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OPEN INNOVATION AND FAMILY BUSINESS GROUPS:

ANOMALIES ARISING FROM THE CONTEXT?

Suvi Konsti-Laakso, Tuomo Uotila, Martti Makimattila

INTRODUCTION

Recently, there has been a growing interest in studying innovation activities in the family
firm context. As a research topic, a family firm’s innovation activities are at the crossroads of two
different research domains: family business research and innovation research. Whereas family
business research has increasingly investigated innovation in family businesses, innovation
research—particularly open innovation research—has remained focused on innovation in light of
firm size, age and industry.

Recent research on innovation in family firms has yielded interesting findings: it seems
that family firms invest less in innovation activities than nonfamily firms, yet they are more
effective in generating innovations (Calabré et al. 2019). In addition, according to a review
conducted by Gjergji et al. (2019), family firms are less open compared with nonfamily firms. This
means that despite family firm’s social capital, they seem to rely less on external knowledge
collaboration in their innovation activities than nonfamily firms. The reasons behind these results
are not yet clear, but they indicate that something interesting is taking place in family firms.
However, relatively little is known about how family firms, as well as enterprising families,

manage their innovation activities.



Open innovation research builds on the assumption that firms are single, independent
actors in their innovation activities (Bigliardi et al. 2020; Torchia & Calabré, 2020). Because
these companies utilise external knowledge in varying levels of intensity, some open and family
business innovation scholars have begun to wonder where the companies’ boundaries actually
lay. West and Bogers (2017) concluded that the most profound insights for open innovation
research can be derived from the nature and role of the firm. Feranita et al. (2017) identified
family-controlled business portfolios as an unearthed issue in collaborative innovation. Despite
these initial explorations into the topic, among open innovation research, there are no literature
reviews that explicitly identify the firm’s organisational characteristics or design as a future
research avenue. In general, open innovation research focuses on firm size, industry and
innovation type (Bigliardi et al. 2020; Torchia & Calabrd, 2020). For family firms, studies
concerning small- and medium-sized companies are relevant and close (Calabro et al. 2019).
Family firms represent a certain type of ‘firm nature’ because they are characterised by mixed
goals between business and family. For this reason, family firms and businesses constitute an
interesting research area.

In the current paper, we introduce family business groups (FBGs) as an underlying
structural variable for open innovation research, as well as family business research. We take a
closer look at the current research findings or anomalies concerning innovation in family firms,
proposing alternative perspectives from the FBG point of view. The research question is as
follows: How does the FBG setting challenge open innovation research? Our aim is to highlight
the underlying assumption of a single, autonomous firm in (open) innovation research and discuss
situations where a single company can be an instrumental entity in a larger constellation. As a

result, more fine-grained views and research are needed to provide explanations for these



anomalies. At the same time, innovation research is lacking an understanding of how firms utilise
outbound open innovation and organisational variables like firm identity or group affiliations.
This chapter is organised as follows: first, open innovation and its two main streams—
namely inbound and outbound innovation—are discussed. Then, we continue by explaining the
family effect of innovation and introduce FBGs as a context for innovation. We underline our main

arguments with an illustration. A discussion and conclusion finalise this chapter.

Open innovation

‘Innovation is widely considered as the life blood of corporate survival and growth’ (Zahra
& Covin 1994, p. 183). Innovation is the multistage process whereby organisations transform ideas
into new and/or improved products, services or processes to advance, compete and differentiate
themselves successfully in their marketplace (Baregeheh et al. 2009).

Open innovation refers to the active, intentional and strategic use of knowledge residing
outside organisation’s boundaries (Chesbrough 2003). Open innovation takes many forms, such
as acquiring or selling ready innovations, technical inventions or knowledge, ideas, market
knowledge, components or other useful information (Bogers & West, 2012). Cassiman and
Valentini (2016) described these ‘outside-in’ and ‘inside-out’ processes as ‘buying and selling
knowledge’.

Open innovation reflects the paradigm shift from closed systems to open ones and is in line
with the development of information and communication technologies and globally dispersed
knowledge. Despite the shortcomings in addressing previous research findings and the overly

dichotomous approach to openness (Trott & Hartman 2009), open innovation has become one of



the most thriving research streams in innovation studies. The strength of the open innovation
framework is that it is an innovation-specific framework, unlike, for example, the actor-resources—
activities (ARA) model (Hakansson & Johansson, 1992), which aims to explain why firms
collaborate in general. Open innovation builds on previous theoretical concepts from strategy and
networking, such as the ARA model, but as a distinction, open innovation attempts to describe
purely innovation-related activities, leaving out any other field of business. As such, despite its
critiques, it is noted to be successfully in combining previously separated research streams from
product development, networking and strategic management.

Open innovation can be seen as an innovation strategy; thus, openness refers to the
degree of an organisation’s choice regarding whether to follow an open or closed strategy for
knowledge search (Laursen & Salter 2006). Laursen and Salter (2006) distinguished four types
of openness: sourcing, acquiring, selling and revealing. The search for knowledge outside firm
boundaries connects firms to different stakeholders and actors, such as existing and potential
customers, suppliers, competitors, research institutes and universities (Brunswicker et al. 2015).
Brunswicker et al. (2015) showed that among small- and medium-sized companies, different
types of openness profiles can be identified that characterise SME’s knowledge sourcing. These
are (1) a minimal searcher, (2) a supply chain searcher, (3) a technology-oriented searcher, (4) an
application-oriented searcher and (5) a full-scope searcher. However, it is only seldom brought
up that openness is not static; it varies in time. Makimattila et al. (2013) investigated openness in
one in one networked innovation process, which lasted more than 10 years; they showed how
firm’s openness decreased as the innovation process evolved and matured. As the business
opportunity became clearer and timely closer, firm’s openness declined. Thus, openness was

moderated by the proximity of a new business opportunity.



For open innovation research, these final stages of the innovation process seem to be a
problematic area, and these later stages, that is, commercialisation, are poorly understood in the
literature. According to West et al. (2014), open innovation research should focus on the
outbound type of open innovation. Limited research on this matter has concluded that companies
tend to prefer knowledge search, that is, the “outside-in’ type, but they rarely utilise the inside-
out type (Huizing, 2011). In addition, according to Huizing (2011), outbound innovation is not
widely utilised in companies compared with inbound innovation. Companies are reluctant to sell
their ideas and IP because they are afraid of losing possible new business opportunities.

One reason for the obsolete research on outbound innovation may be that this line of
research goes beyond the scope of traditional innovation management research, which focuses on
a firm’s organisation of R&D and innovation management processes, practices and their relation
to performance. Gentile-Liidecke et al. (2020) showed that there is a positive relationship
between centralisation and outbound activities, implying that decision-making authority is
crucial for the outbound type of activity. Thus, outbound innovation relates closely to strategic
decisions regarding whether to pursue certain business opportunities, and those decisions belong
to the board and owners. As family owners often play multiple owner and manager roles in their

firm, family firms are interesting arena for outbound innovation.

The family effect on innovation

Family firms are typically characterised by an intergenerational orientation, willingness

to ensure firm survival and preservation of prosperity and family wealth (Calabro et al. 2019).

These characteristics shape innovation in family firms either positively or negatively. Family



ownership is likely to foster innovation because of the long-term orientation of family owners
(Dyer Jr. 2003), which increases the propensity to bear the risk of investing in innovation
(Sciascia et al. 2015). Thus, family ownership encourages family firms to provide the resources
necessary for innovation (Zahra, 2005). On the other hand, because of intergenerational
orientation and securing firm survival, it seems that family firms are more hesitant to take the
risk associated with innovation activities than nonfamily firms (Calabrd et al. 2019). Research
indicates that sometimes changes in family ownership are needed to pursue more innovative
strategies (Lambrecht et al. 2017).

Family influence on innovation can be condensed into three aspects: ownership,
management and governance (Matzler et al. 2015). These aspects give family owners the
discretion to determine the goals and strategic options of the firm (Lambrecht et al. 2017).
Family owners make decisions and retreat from radical and progressive innovations, whereas
incremental innovations may be left to the hands of the managers (Bergfeld & Weber 2011).
Matzler et al.’s (2015) results show that family participation in management and governance has
a negative impact on innovation inputs and a positive influence on innovation outputs. This
suggests that family members are risk-averse and reluctant to invest in innovation, but at the
same time, they invest in innovation more effectively. Matzler et al. (2015) also concluded that
family managers and directors have a positive impact on a firm’s innovation output and that
family board members have an important role in innovation output.

Research has indicated that family-managed firms are efficient in the utilisation of
employed inputs and, hence, can obtain greater innovation output than non-family-managed
firms from their usually restricted innovation input pool (Duran et al. 2016). It is also suggested

that the founder’s role particularly shapes the family firm’s innovation. Kammerlander et al.
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(2015) found that although a strong founder focus in shared stories is negatively associated with
innovation in family firms, a strong family focus in shared stories is positively associated with
innovation in family firms.

Family business research acknowledges that family firms are heterogeneous in terms of
their size, governance and age (Chua et al. 2012) but also in terms of how innovative and
entrepreneurial they are. Innovation research and family firm research tend to share the same
assumptions and, perhaps, definition; that is, they understand family firms as single, independent
and autonomous firms. FBG differs from a single firm as a context for innovation, and next we

elaborate this context further.

Family business groups as a context for innovation

According to Bergfeld and Weber (2011), ‘Successful families strive to secure their
wealth long-term by applying radical and progressive innovation as mechanisms to diversify the
orientation of their holdings and assure the future-proofness of their firms. FBGs can be
considered a network of legally independent firms that are operating in diverse industries, with a
common dominant family owner(s) and that are coordinated through multiple formal and
informal ties (Carney et al. 2011). In general, business groups are found to be a fruitful
environment for innovation because of their resource pool and internal capital market (Hsieh et
al. 2010). They typically emerge as a response to new business opportunities (Belenzon &
Berkovitz, 2010); thus, they emphasise active family influence (Maury, 2006) and enterprising
families (Riar et al., 2021; Feranita et al., 2017). Rautiainen et al. (2020) have suggested that

innovation in the emergence of FBGs may not necessarily lie in internal R&D but rather in the



active utilisation of sourcing, acquisitions and venturing. FBGs, however, may prefer full control
instead of other collaborative forms (Rautiainen et al. 2020). For innovation, the FBG provides at
least the following perspectives:

Resource pool: Instead of a single, family-governed firm, a family business group forms
a system in which active entrepreneurial family owner-managers may operate. FBGs can
constitute an effective innovation system of their own. Mékimattila et al. (2016) proposed that it
is conceivable that businesses within a group together constitute an effective innovation system
with the required critical mass for innovative processes or that the organisations would be
expected to take part in an innovation process because of their joint ownership background. For
enterprising families, business groups can be seen as a resource pool in which the knowledge is
available for all firms and orchestrated by active, entrepreneurial owners. The most skilful teams
may be shifted from one company to another inside the FBG.

Nature of firm: FBGs set the boundaries of the firm in a different way; thus, the nature
of the firm is different than that of a standalone firm. This is illustrated in Figure 1. For the
entrepreneurial family, the boundaries cover the entire FBG system instead of a single firm. The
permeability of the firm boundary can be different depending on the firm’s position in the FBG.
Here, multiple companies may be established for a single innovation (Rautiainen et al. 2020).
Previous research has noted that a firm belonging to a business group may exist for specific
dedicated purposes, such as conducting R&D or manufacturing or holding patents (Rautiainen et
al. 2020). Thus, the FBG structure may be dynamic and changing, depending on the
entrepreneurial family’s strategic vision, actions and speed of innovation process.

Triggering effect of multiple drivers: Mékimattila et al. (2016) suggested that

innovation in a family business group is powered by social, business and individual drivers. Like



any other entrepreneurial firms, family firms’ innovation is also affected by the business driver:
the development needs that emerge from the competitive situation and environment of the
distinct businesses or whole group. Social drivers accrue from the ownership—and in the case of
family business—from the familiness and relationships between the family members. Individual
drivers, such as family members’ individual interests in certain industries and entrepreneurial
activities, affect the need to establish new companies. Innovation may be triggered by
noneconomic goals (Diaz-Moriana et al., 2020). Because the drivers may independently move
innovation forward, the innovation process may require all of them to be fulfilled.

Systemic driver: Changes in family relationships, individual interests, rising conflicts and
internal competition might reshape the groups and initiate innovations. This adaptation to external
forces fosters innovation, which is called the systemic driver (Mékimattila et al., 2016). As the
FBG becomes large enough, the system itself will create a constant need to develop it further. The
internal complexity, heterogeneity, dynamism, differing time frames of the distinct businesses and
varying expectations towards different businesses may lead to the emergence of a systemic driver.
At the same time, there is a tendency for the business to shift towards the multifaceted development
of diversified portfolios with individually and socially driven innovation.

Openness of a firm: Makimattila et al. (2013) showed that the openness of a firm is not a
static feature; instead, it varies in the different phases of an innovation process. Thus, the openness
of a firm belonging to the FBG may depend on the maturity of innovation. Besides this temporal
dimension in openness, FBGs provide another dimension in studying openness: the structural
dimension, that is, openness towards other companies belonging or not belonging to the same FBG.

To sum up, we can extract the inconsistencies or ‘anomalies’ that derive from current

research on open innovation and innovation in family firms. They can be condensed into two
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different topics: 1) family firms’ innovation efficiency and input/output ratio and 2) differences
in openness. Our main argument is that because open innovation and family business research
tend to use a single, independent firm as a unit of analysis, firms’ position in the family business
group may somewhat explain these inconsistent findings—or at least play a role in finding these
explanations. Because the focus is changed from a single firm to a family business group, some
interesting alternative perspectives for these anomalies can be discussed. We use a generative

illustration (Figure 1) to illustrate our main argument.

Insert figure 1 about here

Instead of managing one firm, family owners operate multiple companies belonging to a
group. The group itself is not static but dynamic and changing because of the active ownership
and systemic drivers. The firms inside the FBG are positioned on different layers (illustrated as
numbers 1-4 in Figure 1), here depending on the maturity of the innovation, related business
opportunities and the firm’s strategic importance for its owners. This importance is triggered and
facilitated by the social, business and individual drivers (Méakimattila et al., 2016). The layers
represent the different positions the company may have as a part of a business group. The most
important businesses are at the top of the pyramid, close to the owners (layer 4 in Figure 1). As
the businesses or companies develop and mature, they move from different layers to another
(e.g., from layer 1 to layer 2). These companies may shift closer to the owners because of the
changes in drivers: social drivers as the family relations change or business drivers as a response

to emerging business opportunities or changes in markets.
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Proposition 1. Firms in FBG are positioned depending on the maturity of the innovation,
related business opportunities and the firm’s strategic importance for its owners.

Proposition 2. The dynamism of FBG is driven by the presence of a systemic driver.

The layers are constructed in line with the innovation life cycle. Typically, the life cycle starts with
the explorative phase (layer 1), during which technology is emerging and development contains a
high level of uncertainty. These highly speculative ventures may be established to explore
promising future opportunities; they may be joint ventures together with other enterprising families
and active owners of other FBGs, research institutes or ecosystem members.

As the potential future opportunity is starting to take shape in terms of business logic, some
decisions are made regarding whether to pursue the opportunity or exit the venture. Levels 2 and
3 present the companies that are driving forward these promising new businesses. Some ventures
are merged tighter to FBG, kept as a “hobby company’ or sold to other parties, depending on the
owner’s interests, values and needs. Layer 4 represents companies in a business group that are
‘near and dear’ to the owners. These companies are typically mature and traditional companies in
terms of their functions and may be the historical family firm, hence depicting the family owner’s
interests. As such, the FBG structure allows family firms to renew themselves, despite the imprint
generated by longevity and traditions. Concerning new venture development, Riar et al., (2021)
studied entrepreneurial family (EF) member entrepreneurial activity; they identified the motives
for EF members to start new ventures, such as preserving the entrepreneurial mindset, sustaining
family harmony, finding family fit, succession-related motives and emancipation from the family
firm. These ventures may be characterised by uncertainty and different search strategies. Thus, the

following research proposition is set:
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Proposition 3. FBG structure enables the exploration and exploitation of novel innovations
while maintaining core business.

As indicated in Figure 1, from an open innovation perspective, a firm’s affiliation to an
FBG may often remain invisible; that is, a firm’s interdependencies are not visible. In the FBG
setting, there can be different kinds of collaboration between firms, for instance, staff relocations.
Firms may be established with a dedicated purpose and then merged or closed down after they
have accomplished their mission. This may cause distortion in research results concerning
efficiency: A single company may appear as a failure, even though it has accomplished its mission
from the viewpoint of the FBG. Thus, the firms are instrumental, tool-like entities or instruments
for active and entrepreneurial owners who are mostly concerned about the group and its
performance related to multiple goals. The firms belonging to the FBG may seem to be
independent—and legally they are—but they are controlled by a family entity (illustrated as A or
B in Fig. 1). This relates particularly to the lack of outbound type of open innovation research as
the innovations can be developed in another and commercialised in another firm owned by the
same owner. We condense this to the following research proposition:

Proposition 4. Innovation can develop into a business through many individual companies
within FBG.

The presented situation includes different types of openness. Openness can be directed at
other companies in the FBG, at other FBGs and at non-FBG companies. However, in many cases,
this openness may not be easy to detect. FBG can be more open in exploring new technologies in
collaborative manner and joint ventures may take place at the intersection between two FBGs.
However, as indicated by Rautiainen et al. (2020), the preferred innovation sourcing mechanisms

were those that gave the family entrepreneur full control. Therefore, it is likely that along the way,
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full control is preferred if the emerging business is perceived interesting. If an innovating firm is
actually a part of an FBG, the results may ‘disappear’ elsewhere in the group because the decisions
on how to exploit possible future business opportunities are in the hands of owners and the board.
Therefore, for outbound innovation research, the FBG setting is particularly important because it
may cause the innovation to go out of sight of one firm but remain under the control of the family.
To sum up, we suggest the following research proposition

Proposition 5. Firm’s level, direction and nature of openness are affected by FBG

affiliation.

Discussion and conclusion

Miles et al. (2010) stated that traditional organisational forms will not be able to respond
effectively to future opportunities and challenges. This is true for family firms as well; therefore,
FBGs are one way to tackle future opportunities and the related risks and challenges in family
firms. However, it is not known how prevalent the structure of FBGs actually is. Despite this,
FBGs are under-researched, poorly identified and understood phenomena, but they provide an
interesting arena to study open innovation and notable underlying variable to study family firm
innovation.

Concerning family business innovation anomalies, the current study proposes the
following outcomes: First, innovation inputs and outputs may take place in different firms. This
means that innovation inputs and outputs are more difficult to measure. In the FBG setting, a single
firm may have a limited but dedicated, instrument-like role in a family-owned and -controlled

group. Although FBGs consist of legally independent firms, the decision power, resources and
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innovation outputs do not necessarily reside inside the boundaries of a single firm: they reside
inside group boundaries. Thus, the nature and boundaries of a firm are set based on ownership.

Second, in FBGs, ‘openness’ has many faces. Openness may be internal between firms that
are under the control of owners. Openness may be external to other firms or even between FBGs.
Internal openness refers to the fact that family members as managers and directors may be in a
position to better use those resources controlled by the entire FBG and/or the family, and they can
orchestrate the system to achieve innovation. In the emergence of the FBG, external openness may
be more relevant, but as the FBG matures, it is capable of generating innovations as a single system
(Méakimattila et al., 2016). Therefore, it is important to recognise the temporal phase of the family
business group and single firms belonging to the FBG. There is a difference whether the company
is a “still in the garage’ or whether it is a firm with multiple generations.

The FBG setting is particularly important for studies focusing on outbound innovation. As
Matzler et al. (2015) pointed out, innovation cannot be understood without taking owners into
consideration, and this especially applies to outbound innovation. The existence of FBGs may be
a vehicle for family firms or EF members to exploit those opportunities generated by R&D

capabilities in the group.

Limitations and further research

As the current paper has speculated about scenarios for open innovation research in FBGs,
there are some limitations that need to be acknowledged. Because business ownership and FBGs
are difficult to detect statistically, we do not know the magnitude of this phenomenon. Therefore,

the presented framework should be cautiously applied. Thus, further research should investigate
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the population of these companies and the prevalent phenomenon of FBGs. FBG research has
identified multiple methodological challenges (Rautiainen and Pihkala 2019), including, among
others, definitional challenges, a lack of available and accurate data and access to data. For
example, quantitative data, such as the Community Innovation Survey (CIS), include a variable
concerning affiliation to a business group but do not include a variable concerning family
affiliation. The development of new variables that would capture family and ownership relations
would advance this matter.

Following Feranita et al., (2017), research should go beyond single-firm boundaries,
studying how enterprising families organise their businesses. How do different firms under family
control and ownership collaborate, and how does the FBG structure enable innovation in its
different stages? One line of research is to empirically validate the presented framework.
Longitudinal, qualitative case study research could provide evidence of the dynamics of the FBG.
This requires access to informants who have a timewise sufficient perspective to cover the essential
parts of the innovation process and the roles of different entities in the process. From this
perspective, research should pay attention to firm interdependencies and study the FBG system
formed by different actors, resources and activities. In line with this, the ARA model could be one

suitable framework.
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