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MANAGEMENT | RESEARCH ARTICLE

CEO power, innovative investment and family 
board involvement: An empirical study of Chinese 
family SMEs
Kaiyang Sun1*

Abstract:  Drawn the socio-emotional wealth perspective, this paper investigates 
the relationship among CEO power, innovative investment and family board invol-
vement in family enterprises. Secondary data on listed Chinese family small- and 
medium-sized enterprises from 2015 to 2019 was accessed via the China Stock 
Market and Accounting Research database and analysed using hierarchical multiple 
regression. The findings suggest a significant positive effect of CEO power on 
innovative investment in Chinese family SMEs. This study also found the moderating 
effect of family board involvement could inhibit the positive relationship between 
CEO power and family SMEs’ innovativeinvestment. Further, compared with hiring 
external professional managers as CEO, the inhibitory moderating effect of family 
board involvement is more significant when a family member is appointed as a CEO 
in family SMEs. In order to better adapt to the increasingly competitive market 
environment, the findings of this paper suggest that internal family board members 
should appropriately reduce their influence on the CEO power to stimulate Chinese 
family SMEs to conduct more innovative investment for their long-term prosperity.

Subjects: Business, Management and Accounting; Strategic Management; Corporate 
Governance 

Keywords: Family firms; small and medium-sized enterprises; CEO power; innovative 
investment; R&D investment; family involvement; family board; CEO source

According to estimates, family-owned enterprises account for between 65% and 80% of firms 
worldwide (Bent & Seaman, 2017). Family small- and medium-sized enterprises (SMEs) tend to play 
an significant role in supporting the economic stability of many countries and regions, especially in 
emerging markets (Ahmad & Yaseen, 2018). In China, the success of family enterprises is becom-
ing increasingly necessary for the developing country’s economy (Yang et al., 2020). However, 
similar to the situation in many other countries, the rate of failure is notably high. Based on 
statistics, about 68% of Chinese family SMEs bankrupt within their first five years of operations, 
and only 13% of these firms have a lifespan that exceeds 10 years (Zhu et al., 2012).

With intensifying competition in the global markets, innovative/R&D investment has received 
much attention as one of the core factors that could assist family firms in remaining competitive 
against rival firms (Fuetsch & Suess-Reyes, 2017). Previous empirical studies demonstrated that 
a firm’s higher level of innovative investment could positively influence a family firm’s financial 
performance (Sher & Yang, 2005) as well as its stainable competitive advantage (Lee & Hsieh, 
2010). Thus, family firms’ R&D investment has become an increasingly frontier topic in past 
decades (Gomez–Mejia et al., 2014; Luo et al., 2019; Sun, 2019). Previous studies widely recognised 
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that stronger CEO power could effectively stimulate a firm’s innovative investment as innovative 
strategies plays an important role in assisting firms in achieving long-term financial success, thus 
bringing more compensation to CEOs (Barker & Mueller, 2002; Lewellyn & Muller-Kahle, 2012; 
Sheikh, 2018). This study assumes that the relationship between CEO power and innovative 
investment deserves further investigation due to the unique involvement of family members in 
the top management team and family CEOs’ family-oriented non-financial pursuits (Gómez-Mejía 
et al., 2007).

Previous studies contended that family firms’ non-financial goals like preserving family control 
over the firm (Luo et al., 2019; Sciascia et al., 2015), creating and maintaining a positive family 
business identity (Zellweger et al., 2010) and the intergenerational vision (Carney et al., 2019) 
could significantly reduce family firms’ risky innovative investment. Further, Matzler et al. (2015) 
empirical study has investigated how the three dimensions of family involvement (ownership, 
management and governance) will affect a family firm’s R&D input, and reflected that the family 
participation in general manager team will negatively impact the family firm’s innovative input. 
However, considering the huge differences between the general managers and the CEO in terms of 
their authority and status in a firm (Lewin & Stephens, 1994), the influence of family firms’ CEO 
power on family firms’ R&D intensity still remains unclear. While some studies have noted that 
having a family member as the CEO might result in less firm resources used to conduct R&D 
projects (Duran et al., 2016; Lodh et al., 2014), the mere presence of family members on the 
position of CEO does not automatically imply that the family CEO exert his/her actual influence on 
the family firm (Zellweger et al., 2010). To address this, this study tries to employ four dimensions 
of CEO power (see Table 1) to investigate how family CEOs’ actual influence on the business can 
affect innovative strategies.

Different with ordinary managers, as chief planners and architects of an enterprise, the CEOs 
tend to play a significant role in various decisions-making process (e.g., investment strategies; 
Crossland et al., 2014; Sheikh, 2018). From the perspective of stewardship theory (Miller & Le 
Breton-Miller, 2006; Y.-M. Chen et al., 2016), some empirical studies suggested that both family and 
professional CEOs in family firms tend to exert their power to support firms’ innovative investment 
to enhance firms’ innovative capability, and accordingly increase a firm’s long-term competitive-
ness in the competitive marketplace (Chen, 2014; Sheikh, 2018). However, in the distinctive context 
of family business, this study proposed that the positive effect of CEO power on innovative 
investment may be inhibited due to following reasons:

Firstly, some internal family CEOs may not be able to exercise their influence on the business 
independently due to their potential lack of skills/knowledges. Due to socio-emotional wealth 
(SEW) perspective (Gómez-Mejía et al., 2007), some internal family members who are not compe-
tent or lack of skills/knowledges are still appointed in the key positions including CEO position in 
order to maintain family control on the firms (Gibb Dyer, 2006). Under this situation, the CEO’s 
decision-making and behaviours might be closely monitored and adjusted by other internal 
stakeholders like board directors. Secondly, according to Sheikh (2018) study, the degree of 

Table 1. CEO power dimension and explanation
Dimensions of CEO power Interpretation of dummy variables
Ownership power Whether the CEO owns the equity 

Yes = 1, No = 0

Expert power Whether the CEO has a master’s degree or above 
Yes = 1, No = 0

Prestige power Whether the CEO has a part-time position outside the 
firm Yes = 1, No = 0

Structural power Whether the CEO is also the chairman of the board 
Yes = 1, No = 0
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CEOs’ power differs greatly in different firms due to various types of power distribution in a family 
firm, which implies that not all CEOs can enjoy a high degree of power in their firms. It is not 
uncommon that the family board directors have the potential to influence family CEOs’ works in 
the process of making key decisions, especially when the CEOs and board directors are bonded 
together through kinship and a shared family identity and a common history (Jacob, 2009; 
Zellweger et al., 2012). Under this situation, the family board directors’ possible pessimism towards 
R&D activities (due to SEW preservation) may influence a CEO’s decision-making process. Further, 
due to agency theory, the simultaneous presence of family board directors and family CEOs in the 
family firm might lead to a series of altruistic behaviours like free riding costs (Schulze et al., 2003) 
that might reduce the amount of innovative investment. Based on above reasoning, it tends to be 
meaningful to apply “family board involvement” as a moderating variable in this study to inves-
tigate how it will interfere the relationship between CEO power and family firms’ R&D intensity. By 
such, this study answers the call of Frank et al. (2017) and Weismeier-Sammer et al. (2013) studies 
to investigate how family-employee bond (one of the subscales of “familiness” construct) could 
affect a family firm’s innovation.

According to above reasoning, this study proposes that the decision-making process of external 
professional CEO and internal family CEO are likely to be diverse due to the interference of family 
board directors. In other words, the risk appetite of family firms may vary depending on both CEO 
source and family board directors’ involvement. Thus, the investigation regarding how different 
CEO power (actual influence instead of mere presence) in family business could affect firms’ 
innovative investment tends to be meaningful via employing family board involvement as the 
moderating variable. By taking Chinese-listed family SMEs from 2015 to 2019 as research samples, 
this paper aims to investigate the relationship between CEO power and innovative/R&D investment 
under the Chinese family SME context and explore how the family board involvement could 
interfere above relationship. The research model of this study is presented as below Figure 1.

1. Literature review and hypothesis

1.1. CEO power and R&D investment
A company’s R&D expenditure always plays an important and positive role in influencing a firm’s 
productivity growth (Wakelin, 2001). Besides, a significant positive relationship between innova-
tive investment and firm performance has also been widely supported (Belderbos et al., 2004). 
Successful innovative decision and investment will enhance enterprises’ core competitiveness in 
the competitive market environment (Driver & Guedes, 2012). However, most R&D projects have 
no immediate tangible returns since the duration of payback period is often quite long (Coad & 
Rao, 2010). Further, compared with carrying out those conservative firm strategies, the failure rate 
of innovative investment tend to be much higher (Tishler, 2008). Thus, whether to carry out 
innovative investment is a major problem faced by family enterprises. Since CEO is the main 
decision-maker in a small- and medium-sized enterprise (Thong, 1999; Thong & Yap, 1995), family 
SME’s CEO power will undoubtedly affect family SMEs’ decision-making towards innovative/R&D 
projects.

On the basis of incentive theory (Killeen, 1981), companies tend to grant the CEOs more 
authority and power to make decisions, thereby motivating CEOs to serve the firm and stimulate 
CEO’s creativity and motivation (Combs et al., 2007). Meanwhile, other family managers with social 
and human capital will be more motivated to allocate various resources into innovative program 
when the CEO is powerful and influential in the firm (Chen, 2014). Further, Daily and Johnson 
(1997) study suggested that the greater the power of the CEO, the less influenced he/she is 
influenced by those board directors. Thus, the powerful and influential CEO would be able to 
choose companies’ innovative strategies as their expectation.

From the perspective of stewardship theory, Davis et al. (1997) suggested that the CEO in 
family firms tend to focus on achieving organisation’s pursuits like sales growth and maximizing 
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shareholders’ wealth; this has become a way for the CEO to realize their personal value. Further, 
according to Lin (2005) study, CEOs’ pro-organisational behaviour could be best facilitated when 
they are given sufficient authority and discretion. Therefore, if the family business grants the CEO 
sufficient autonomy and maintain a relationship of mutual trust with the CEO, the CEO will behave 
as an ideal “steward” aiming at maximizing the interests of shareholders. In order to achieve this 
goal, the CEO will be more inclined to implement innovative strategies and increase R&D invest-
ment to enhance the competitiveness of family business. Based on above discussion, the first 
hypothesis of this paper could be proposed: 

Hypothesis 1: The CEO power is positively related to the level of innovative investment.

1.2. The moderating role of family board involvement
The board of directors tend to play an important role in family enterprises. Firstly, the board of 
directors could exert significant influence in the formulation of business strategies (Kelly & 
Gennard, 2007). Secondly, the board of directors could have sufficient power to hire, appoint and 
supervise senior managers including the CEO (Borokhovich et al., 1996; Tian et al., 2011). In family 
firms, the participation of family members in the board become the main way to influence family 
firms’ decision-making process and supervise/monitor the CEO behaviours (Corbetta & Salvato, 
2004). Besides, Voordeckers et al. (2007) study noted that the participation of family members in 
the board of family firms could maintain the family’s control over the enterprise, and thus improve 
the efficiency of corporate governance. Based on this, this study supposes that the influence of 
family board involvement cannot be neglected while investigating the relationship between CEO 
power and innovative investment under a family business context.

Many existing studies noted that the family board involvement should be negative to family 
firms’ R&D strategies (Adams et al., 2006; Matzler et al., 2015; Munari et al., 2010). From the 
perspective of socio-emotional wealth (SEW), the gain or loss the socio-emotional wealth 
becomes the primary referencing point for family board directors to make strategic decisions 
(Gómez-Mejía et al., 2007). Family board directors tend to restrict the entry of external talents into 
the top management team of the business in order to maintain family control over the family 
firms (Lionzo & Rossignoli, 2013), which is not conducive to the flow of innovative thinking into 
family business. Further, Jiang et al. (2020) indicated that family directors always avoid or 
minimise risky innovative investments in order to effectively perpetuate family inheritance in 
the future. As the involvement of family board deepens, the family’s control over the business 
becomes higher, and the directions of firms’ business strategies will be closer to the expectation of 
the family (Bammens et al., 2008).

Although a CEO is the highest planner of family firms’ business operation, his/her decision- 
making could still be interfered by family board directors (Sheikh, 2018). With the degree of family 
board directors’ participation becomes deeper, the CEOs in family firms could face more decision- 
making resistance from the family board directors, thus accordingly reducing risky innovative 
investments. Based on above, the second hypothesis of this paper could be proposed: 

Hypothesis 2: The family board involvement could inhibit the positive relationship between CEO 
power and R&D investment

1.3. The interact effect of family CEO and family board involvement
According to existing studies in regard with CEO source (Kang & Kim, 2016; Lin & Hu, 2007), 
the sources of CEOs in family business usually fall into two categories: (a) the internal family 
members serve as CEOs, such as the children and brothers of the founders; (b) a non-family 
professional manager serve as the CEO. This study supposes that the inhibiting effect of 
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family board involvement (see hypothesis 2) on the relationship between CEO power and R&D 
investment may differs under different CEO sources. Westphal (1999) study suggested that 
the kinship and social ties between CEOs and board directors could enhance the mutual trust 
and loyalty, resulting in a more collaborative working relationship, which encourages CEOs to 
solicit board directors’ advice on strategic issues. Considering a family CEO and family board 
members are from the same family background, and share a same family social network, this 
study proposes that an internal family CEO may be inclined to align his/her strategic decision 
with other family board directors.

As mentioned in last part, family board directors are usually reluctant to carry out risky 
innovative strategies in order to preserve their family firms’ socio-emotional wealth (Matzler et al., 
2015; Patel & Chrisman, 2014). Under this situation, those internal family CEOs’ decision-making 
processes are more likely be affected by family board directors’ mind, and accordingly reduce their 
willingness to invest in R&D projects that are highly risky and full of uncertainty. Meanwhile, the 
nepotism and altruism could be formed when the CEO position and board directors’ position are 
both occupied by internal family members (Miller et al., 2015). Under this situation, a series of 
excessive costs like free riding costs and perquisites may occur (Schepers et al., 2014), which will 
potentially reduce family businesses’ resources/funding which could have been invested in those 
innovative/R&D projects. Based on above, the third hypothesis of this study could be proposed: 

Hypothesis 3: Compared with having a professional manager as the CEO, the inhibiting effect of 
family board involvement on the relationship between CEO power and innovative investment is 
more reflected in those family firms with a family member serving as the CEO. 

The research model of this study is presented as figure 1

2. Data and methods

2.1. Data source and sample
This paper collected and analysed data from listed Chinese family SMEs recorded in Chinese 
Stock Market & Accounting Research (CSMAR) database. CSMAR is a high-quality database and 
has been widely used in past Chinese business studies (Chi et al., 2010; Li et al., 2014; Truong, 
2011) since it has consolidated a comprehensive collection of statistics regarding Chinese 
listed enterprises. In this paper, Chinese firms listed in the 2015–2019 SME board were 
sampled. The study population of this study includes 1536 listed firms in Chinese SME 

Professional CEO power

Family CEO power

innovative
investment

Independent Variable - CEO power
Dependent Variable 

Moderating Variable

Family board involvement

Figure 1. Research model of 
this study.
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board. The sampling process is as below: (a) Selecting the firms whose actual controllers are 
families (Campopiano et al., 2014); (b) Excluding those enterprises where the controlling 
shareholders’ equity is less than 5% (Choi et al., 2015); (c) Screening the listed family 
enterprises across different industries according to the criteria of Chinese SMEs. For instance, 
in manufacturing industry, the employee number in the chosen company should be between 
20 and 1000 (Prange & Zhao, 2018); (d) Since R&D investment is not mandatory data for 
public disclosure, the enterprises with insufficient data required for this study were excluded 
during the sampling process. By above process, this study obtained 1079 firm-year 
observations.

3. Measurement

3.1. Independent variable
CEO power is used as the independent variable in this study. Finkelstein (1992) divided the power 
of top management team into four dimensions including structural power, ownership power, 
expert power and prestige power. Based on prior studies (Korkeamäki et al., 2017; Victoravich 
et al., 2011; Yang & Liu, 2017), this study selected four dummy variables corresponding to above 
four dimensions to measure a firm’s CEO power. Specifically, each sample firm’s CEO power is 
measured by the average of the four dummy variables in this study. Below Table 1 showed the 
classification and interpretation of dummy variables. In this study, the CEO information was 
manually collected and consolidated through the prospectus of sample listed family firms. In 
China, the prospectuses of listed firms are required to be open to public, and they can be accessed 
via the China Securities Regulatory Commission (CSRC) website (http://www.csrc.gov.cn). CSRC is 
the only government agency responsible for enforcing security laws and regulations in Chinese 
stock market (Chen et al., 2005).

3.2. Dependent variable
In this paper, the innovative input of family SMEs is the dependent variable, and it is measured as 
the ratio of a firm’s R&D expenditure to total sales (Coad & Rao, 2010; Kim, 2018; Zantout & 
Tsetsekos, 1994). Matzler et al. (2015) suggested that R&D spending could be considered as an 
appropriate indicator to measure a firm’s innovative capability.

3.3. Moderating variables
Family board involvement is the moderating variable in this study. To be consistent with prior 
studies (Matzler et al., 2015), the degree of family board involvement is measured as the ratio of 
the number of family members sitting on the firm’s board to the total number of board directors. 
As the same way of collecting the CEO information, the number of family members in the board 
and the total number of board directors are both manually collected from sample family firms’ 
prospectuses.

3.4. Control variables
There are many factors affecting enterprises’ R&D investment, and control variables can 
effectively control the influence of other factors on family SMEs’ innovative investment. 
Following prior studies, this study controlled the following variables: firm size, firm age, 
financial leverage, return on assets and sales growth (Haider & Fang, 2018; Kotlar et al., 
2014; Matzler et al., 2015). The firm size is computed as the natural logarithm of the sample 
firms. The firm age is measured as the difference between the date of the recorded statistics 
in the database and the year when the enterprise was established. The financial leverage is 
measured as the asset-liability ratio. The sales growth is measured as the logarithm of 
current sales minus last year’s sales divided by last year’s sales. In addition, this study also 
controlled the industry and year as dummy variables. The measurements of all kinds of 
variables are concluded in below Table 2.
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4. Analysis and results

4.1. Descriptive statistics and correlation coefficients
In this part, the descriptive statistic and correlations of variables are provided in Tables 3 and 4, 
respectively. Table 3 depicts a basic statistical summary of all variables, including mean value, standard 
deviation, minimum value and maximum value. The datasets include 1079 firm-year observations. The 
average ratio of family members on the board to all board members is 31%. The average innovative/R&D 
investment of sample firms is 5.2%, the maximum value is 26.15%, and the minimum value is 0.07%. It 
can be seen that the intensity of innovative investment of sample firms varies greatly.

Table 2. Measurement of variables
Variable type Variable name Abbreviations Measurement
Dependent Variable Innovative investment RD The ratio of R&D spending 

to the total sales

Independent Variable CEO power power The average of the four 
dummy variables which 
represent different 
dimensions of CEO power

Moderating Variable Family board 
involvement

fb The number of family 
members in the board 
divided by total number 
of board directors

Control Variable Firm size size Natural logarithm of 
a firm’s total assets

Firm age age The number of the years 
since the firm’s 
establishment

Leverage lev The asset-liability ratio

Sales growth growth Current sales minus 
last year’s sales, then 
divided by last year’s 
sales.

Return on assets Roa Net income divided by 
average assets

Family CEO Fm CEO Whether the CEO is 
a family member 
Yes = 1, No = 0

Year year Dummy variable

Industry Industry Dummy variable

Table 3. Descriptive statistics
Variables N Mean SD Minimum Maximum
CEO power 1079 0.53 0.16 0.00 1.00

R&D investment 1079 0.52 3.91 0.07 0.26

Family board 1079 0.31 0.16 0.00 0.62

Firm size 1079 22.12 0.85 19.03 25.41

Firm age 1079 15.05 4.60 7.00 31

Leverage 1079 0.29 0.21 0.02 0.97

Growth 1079 0.23 0.33 −0.38 2.9

ROA 1079 0.03 0.04 −0.21 0.25

Family COE 1079 0.61 0.52 0.00 1.00
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The correlation coefficients showed in Table 4 reveal that CEO power is positively associated with 
a family firm’s innovative investment (r = 0.22, p < 0.01), which initially confirm the hypothesis 1 of 
this study. In addition, it can be seen that the family board involvement could have a negative 
influence on a family firm’s innovative expenditure (r = −0.06, p < 0.05). All the correlations are less 
than 0.5, which indicates that multicollinearity is not a problem in this study.

4.2. Regression results
This study firstly investigates the influence of CEO power on a family firm’s innovative investment, 
then investigates the moderating effect of family board involvement on above relationship, and 
finaly tests if the CEO source could influence the results. Below Table 5 reports a set of hierarchical 
multiple regression analysis results. Model 1 is the baseline model, which includes all the control 
variables. Model 2 adds the CEO power as the independent variable. The regression results of 
Model 2 reveal that the influence of CEO power on innovative investment is posituve and sig-
nificant (β = 0.69, p < 0.01), indicating that the stronger CEO power will enhance a family SMEs’ 
innovative investment. Therefore, the hypthesis 1 of this study is well supported.

For the purpose of testing the moderating effect of family board involvement on the relationship 
between CEO power and innovatiev investment, the interation term (Power×Fb) is entered at Model 
3. The regression results in Model 3 showed that the interation term (Power ×Fb) has a significant 
influence on a family SMEs’ innovative expenditure (β = −0.15, p < 0.01). This result indicates that 
the family board involvement could weaken the postive relationship between CEO power and R&D 
investment. Thus, the hypothesis 2 of this study is supported.

In below Table 6, a set of regression analysis were conducted to test if the moderating effect of 
family board involvement differs under different source of CEO. Specifically, Model 4 and Model 5 in 
Table 6 tested the influence of professioanl CEO power and family CEO power on a family SMEs’ 
innovative investment, respectively. The results show that both family CEO power and professional 
CEO power positively affect a family firm’s innovative investment (β = 0.69, p < 0.01, β = 0.33, 
p < 0.05, repectively).

Further, Model 6 and Model 7 in Table 6 tested the moderating effect of family board involve-
ment under different CEO sources. The results in Model 6 show that the interaction term “CEO 
power ×Fb” did not have a significant influence on family firm’s innovative investment (β = −0.02, 
ns), which indicates the moderating effect of family board involvement on the relationship 
between CEO power and R&D expenditure is relatively weak when an external professional 

Table 4. Correlation coefficients
Variable RD Power Fb Lev Roa Age Size Growth FmCEO
1. RD 1.00

2. Power 0.22*** 1.00

3. Fb −0.06** −0.01* 1.00

4. Lev 0.12*** 0.05*** −0.1** 1.00

5. Roa 0.01** −0.15** 0.07*** −0.3** 1.00

6. Age 0.06*** 0.08*** 0.05*** 0.02*** −0.31* 1.00

7. Size −0.21** 0.09*** 0.20*** 0.42*** −0.07 0.04* 1.00

8. Growth 0.24*** 0.09*** 0.05** 0.33*** 0.20** 0.02* 0.02* 1.00

9. FmCEO 0.01*** 0.41*** 0.49*** 0.07*** 0.05** 0.23** 0.20** 0.21* 1.00

10. Year Dummy

11.Industry Dummy

N = 1079. *,**,*** Significance at 0.10, 0.05 and 0.01, respectively 
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manager is appointed as the CEO of the family firms. The results in Model 7 reveal that the 
interaction term “CEO power ×Fb” has a significant influence on a family firm’s innovative invest-
ment (β = −0.07, p < 0.01), which means the moderating effect of family board involvement is 
significant when a family member is appointed as the CEO of the family firms.

Table 6. Regression analysis based on different sources of CEO
Variables Model 4 

Professioanl CEO
Model 5 

Family CEO
Model 6 

Professioanl CEO
Model 7 

Family CEO
Power 0.69*** 0.33** 0.67** 0.82***

Fb −0.21 −0.35*

Power ×Fb −0.02 −0.07***

Lev −0.03*** −0.01*** −0.03*** −0.01***

Roa 0.22*** 0.32*** 0.23*** 0.33***

Age 0.06 −0.02 0.06 −0.02

Size 0.19 0.23 0.20 0.25

Growth −0.43*** −0.49*** −0.46*** −0.49***

Industry Dummy Dummy Dummy Dummy

Year Dummy Dummy Dummy Dummy

n 421 658 421 658

R2 0.22 0.14 0.23 0.14

Adj. R2 0.21 0.12 0.22 0.12

*,**,*** Significance at 0.10, 0.05 and 0.01, respectively 

Table 5. Regression results for the effect of CEO power on R&D investment, and the moder-
ating effect of family board involvement
Variable Model 1 Model 2 Model 3
Independent variable

Power 0.69*** 0.75***

Moderator

Fb 0.67

Interaction term

Power × Fb −0.15***

Control variable

Lev −.34*** −.30*** −.28***

Roa 0.02*** 0.02*** 0.03***

Age −.01 −.06 −.05

Size .26*** .19*** .16***

Growth 0.03* −0.05* −0.03*

FmCEO 0.04 −0.02 −0.02

Industry Dummy Dummy Dummy

Year Dummy Dummy Dummy

n 1079 1079 1079

R2 0.185 0.189 0.193

Adj. R2 0.173 0.179 0.181

N = 1079. *,**,*** Significance at 0.10, 0.05 and 0.01, respectively 
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Based on above, it could be concluded that the positive effect of CEO power on innovative 
investment will be inhibited by family board involvement if a family firm’s CEO is an internal family 
member. Thus, the hypothesis 3 of this study is supported.

5. Discussion
The empirical results provide strong evidence to confirm the three hypotheses proposed by this 
study. Firstly, the positive relationship between CEO power and innovative investment under the 
Chinese family SME context. The confirmation of hypothesis 1 strongly supports the viewpoint of 
stewardship theory (Davis et al., 1997), which implies the CEO, whatever internal or external, 
tend to behave as a dedicated steward in the fmaily enterprise when he/she has more authority 
and power in the CEO positon. Both family and professioanl CEO tend to exert their power to 
conduct more innovative investment, and maximize their unility to achieve organizationl suc-
cess rather than personal interests. Further, the finding regarding positive impact of external/ 
professional CEOs’ power on R&D expenditure challenges the viewpoint of principle-agency 
theory (Block, 2012; Fong, 2010) which imples the agency conflict between shareholders and 
external managers will neagtively affect a firm’s innovative investment. Besides, the positive 
relationship between CEO power and innovative investment can also be linked to previous 
findings based on incentive theory (Francis et al., 2011; Hagendorff & Vallascas, 2011; Lin 
et al., 2011). For instance, Francis et al. (2011) study found that the CEO who received abundant 
compensation and equity compared to other executives is more likely to make risky innovative 
strategies which could bring huge long-term success to the companies.

Secondly, the hypothesis 2 regarding the moderating effect of family board involvement is 
confirmed. This result is in line with previous studies’ findings based on socio-emotional wealth 
perspective (Gómez-Mejía et al., 2007), and provides further evidence that family firms’ priority of 
preserving socio-emotional wealth could inhibt firms’ risk-taking behaviors. If family members are 
involved in the board of a family firm, they are more likely to put the achievement of non- 
economic/socio-emotional goals (e.g., family identification and reputation) at the first position 
(Deephouse & Jaskiewicz, 2013), and thus tend to prevent conducting risky innovative startegies/ 
investments that may be more in line with a family firm’s long-term economic interests.

Thirdly, the findings of this study also support the hypothesis 3 which is an extension of 
hypothesis 2. The inhibiting effect of family board involvement on the relationship between CEO 
power and innovative investment is mainly reflected while a famiy member serving as the CEO. 
This results confirm a potential negative effect of family social ties on a family firm’s decision- 
making. Some prior studies noted that internal family social capital usually has a positive influence 
on family cohesivess (Salvato & Melin, 2008), and also enhace family firms’ competitiveness 
(Chang et al., 2009). However, this paper provides a promsing perspective and a evidence to 
prove that family ties/cohesiveness could potentially hinder a family firm’s strategic adaptation 
since the interact effect of family CEO and family board involvement will significantly reduce 
a family firm’s innovative investments, which may bring huge success to the family firms in the 
long term. The confirmation of H3 of this study is in line with existing studies (Shi & Wu, 2021; Van 
den Heuvel et al., 2006) that contend that the altruistic behaviours due to family board involve-
ment will reduce family firms’ cash flow used to conduct R&D projects.

Further, the empirical evidence regarding H3 could be explained by the supervisory role of family 
board directors. Anderson and Reeb (2004) study suggested that having independent board 
directors is necessary for a family-owned business, because a board dominated by internal family 
members will be less effective in monitoring the behaviors of family top managers/CEOs. Although 
many existing studies based on agency theory suggested that family networks bind the family 
members together and boost loyalty among family members, which may lead to a willingness of 
some family CEOs to abandon “on the job” consumption (James, 1999; Sanchez-Ruiz et al., 2019), 
some other studies argued that the altruism and nepotism among internal family members may 
lead to excessive company-paid private consumption (Kappes & Schmid, 2013), thereby increasing 
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agency costs and reduing the resources used to conduct R&D projects. The findings from this 
empirical study well supports the latter view. Thus, in a part of family firms where the internal 
family CEOs’ opportunistic behaviors and resource abuse are severe, the potential fundings/ 
resources that might be used for developing long-term innovative strategies will be eroded due 
to the weak supervision of internal family board directors.

6. Conclusions and contributions
This paper provides promising insight related to the relationship between CEO power and innova-
tive investment under a context of family SMEs, and innovatively investigates how the family board 
involvment affects the relationship between CEO power and innovative investment under different 
CEO sources. Using sample firms listed on the Chinese SME board, this empirical study confirmed 
the positve effect of CEO power on Chines family SMEs’ innovative investment, as well as the 
inhibiting effect of family board involvement on above relationship. Besides, this study also found 
the interaction of family CEO power and family board involvement will have a neagtive impact on 
a family firm’s innovative investment.

The theoretical contributions of this study are as following: Firstly, this study provides 
a promising research model among three variables including CEO power, innovative investment 
and family board involvement, investigating how family board involvement affects the relationship 
between CEO power and innovative investment under a family SME context. As a result, the 
inhibiting effect of family board involvement differs under different CEO sources. Unlike previous 
studies that widely employed mere presence of family CEO as the antecedent of innovative 
investment, by applying the four dimensions of CEO power (see, Table 1), this study tries to answer 
Weismeier-Sammer et al. (2013) call to investigate family CEO’s actual influence on innovative 
strategies. Therefore, this study opens a promising avenue to explore how those unique features of 
family businesses-familiness construct (Frank et al., 2017; Zellweger et al., 2010) can influence 
innovative investment.

Secondly, sicne the CEO’s tendency to condcut more innovative investment will be diminished 
when the CEO and board directors come from the same family group, this study contributes to the 
literature regarding the dark side of SEW (Kellermanns et al., 2012). Specifically, this study ques-
tioned the positive influence of family social network which is considered as one of the compo-
nents of SEW (Berrone et al., 2012). Many exsiting studies emphasized the positive effect of family 
social network on a family firm’s long-term development since family members usually share 
common history, culture and family background, which makes the information exchange more 
efficiently within family firms (Adler & Kwon, 2002; Herrero, 2018; Nahapiet & Ghoshal, 1998). 
However, the empirical findings of this study reveal that a family firm’s R&D activities/programs 
will be reduced by family board involvement if a family member is appointed as the CEO, which 
implies a negative firm outcome caused by family social ties between family CEO and family board 
directors. Thus, based on the results from prior studies and this study, family social capital has 
been proved to be a ‘double-edge sword’for a family firm’s long-term development.

Besides, the confirmation of H1 and H3 of this study offers an insight to effectively challenge the 
traditional viewpoint regarding principal-agency conflicts (Claessens et al., 2000; Fang et al., 2017) 
under a family SME context. In contrast to those family CEOs whose decision-making process can 
be interfered by board directors, the finding of this study demonstrated that those external hired 
professional CEOs will conduct more innovative investment as their power grows in family firms, 
and this positive effect cannot even be interfered by internal family board directors. Consistent 
with stewardship theory, this finding implies that the professional CEOs in family firms are more 
likely to put organisation’s long-term objectives ahead of their personal interests. If they were 
given sufficient authority and discretion, external hired professional CEOs will try to maximize 
shareholders’ benefits, and assist family firms to achieve long-term prosperity. Besides, this find-
ings also consolidated organisational identity theory in a family business context. A stronger 
organisational identity implies that the organisation might becomes an extension of employees’ 
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self, thus creating the sense of “oneness” which will positively affect employees’ attitudes and 
actions toward their work (Ashforth & Mael, 1996). In the context of family business, the findings 
of this study is in line with Zellweger et al. (2010) research which condent that non-family 
managers will behave as a loyal and dedicated steward once they embrace the beliefs and long- 
term goals of the family, indicating that a strong family business identity has been established.

As for the practical implication, the finding of this paper could effectively help more family firms, 
especially those Chinese family SMEs to achieve success. The inhibiting effect of family board 
involvement on the relationship between family CEO power and innovativeinvestment implies that 
the resource abuse caused by family nepotism cannot be neglected by Chinese family SMEs. In 
addition, since the finding showed that family board involvement will significantly weaken the 
positive effect of CEO power on innovative startegies, the degree of the involvement of family 
board directors should be kept relatively lower than before.

7. Limitations and future directions
Some limitations in this paper should be noted: Firstly, this study only selected Chinese listed 
family SMEs as the research sample, which imples the results obtained from this study may not be 
generalisable to larder-sized enterprise. Secondly, this empirical study only focus on Chinese family 
firms, which indicates the results could only apply to the family business in China but not to family 
enterprises in other countries. Further, this study uses R&D spendings as the only dependent 
variable. Although R&D investment is commonly used in previous studies to indicate a firm’s 
competitiveness and innovative capability (Chen, 2014; Matzler et al., 2015), some more depen-
dent variables (e.g R&D output and other financial firm performance) could be applied into the 
theoretical model of this study in future studies. Besides, this study only selected four dummy 
variables corresponding to four CEO power dimensions (ownership power, prestige power, expert 
power and structual power) to measure a sample family firms’ CEO power, more dimensions/ 
variables related with CEO power could be comprehensively explored in future research to enrich 
the study of antecedent of family firms’ innovative strategies.
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