies the use of external advice by SMEs in China, defines a
dichotomous dependent variable and uses the Binary Logistic Model. Garcia Quevedo
and Mas (2007) use the logit model to study the intensive knowledge counseling, relat-
ing it to firm size, using cross-sectional data. Likewise, Bennett and Robson (2004) use
a logit model to study how the characteristics of the management team influence their
propensity to seek advice. In this paper we use two econometric models, the Binary
Logistic Model and the General Linear Model, yielding results of similar interpretation
in both. Finally, we chose to present the results of the latter.

Research like Merino and Rodriguez Rodriguez (2007) use the ESEE survey and cross-
sectional data, using a probit model as its dependent variable taking three values, and
the purpose of their work is to study the origin of advisory services used by companies.
Robson and Bennett (2000) also use cross-sectional data and, as its dependent variable
is continuous, use a Linear Regression Model. Finally, two types of analysis have been
developed, the first, Models 1 and 2 contains the H,, H, and H,. The second analysis,
Models 3 and 4, includes the hypotheses H; and Hs.

3. Results and discussions

Descriptive results and correlations between variables are discussed first, so as to then
present the results of the four proposed econometric models, contrasting the five hy-
potheses. Table 3 shows the descriptive statistics of the variables in both analyses. It
also makes a supplementary examination dividing the sample between family and non-
family firms.

To complete this descriptive analysis, a test for equality of means between family and
non-family businesses was run using dependent and independent variables (Table 4).
For this, the “t” or “ANOVA” factors test for continuous variables was used; DEB, DIV,
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Table 3. Descriptive statistics

All companies Family companies Non family companies
n=2.013 n=775 n=1.2341

Mean Standard Mean Standard Mean Standard

Model variables (Max.—Min.) deviation (Max.—Min.) deviation (Max.—Min.) deviation

AD LR (%.??) 0205 (%.311) 0.285 ((()).§19) 0.302
AD LEG (%ff) 0.314 (%'ff) 0.328 (%ff) 0.304
S1z (4.768!996.88) 086 (s, 161.f95.83) o (4.7Z£92.88) oL
Siz* (0148.?6) 0.635 (0.4%3'1;.86) 07! (©. 11'481?16) o7
FAM (%'ff) 0.487 - - - -
DEB (2.517!9797.9) 2880 1?)6!9297.50) 20 (4.45023'9791.90) 202
xp ((())._612) 65 ((;._611) 0.487 ((())._613) 0.482
IV (11 1 58) 0481 (11 1 56) 0.478 (11 ,159) 0.483
\GE (3i'—959) 0484 (31._958) 1177 (ﬁ'gso) 1210

ILost Cases: 4.

Table 4. Test of equality of means between family and non-
family firms

Difference between means

AD_HR 0.02
AD LEG 0.02*
SIZ 0.17%%*
SIZ* 0.14%%%
DEB 2.44%%
EXP 0.02%%%
DIV 0.03

Notes: *p < 0.1; **p < 0.05; *** p < 0.01.
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SIZ, S1Z*, the “Mann-Whitney” test was used for ordinal variables; AGE, and finally,
the “Chi-Square” test was used for nominal variables AD LEG, AD_HR, EXP.

With regards to the study of descriptive statistics (Table 4), it can be seen that the
companies that make up the sample make good use of external expertise in both legal
(AD_LEQG) as well as staff management issues (AD_HR). In both cases, the percentage
of companies that use these types of consultancy exceeds 87 percent. This percentage
does not vary substantially when differentiating between family and non-family firms.
In this sense, it can be seen that family businesses make greater use of advice on staff
management (AD_HR) than non-family firms, the opposite occurs with legal advice
(AD_LEG). However, the differences are minimal. For this reason, this study has then
been completed with a test of equality of means between the two types of company,
revealing that the difference between the average for family and non-family companies
that use external HR advice is not significant. However, this difference is significant for
the use of legal advice, albeit at a low level (0.05 <p < 0.1). We found no other studies
that compared the use among family and non-family firms of advice on these issues, to
enable a comparison with this data.

It may also be noted that both the size and other control variables included in the model,
such as the level of debt (DEB) and exports (EXP), take on smaller values in the case of
family with respect to non-family businesses. This data provides a representative sample
as family businesses tend to be smaller, export less and borrow less than non-family
firms (Aronoff, Astrachan 1996; Poutziouris 2001; Gallo et al. 2004; Graves, Thomas
2008). However, we wanted to give reliability to the results, performing a test of equal-
ity of means on these variables between the two types of company. The results confirm
that the differences are indeed significant for these four variables: SIZ, SIZ*, DEB and
EXP, in line with the papers cited. Finally, we may note that, curiously, no significant
differences between the mean age (AGE) of family and non-family businesses, or the
degree of diversification (DIV) between these two types of companies have been found
in the results obtained, unlike other studies that have done so (Anderson, Reeb 2003;
Watson 2007). Finally, Table 5 shows the results of the correlations of both variables,
and the various proposed econometric models (Tables 6-9).

It can be seen that there is a significant positive correlation between the two types of
advice that are studied (AD_LEG and AD_HR). Similarly, one can observe the sig-
nificant negative correlation between size (SIZ, SIZ*) and family character (FAM) in
line with the aforementioned studies. Another important correlation, which is positive
and significant, is that which exists between size (SIZ, SIZ *) and use of expertise
(and AD_AD_LEG HR). This result is also consistent with the aforementioned studies
by O’Farrell et al. (1993), Bennett and Robson (1999a), Xiao and Fu (2009). It also
highlights significant positive correlations between the two types of consultancy (AD_
AD_LEG and HR) and the variable exports (EXP) in line with the studies cited above.
Companies that export have higher growth and size and therefore use more external
advice (Xiao, Fu 2009). Finally, note the significant negative correlations between age
of the firm (AGE) and the use of advisors (AD_AD_LEG and HR). The sign is negative
due to the formulation of the variable AGE (as shown in Table 2, higher values of AGE
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Table 6. Model 1. Dependent variable AD LEG

Independent variables Coefficient Standard error Coefficient p  Standard error
Constant 0.253 %% 0.072 0.685%%** 0.037
[AGE = 1] —-0.005 0.033 0.005 0.034
[AGE = 2] -0.028 0.028 -0.019 0.028
[AGE = 3] -0.020 0.019 -0.020 0.020
[AGE = 4] —0.043%* 0.019 —0.043%* 0.019
[AGE = 5] 0(a) . 0(a) .
[FAM = 0] -0.002 0.014 -0.002 0.014
[FAM = 1] 0(a) . 0(a) .
[EXP = 0] -0.030%* 0.016 —0.042%** 0.016
[EXP = 1] 0(a) . 0(a)

DEB 0.000487 0.000310 0.000497 0.000312
S1Z 0.089%** 0.010 - -
Siz* - - 0.105%** 0.013
DIV 0.013 0.014 0.011 0.014
R2 0.075 0.066

Notes: (a) Parameter is assigned a value of zero because it is redundant. * p <0.1;
** p <0.05; ¥** p <0.01.

Table 7. Model 2. Dependent variable AD_HR

Independent variables Coefficient Standard error ~ Coefficient f  Standard error
Constant 0.370%** 0.067 0.744%%* 0.034
[AGE = 1] -0.039 0.031 -0.033 0.031
[AGE = 2] -0.014 0.027 —0.008 0.027
[AGE = 3] -0.013 0.018 -0.014 0.018
[AGE = 4] -0.018%* 0.018 -0.018%* 0.018
[AGE = 5] 0(a) . 0(a) .
[FAM = 0] —0.038*** 0.013 —0.038%** 0.013
[FAM = 1] 0(a) . 0(a) .
[EXP = 0] —0.022* 0.015 —0.031** 0.015
[EXP = 1] 0(a) . 0(a) .
DEB 0.000309 0.000291 0.000310 0.000292
SIZ 0.079%** 0.009 - -
SIZ* - - 0.098 %% 0.012
DIV 0.009 0.013 0.006 0.013
R2 0.062 0.057

Notes: (a) Parameter is assigned a value of zero because it is redundant. * p <0.1;
** p <0.05; ¥** p <0.01.
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indicate that the company is younger). Therefore, coinciding with the results of Bennett
and Robson (1999b), that the older the company the greater the use of external advice.

Regarding the econometric analysis proposed, Models 1 and 2 (represented in Tables 6
and 7 respectively) contain propositions H,, H, and H,. These models offer a relatively
low R? (R? interval variables between 0.057-0.075, depending on the proposed analy-
ses), but these values are in line with other studies published on the same subject (e.g.,
Robson, Bennett 2000).

Models 1 and 2 have been built without interactions and contrast the “classic” forecast
of the variables that have been included in other published empirical and theoretical
papers (Bennett, Robson 1999a, 1999b, 2004; Xiao, Fu 2009; Park et al. 2010). The
control variables exports (EXP) and age (AGE) take on significant values and maintain
the expected sign according to the results of other studies cited. In Model 1, for the case
of exports, the negative value is taken as equal to zero (Bgxp— o= —0,030% / — 0,042%%%*),
and the ordinal variable AGE is significant and negative when it takes values greater
than or equal to four, which represents younger firms (B, g = 4 = —0,043%* / —0,043%%*).
Furthermore, these variables keep similar values in both models (for Model 2: Bpxp - o=
—0,021%* / -0,031** y B, g = 4 = —0,018** / —0,018**). These results are interpreted as
follows: for the older and more export oriented companies we can expect greater use
of advice (Bennett, Robson 2004; Xiao, Fu 2009). Xiao and Fu (2009) point out that
this is because companies that export more and are in the market longer are usually
larger. The positive sign is also seen in the diversification variables (DIV) and leverage
(DEB) (Anderson, Reeb 2003; Watson 2007; Aronoff, Astrachan 1996) although these
are not significant.

Regarding the independent variables, it can be seen that the results that relate the use of
advisory services to firm size, both in Model 1 and Model 2, do not change, both being
positive and very significant (Model 1: Bg;, = 0,089*** and Bg;,. = 0.105***; Model
2: Bgrz = 0,079*** and Bg;,. = 0.098***). The largest companies are the ones that most
use legal advice and HR (O’Farrell ef al. 1993; Bennett, Robson 1999a; Xiao, Fu 2009).
Although, as stated by Robson and Bennett (2000), while not all types of advice respond
similarly to the same business circumstances, for these two types of advice in particular
this positive relationship is fulfilled. Although, as already mentioned, the use of general
advice and its relationship to size has been studied previously in the literature and found
to be positive, this can also be accepted for the specific case of legal advice and HR.
Thus, as expected, we can accept H;.

With regard to the results of the variable representing the family nature of the business
(FAM), this is different depending on the kind of advice that is analyzed. To explain
the use of external legal advice (Model 1) FAM is not significant and therefore does not
support H,. These results are in line with the work of Morris et al. (1996), Astrachan
et al. (2003), Matser and Lievens (2011) in which it is stated that the family business
tends not to use such advice.

The same is not true in Model 2, which explains the use of external expertise in HR, taking
on significant negative values for values of FAM = 0 (Bpapg = o = —0,038%%% / —0,038%%*%),
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thus supporting H,. In this case, the negative sign of beta is, as indicated, for values of
FAM = 0. This means that the family nature of the business has a significant positive in-
fluence on the use of external advice for the recruitment and management of staff. After
reviewing the literature concerning this issue, we conclude that family businesses tend
to shun formal mechanisms for HRM. However, these studies use samples which only
includes SMEs (Reid, Adams 2001; De Kok et al. 2006; Matser, Lievens 2011) while
in the present study the sample includes companies of all sizes with the average size of
the family business being relatively high as shown in the descriptive results (Table 4).

The second analysis contains the propositions H; and Hs, and the variables as interac-
tions. Tables 8 and 9 show a brief summary of Models 3 and 4 regarding this second
analysis. By including the interactions, we are not contrasting the “individual” influence
of the variables that interest us (specifically SIZ, SIZ* and FAM), but their combined
effects. However, the interactions formed by the variable FAM with the two variables
that measure firm size (SIZ and SIZ*) are not significant. This is interpreted as follows:
although Model 2 contrasts that the family nature and size significantly influence the

Table 8. Model 3. Dependent variable AD_ LEG

Independent variables Coefficient Standard error Coefficient Standard error
Constant 0.170%** 0.109 0.685%** 0.046
[AGE = 1] —0.005 0.033 0.005 0.034
[AGE = 2] —0.027 0.028 —-0.019 0.028
[AGE = 3] —-0.021 0.019 —-0.020 0.020
[AGE = 4] —0.044%** 0.019 —0.043** 0.019
[AGE = 5] 0(a) . 0(a) .
[FAM = 0] —-0.121 0.121 —0.003 0.045
[FAM = 1] 0(a) . 0(a) .
[EXP = 0] —0.030* 0.016 —0.042%*** 0.016
[EXP = 1] 0(a) . 0(a)

DEB 0.000485 0.000310 0.000497 0.000312
DIV 0.013 0.014 0.011 0.014
S1Z 0.083%%** 0.011 - -
S1Z* - - 0.105%** 0.015
INT_FAM*SIZ 0.018 0.017 - -
INT_FAM*SIZ* - - 0.000 0.024
R2 0.075 0.066

Notes: (a). Parameter is assigned a value of zero because it is redundant. * p < 0.1; **
p <0.05; *** p <0.01.
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Table 9. Model 4. Dependent variable AD_HR

Independent variables Coefficient B Standard error Coefficient Standard error
Constant 0.406*** 0.102 0.768%** 0.043
[AGE = 1] —-0.039 0.031 —-0.033 0.031
[AGE = 2] -0.014 0.027 —0.009 0.027
[AGE = 3] -0.013 0.018 -0.014 0.018
[AGE = 4] —0.018* 0.018 -0.018* 0.018
[AGE = 5] 0(a) . 0(a) .
[FAM = 0] —-0.090 0.113 —0.074%* 0.042
[FAM = 1] 0(a) . 0(a)

[EXP = 0] —0.022%* 0.015 —0.031** 0.015
[EXP = 1] 0(a) . 0(a) .
DEB 0.000310 0.000291 0.000313 0.000292
DIV 0.009 0.013 0.006 0.013
S1Z 0.081%** 0.010 - -
S1Z* - - 0.104%** 0.014
INT FAM*SIZ —0.008 0.016 - -
INT FAM*SIZ* - - -0.020 0.022
R2 0.062 0.057

Notes: (a). Parameter is assigned a value of zero because it is redundant. * p < 0.1; **
p < 0.05; *** p <0.01.

use of external advice in HR, the truth is that it cannot be deduced that there is a joint
effect which implies that the size of the family business enterprise positively influences
the use of external advice, that is to say that larger family businesses use this advice
more than smaller ones.

In this second analysis, the coefficients of the “individual” variables (without interac-
tion) SIZ, SIZ* FAM remain significant and maintain their sign. In any case, what
is of interest is the interpretation of the interaction terms. According to the so called
“principle of marginality” (Nelder 1977) when the interaction terms are significant, the
values of individual variables (called “main effects”) should not be tested or interpreted
(Fox 2008). As the interactions in this study are not significant, the main terms for these
variables reflect intrinsic properties of the data and must be taken into account.

The coefficients of the remaining individual variables without other interactions (DEB,
DIV, EXP, AGE) do not substantially change and maintain their level of significance,
which is a measure of robustness. Furthermore, the second analysis (Models 3 and 4)
does not improve on the indicators of goodness of fit in the first analysis (Models 1 and 2)
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R?, indicating that the interactions that have been added are not relevant. Thus, the
results do not support the hypothesis Hy and Hj in line with the work of Lussier et al.
(2009). This paper proposed a hypothesis relatihg the size of the family business and
the formal mechanisms employed in running it, to the use of advice, but this was also
unconfirmed by the empirical analysis.

Conclusions

Theoretical contributions and managerial implications

This paper has analyzed the relationship between the family nature and size of a firm
with the use of external advice on legal matters and HR. Based on the literature we
concluded that, in general terms, a positive relation exits between size and the use of
external advice. Nevertheless, this relation can change depending on the type of advice
which is analyzed. In this paper we study the advice on legal matters and HR because
they represent two major concerns for family businesses. Therefore, according to the
literature, the results will vary depending on the type of advice analyzed. Specifically
the results obtained confirm the first hypothesis, so we conclude that for all companies
in general, the greater the size, the greater the use of external advice.

However, in relation to family nature, different results are achieved. In line with the lit-
erature (Morris et al. 1996; Astrachan et al. 2003; Matser, Lievens 2011), we have found
that it does not significantly influence the use of legal advice, but we found substantial
differences regarding the use of HR advice. The results show that family firms tend to
use more HR advice than non-family firms. This surprising finding contradicts previous
literature (Reid, Adams 2001; De Kok et al. 2006; Matser, Lievens 2011), the discrep-
ancy may be due to two fundamental facts. The published works were performed with
samples of SMEs, while in the present study we have used a sample that also includes
large family businesses. The second issue that may explain this finding is the average
age of the family firms that make up the sample, namely established companies, as the
descriptive results show.

These two characteristic aspects of the sample: greater company size and greater experi-
ence in the market could explain the use of professionalized procedures for HRM, while
smaller companies use more informal and flexible systems. In this sense, we suspect
that when family firms grow they behave as non-family firms regarding the use of HR
advice. Moreover, the second analysis develop to prove this idea, aimed to provide fur-
ther information on the relationship between the size of the family firm and the use of
external advice; however, the results were not significant, so it can’t be concluded that
there is a positive relationship between firm size and use of external advice. Therefore,
it cannot be confirmed that larger family businesses behave like non-family firms, when
referring to the use of legal and HR advice.

Since it has not been shown that the use of HR advice in family firms depends on the
size of the company (Hj), it is necessary to put forward other reasons that may explain
our findings. In view of the results relating to the variable AGE, one can intuit that
the age of the company is a factor to be considered in the family business, equally as
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important as the size, as published studies indicate (Sondfield, Lussier 2008). Indeed,
younger firms tend to use significantly less HR advice than older ones. This could be
due to nepotism, something which is a far more common circumstance in family firms
than in non-family ones, and, in particular, in young family businesses. However, with
generational change, especially from the second to the third and subsequently, the need
arises to involve people from outside the family, and becomes more usual to request
external advice. Thus, we can conclude that the greater use of HR advice in family firms
can be better explained by the age and the generational change of the firm, rather than
by the size of the company.

In general terms, as mentioned, nepotism tends to occur more frequently in the first
generations. However as time passes, if this attitude continues, it can threaten the future
of the business. Such continuity depends, greatly, on how professionally it is adminis-
tered. This includes among other factors, the use of external advisors and professional
services, in order to achieve the proper management of its HR, since human capital is
the most important asset for all companies, as well as a key factor in business develop-
ment and success.

Regarding legal advice, the results of this research show, in line with other cited studies,
that the family nature does not have a significant influence on the use of such advice.
Hence, we cannot conclude that the larger the size of family firms, the more they use
legal external advice. Nevertheless, problems associated with succession and other con-
flicts affecting family relationships constitute one of the main concerns of family firms
and proper management of potential conflicts in these areas is key to continuity. Indeed,
these are issues that significantly affect these businesses, so the use external advice in
this area is recommended.

Finally, we may conclude that for family businesses external advice is necessary, not
only in HR (which they already make use of as this paper demonstrates), but also con-
cerning legal matters, to guarantee the continuity of the business. It is important to note
that the advisors must take into account the peculiarities and emotional aspects of the
family businesses they advise.

Limitations and recommendations for future research

There are four main limitations in this paper of which the first is the national character
of the sample and the second the temporary horizon limited to one year of study (a cross
sectional research). However, the relationship between use of advice and firm size is
not expected to change substantially over time, in line with other previously published
studies (Bennett, Robson 1999a; Sonfield, Lussier 2008; Xiao, Fu 2009). Thirdly, being
a study of a particular sector: the industrial sector. In this sense, it is important to note
that, a priori, the influence of the sector is less important, since many needs are common
to all sectors. Finally, a reverse causality effect between the analyzed variables: size and
external advising could exist. Nevertheless, given the structure of the managed data it is
not possible to find suitable instrumental variables in order to develop Hausman’s Test
and prove the existence of such causality. However, the adjustment of the model to the
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existing literature, in which the use of external advise is explained with regard to the size
of the company, could justify the causal relationship between the proposed variables in
the analysis, since it has been decided to follow this research line (O’Farrell et al. 1993;
Robson, Bennett 1999a, 1999b; Sonfield, Lussier 2008; Xiao, Fu 2009).

With regard to future research, it would be interesting to carry out this study with a
sample of medium-sized companies (50 to 250 employees), and analyzing how the age
variable affects the company’s use of external advice. Another aspect that should also
be studied is the influence of the lack of professionalism of the family business and
how this issue encourages the use of external advice. A more detailed study could also
be carried out, on the use of financial, fiscal or economic advice, observing the kind of
relationships they have with the size, age, level of professionalism and family charac-
ter of the firm. An extension of this paper is also intended using panel data, carrying
out a more in-depth analysis of the size of the family business and the use it makes of
advice, since the results obtained have not allowed for the elucidation of the proposed
hypotheses 4 and 5. Finally, it would be interesting to repeat this analysis with data from
other countries with larger business enterprise frameworks.
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