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Firms’ risk-taking for customers’ benefit and its
relevance with performance relative to aspiration

Steve Kyungjae Lee'*

Abstract: We focus on firms’ risk-taking for customers and investigate how this
type of risk-taking is influenced by “performance relative to aspiration” (PRA).
Specifically, we examine the PRA and project-financing (PF) loan activities of all 79
savings banks in South Korea from 2013 to 2021. Contrary to the prevalent predic-
tion that risk-taking increases with negative PRA, we demonstrate that banks with
a more positive PRA take higher risk through PF loans. This suggests that a more
positive PRA has given banks the freedom of action to pursue a social-based goal of
small business support, which has been neglected by management as less impor-
tant than their most important goal of pursuing their own profit. Furthermore,
unlike the dominant idea that family firms are more risk-averse than non-family
firms, we find that when PRA is positive, family firms engage in risky actions more
actively for their customers than non-family counterparts. In other words, banks
with better PRA take more risk to provide financial opportunities to their customers
and this type of risk-taking is more pronounced for family firms. Implications and
future research are discussed.

Subjects: Strategic Management; Entrepreneurship and Small Business Management;
Organizational Studies

Keywords: performance relative to aspirations; risk-taking; behavioral theory of the firm;
savings banks; project-financing

JEL Classifications: D21; D22; G21; G32; M20

1. Introduction

Scholars in the strategic management have been interested in whether and how firms take varying
degrees of risks in response to “performance relative to aspiration” (PRA) (P. Bromiley et al., 2001;
P. H. L. L. I. P. Bromiley & Rau, 2010; Schumacher et al., 2020; Smulowitz et al., 2020). Specifically,
prior studies argue that, when performance is above aspirations (positive PRA), firms place more
emphasis on proven strategic actions that lead to such good performance, while when perfor-
mance is below aspirations (negative PRA), they explore new strategic ones to improve poor
performance (Cyert & March, 1963; Dong, 2021; Eggers & Suh, 2019; Gaba et al.,, 2022; Greve &
Gaba, 2017; March & Simon, 1958; Xie et al., 2019). As a result, scholars predict that when
performance is below aspirations, firms’ risk-taking becomes generally greater, whereas when
performance is above aspirations, firms’ risk-taking decreases (Lim & Mccann, 2013; P. Bromiley,
1991; Palmer & Wiseman, 1999; Singh, 1986; Smulowitz et al., 2020; Wiseman & Bromiley, 1996).

However, while existing studies provide an excellent insight into how firms’ risk-taking will be in
response to PRA, they have analyzed the behavior of risk-taking primarily with the logic of profit
maximization. In other words, the existing prediction that risk-taking increases when performance is

© 2023 The Author(s). This open access article is distributed under a Creative Commons
Attribution (CC-BY) 4.0 license.
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below aspirations is heavily based on the idea that firms take risks to pursue their own profit through
the improvement of performance (Hoskisson et al., 2017). Accordingly, there is a lack of sufficient
recognition among existing literature that firms take risks for the benefits of customers and, more
importantly, that firms will then respond differently to PRA by changing their willingness to take risks.

This study focuses on the firms’ risk-taking for their customers, which has been overlooked in
prior studies. Specifically, if firms’ motivation for risk-taking is closer to benefitting their customers
rather than themselves, how is this type of risk-taking related to PRA? Furthermore, does the
relationship between risk-taking and PRA vary by the type of corporate ownership? In particular,
how will the unique strategic characteristics of family firms, compared to non-family firms, affect
the relationship between risk-taking for customers and PRA?

We argue that firms’ risk-taking increases when PRA is positive, contrary to existing predictions.
To empirically test this argument, we investigated the PRA and project-financing (PF) loan activities
of entire 79 savings banks in South Korea from 2013 to 2021. PF loans are business loans that
savings banks provide to small and medium-sized enterprises (SMEs) with high future potential,
despite their current weak performance. PF loan is one of the most dangerous loans managed by
savings banks because while several types of collateral are possible in PF loans in certain countries,
such as Spain (Bros & Vivas, 2019), PF loans in South Korea are made only with business potential,
that is, future cash-flows, without collateral. Thus, if a borrower construction company declares
bankruptcy, it is impossible for savings banks in South Korea to recover the loan, resulting in
enormous financial losses. Thus, by lending money without collateral, banks take a substantial risk
in order to provide their customers with financial opportunities for future growth. Due to the nature
of PF loans, banks that put their own interests first do not actively participate in PF loans by
rejecting most PF loan requests from SME customers.

Under these circumstances, our results show that the greater the positive PRA, the more active the
banks’ participation in PF loans. In other words, contrary to the prevalent prediction that risk-taking
increase when PRA is negative, banks with a greater positive PRA take rather higher risks through more
engagement in dangerous PF loans. This suggests that a greater positive PRA has given banks the
freedom (or leeway) of action to pursue a social-based goal of small business support, which has been
neglected by management as less important than their most important goal of pursuing their own profit.
And the freedom resulting from positive PRA make banks more willing to take risks to provide financial
opportunities to their SME customers. Furthermore, contrary to the dominant idea that family firms are
more risk-averse than non-family firms, the results demonstrate that the positive relationship between
positive PRA and PF loans becomes more pronounced for family-owned savings banks. This suggests that
when performance is above aspirations, family firms’ unique strategic characteristics makes family firms
take more risks for their customers than non-family firms to enhance their long-term non-financial value
such as social reputation, honor and customer loyalty.

In this respect, this study makes several important contributions to relevant literatures. First, this study
contributes to the literature on behavioral theory of the firm (BTOF) by suggesting that the relationship
between risk-taking and PRA may vary depending on the strategic value a firm pursues through risk-
taking. Specifically, this study suggests that we need to study various motive of risk-taking other than the
pursuit of own profit and whether and how these different types of risk-taking exhibit diverse relation-
ships with PRA. Second, this study contributes to the literature on family business by suggesting that if
family firms perceive that they can enhance their long-term non-financial value by undertaking risks,
they engage in risky actions more actively than their non-family counterparts do.

2. Theory and hypotheses
2.1. Positive PRA and firms’ risk-taking for the benefit of customers
In general, strategic management scholars have analyzed firms’ risk-taking mainly through the

lens of maximization of economic interest (Hoskisson et al, 2017). In particular, when
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performance is lower than aspirations, firms engage in risky activities with uncertain outcomes to
turn around unacceptable financial performance or improve their economic position relative to
other firms (P. Bromiley, 1991; Singh, 1986; Smulowitz et al., 2020). On the other hands, when
performance is higher than aspirations, firms seek stability by adhering to proven strategic actions
that lead to such good performance, thereby lowering their risk-taking (Lim & Mccann, 2013;
Palmer & Wiseman, 1999). However, while the pursuit of profit is admittedly the most important
goal of firms, the extant literature has not paid sufficient attention to the various potential motives
of firms’ risk-taking and, more importantly, to the possibility that firms respond differently to PRA
depending on the strategic value they pursue through risk taking.

Nowadays, an increasing number of companies are increasing their business activities not only
for themselves but also for other stakeholders such as customers, local suppliers, and employees
(Wickert & Risi, 2019). For example, firms seek to support local community by forming partnerships
with local businesses in which they are located, instead of maximizing their individual profits by
working with the most competitive outside partners (Govindan et al., 2018). In addition, many
firms make substantial social investments (e.g., building local libraries, donating to schools, and
protecting the environment), which are less directly related to immediate financial profit (Carroll &
Brown, 2018). Considering the increasing number of altruistic behaviors of firms, under what
circumstances will firms’ risk-taking stand out the most when such actions are more for their
customers’ benefit than themselves?

Regarding this, contrary to existing arguments, we argue that firms will increase their risk-
taking, especially when performance is above aspirations (that is, positive PRA). First of all, firms
have no choice but to allocate their valuable resources and capabilities to different goals based on
their strategic importance (Hutchison-Krupat & Kavadias, 2015). In a situation where there are
severe competitions in the markets and strategic resources are limited, firms must use their scarce
resources and capabilities in achieving more strategically important goals. The most strategically
important objective for a company is the pursuit of its own profit above all else. The pursuit of
profit is the fundamental reason that a company was born and is the only way to make it
sustainable. Of course, firms’ strategic decisions to pursue the benefit of customers or local
communities can also greatly enhance their competitiveness in the long run. Prior studies empiri-
cally demonstrate that firms’ active pursuit of customer value can increase their long-term market
performance by improving their reputation and customer loyalty (e.g., Reimann et al., 2010).
However, while firms’ decision to pursue customer benefits can be conducive to their long-term
competitiveness, pursuing customer value is not a high strategic priority from a firm’s viewpoint
because it has no direct relevance to its immediate profits.

Thus, firms first spend their scarce resources and capabilities on the goals they deem most
important among their strategic priorities; once they achieve these goals to some extent, they can
then increase efforts towards their next important strategic goals (Greve & Gaba, 2017; Greve,
2008). When actual performance is higher than aspirations, management can interpret this as
a sign that they have substantially achieved their most important goal of pursuing profits.
Therefore, when PRA is positive, firms then tend to increase efforts towards achieving strategic
objectives that have lower strategic priority, such as pursuing consumer value. In other words,
exceeding a primary financial goal allows firms to marginally increase their devotion to secondary
objectives (Cyert & March, 1963; Greve, 2008). Hence, a positive PRA gives companies the freedom
to pursue a less important objective in their strategic priorities; in our case, this means accom-
modates the demands of customers. Essentially, compared to firms without a positive PRA, those
with a positive PRA have more freedom and are more likely to be willing to take risks for customers’
benefit.

The positive relationship between positive PRA and risk-taking for customers can also be
explained in terms of corporate social legitimacy rather than strategic priority logic. If firms

today ignore the expectations of the business community and act only in their own interests
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(i.e., based solely on their own financial consideration), they are condemned by many social
stakeholders as vicious companies (Fernando & Lawrence, 2014; Jeong & Kim, 2019). Or they
may even lose legitimacy and be expelled from the community. Thus, an increasing number of
firms are trying to maintain their legitimacy by taking social responsibility and accommodating the
demands of various stakeholders. However, if the firm is too faithful to the needs of its stake-
holders to be recognized for its legitimacy, such as being too obedient to social demands, the
efficiency of the firm will be ignored and the viability of the firm may be threatened. Indeed, if
a company is too engrossed in meeting social demands, the capital and resources required for
research and development (R&D) investment decrease, reducing the firm’s competitiveness
(Merkelsen, 2011).

Then, the most effective way to pursue economic efficiency and gain legitimacy from stake-
holders (e.g., consumers) is to actively respond to social demands when the firm has financial
leeway. When a firm is struggling financially, its legitimacy will not be greatly undermined by its
stakeholders, even if the firm pays less attention to social demands because stakeholders are well
aware that the survival of a firm comes first. However, if firms only pursue their own profits, not
social value, even in a financially viable situation, their legitimacy will be greatly undermined by
stakeholders. This is especially true for customers because firms generate most profits from them.
Therefore, when PRA is positive, firms try to protect their legitimacy by more actively accommo-
dating social demands. Consequently, this increases firms’ willingness to take risks for customer
benefits.

From the above discussion, we propose our first hypothesis as follows.

Hypothesis 1: There is a positive relationship between positive PRA and firms’ risk-taking for the
benefits of customers.

2.2. The moderating role of familiness on the relationship between positive PRA and firms’
risk-taking for customers

In the second hypothesis, we predict that the positive relationship between positive PRA and firms’
risk-taking for customer will vary according to the type of corporate ownership. Strategic manage-
ment scholars have long argued that corporate ownership can affect not only how firms operate
but also the value they ultimately pursue, thereby affecting their strategic choices (e.g., Baysinger
et al., 1991; Denis et al., 1999). The decision to take risks to accommodate customer demands is
clearly an important strategic choice for management. This study argues that such an important
strategic choice by firms, risk-taking for the benefit of customers, can be greatly influenced by the
type of corporate ownership. In other words, we strongly believe that unique strategic character-
istics of family firms compared to non-family counterparts make family firms choose different
strategic action, thereby affecting firms’ risk-taking for their customers.

Family business research has demonstrated that there are notable differences in strategic
decisions between family and non-family firms (Berrone et al., 2012; Gibb Dyer, 2006) and, as
a result, family firms exhibit different strategic behaviors than their non-family counterparts
(Gomez-mejia et al., 2010). The essence of family business literature is the socioemotional wealth
(SEW) perspective that either financial consideration or profit maximization is not the foremost
reference point in family firms’ principles for making strategic choices. Rather, “family firms are
typically motivated by, and committed to, the preservation of their SEW”; that is, the emotional
and non-financial value attached by family members to their firm (Berrone et al.,, 2012, p. 259).
Thus, family firms are perceived as placing more strategic importance on the preservation of non-
financial value such as tradition, honor and reputation rather than the maximization of pure
financial profits when making strategic choices (Berrone et al., 2012; Gomez-Mejia et al., 2011).
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Of course, family firms’ unique strategic choices can sometimes undermine the economic value of
their business. Gémez-Mejia et al. (2007) show that to preserve their historical way of doing business,
Spanish family-owned olive mills usually prefer to remain independent rather than join a cooperative;
this inhibits performance and greatly increases subsequent financial uncertainty. Nevertheless,
regardless of the potential negative impact on economic value due to the unique strategic nature
of family firms, many empirical studies reported that family firms are more responsible and reliable to
their employees, suppliers, and customers in order to preserve the honor of the family in their local
community (Berrone et al., 2010) and to succeed this long-standing honor to the next generation
(Bennedsen et al., 2007; Pérez-Gonzdlez, 2006). Indeed, compared to non-family firms, family firms
continue relationships with long-time buyers and reduce customer benefit to a lesser extent to
preserve their long-standing honor in the community (Block, 2010; Stavrou et al,, 2007). The greater
responsible and altruistic posture of family firms toward their stakeholders can increase their will-
ingness to take risks for customer benefits, if necessary.

Notably, family firms are perceived to be more risk-averse than non-family firms to avoid the
loss of their current SEW (Leitterstorf & Rau, 2014; Singla et al., 2014). However, recent studies
suggest that family firms are more likely than non-family firms to bear the cost and uncertainty of
pursuing certain actions, driven by the belief that the risks that such actions entail are offset by the
non-economic values in the long-term (Gomez-Mejia et al.,, 2019; Gdmez-Mejia et al., 2021). That is,
if family firms anticipate that they can further enhance their long-term SEW by undertaking risks,
this will reduce their inherent aversion toward current SEW loss due to risk-taking. Firms’ risk-
taking to accommodate the demands of desperate customers can clearly increase long-term SEW.
For example, firms’ active risk-taking for their customers can lead to social recognition, which
provides a strong foundation for non-financial values, such as firm reputation, honor, and custo-
mer loyalty. In summary, when PRA is positive, family firms can be more active than non-family
firms in taking risks for customers because they believe this type of risk-taking can further
strengthen their long-term SEW.

Thus, the second hypothesis is proposed as follows.

Hypothesis 2: A positive relationship between positive PRA and risk-taking for customers will be
stronger for family firms

3. Methods

3.1. Sample

We investigate the PF loan activities of all 79 savings banks in South Korea from 2013 to 2021.
There are two main reasons for choosing Korean savings banks to test our hypotheses. First, unlike
commercial banks, savings banks are financial companies whose purpose is to support local small
businesses and households. Therefore, besides the primary goal of pursuing profits, the goal of
supporting the local community and small businesses is more important for the management of
savings banks than commercial banks. Second, in South Korea, numerous savings banks are still
owned by families, and the number of family- and non-family-owned savings banks is similar.
Therefore, it is a very good setting for analyzing the differences in strategic actions according to
a bank’s ownership structure. Our main data sources are the periodic disclosure data released on
each savings bank’s website, proxy statements filed with the Korean Financial Supervisory Service,
and data on annual savings bank loan status provided by the Korean Savings Banks Federation.

To give important information about our sample, first, Korean savings banks have a short history
compared to commercial banks in Korea, as well as American and European banks. The average
age of the 79 savings banks is only 31 years, and the oldest savings bank is still less than 50 years
old. Second, the average asset size of Korean savings banks is only USD 1.5 billion, which is very

Page 5 of 19



Lee, Cogent Business & Management (2023), 10: 2192842 O;K-: cogent P b us | Nness & mana ge me nt

https://doi.org/10.1080/23311975.2023.2192842

small compared to USD 300 billion of Korean commercial banks. Third, 40 savings banks out of 79
were owned by families, and unlike typical commercial banks, these family-owned savings banks
do not frequently change their CEOs. The average tenure of a CEO at a family-owned savings bank
is 16 years. Fourth, when comparing family savings banks and non-family savings banks, non-
family savings banks are generally larger than family savings banks, but family savings banks have
a longer history.

3.2. Measurement

3.2.1. Independent variable

The independent variable (IV) is a positive PRA. PRA is usually calculated as the actual performance
minus aspirations. Researchers construct aspirations using a firm’s past performance (e.g.,
P. Bromiley & Harris, 2014; Smulowitz et al., 2020). Thus, we measure aspirations as the
previous year’s return on assets (ROA) and calculate PRA as the difference between the current
and prior year’s performance. Since we lag these variables, PRA equals the difference between firm
ROA at t-1 and t-2.

Following previous research (e.g., Desai, 2016; Lim & Mccann, 2013), we measure positive PRA as
zero if the PRA is negative and equal to PRA if it is positive. Accordingly, our measure captures not
only whether the firm exceeds aspiration levels but also by how much. To address potential
outliers, we follow P. Bromiley and Harris (2014) and winsorize this independent variable at the
2% level. Our results are also robust to non-winsorizing and winsorizing at both the 1% and 5%
levels.

3.2.2. Dependent variable
The dependent variable (DV) is PF loan engagement which is calculated as follows.

_Annual PF loan total

bV = Annual loan total 100

DV in our study is the extent to which firm take risks for their customers. The most common case in
which savings banks are willing to take risks for customers is to accept loan requests from
financially-weak customers who lack solid collateral and/or cash-flows. PF loans are among the
most dangerous loans managed by savings banks. PF loans are business loans, mainly extended to
small- and medium-sized construction companies, and the bank lends money based on the
potential of their business instead of collateral, such as buildings or land. While, in true PF,
banks relinquish the right to recover the loans in the event of default because loan securitization
is based solely on the future cash-flows of the project (Millner, 2017), several types of collateral
are possible in PF loans in certain countries, such as Spain (Bros & Vivas, 2019). (For international
comparison of PF, see Hainz & Kleimeier, 2006) However, in South Koreq, PF loans are made only
with business potential, that is, future cash-flows, without collateral. Thus, if a borrower construc-
tion company declares bankruptcy, it is impossible for savings banks in South Korea to recover the
loan, resulting in enormous financial losses. Furthermore, because there is no collateral and the
loan period for a construction project is usually more than 10years, banks face challenges in
selling PF loans to other financial companies. Owing to the nature of PF loans, most savings banks
seeking stable and certain profits have lower preference for PF lending. That is, banks which
prioritize their own interests reject most PF loan requests from SME customers and do not actively
participate in PF loans.

Note that as our measurement is novel and context-dependent, it may lead to a lack of validity.
Thus, we interviewed five experts (two financial analysts, two bankers, and one journalist) to check
whether our method actually measures what it intends to measure. All experts agreed that our
measurement was a good measure of banks’ willingness to take risks for their customers. In
particular, they opined that it is appropriate to consider only PF loans as a dependent variable, and
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not all small business and low-income household loans in which savings banks participate. This is
because for other small business and low-income household loans, banks do get collateral; hence,
they do not bear the default risk, unlike the case of PF loans. The significant factors for this
collateralized lending are more likely to be bank profitability, borrower credit rating, or collateral,
rather than the banks’ willingness to take risks for customers. Through our interviews, the validity
of measuring only the PF loan as dependent variable, not the entire small business and low-income
household loan, was verified.

3.2.3. Moderating variable

A moderating variable is binary, which equals 1 if the company is a family firm, and 0 otherwise.
Following prior studies on family businesses (e.g., Anderson & Reeb, 2003; Feldman et al.,, 2016),
we defined family firms as those in which the founder or at least one founding family member by
blood or marriage is (a) a CEO or president or (b) the largest shareholder or has at least 20% of the
shares, either individually or as a group. The savings bank’s equity status and information on the
executives and directors were manually obtained through regular disclosure data on the bank’s
respective website.

3.2.4. Control variable

To reduce the confounding effect, we consider numerous firm- and CEO-level control variables that
may influence our dependent variable. The first one is corporate loan ratio. This variable is a proxy
for the extent of banks’ resource constraints. Banks with constrained internal resources are more
likely to engage in simple household loans rather than complex PF loans (Paravisini, 2008).
The second one is PF ratio, which is the ratio of actual amount of PF loans to the bank’s maximum
limit on PF. Since PF loans are risky, financial authorities set a limit on the proportion of PF loans for
each bank. A high PF ratio signals substantial risk; then, banks are less likely to provide new PF
loans to other customers. Third, banks with greater financial soundness tend to operate conserva-
tively (Michalak & Uhde, 2012). Bank soundness was measured using the BIS ratio. We also control
for bank size using the number of bank employees. Bank age can also impact the degree of
participation in PF loans because firms tend to avoid risk as they age (Serensen & Stuart, 2000).
CEO-level control variables may also affect banks’ willingness toward PF lending. CEO replacement
can suddenly change a firm’s strategy (Barron et al.,, 2011). Here, this variable equals 1 if CEO
replacement occurs and 0 otherwise. CEO’s tenure and age were also controlled for. Typically, the
older the CEO and the longer the CEQ’s tenure, the greater the rejection of risky operations
(Musteen et al., 2010).

3.3. Model

We used a panel dataset. Scholars have advocated the use of panel samples for empirical research
because they control for unobserved heterogeneity, and deal with both dynamic effects across the
entire samples and average effects across individual units (Guerras-Martin et al., 2014). The
generalized least squares (GLS) method has been suggested to be the most suitable for statistically
examining panel data sets because it can effectively handle the problem of cross-sectional
heteroskedasticity and within-unit serial correlation (Dielman, 1983). Hence, we adopted the GLS
to test our hypotheses. The GLS regression model can be implemented using either a random- or
fixed-effects model. A random-effects model assumes that the firm-specific residual has
a distribution with a variance of ¢2. Meanwhile, a fixed-effect model assumes that the variance
of the firm-specific residuals is zero, and thus, has no distribution. To decide between the two
effects, we used the Hausman test with the null hypothesis that a random-effect model is
recommended. The resulting p-value was 0.76, and thus, we adopted the random-effects GLS
regression. However, we also tested our hypotheses employing a fixed-effects model, and obtained
results broadly consistent with our main analyses employing a random-effects model. The analysis
was performed in Stata with the program’s xt family commands, specifically designed to deal with
panel dataset. All independent, moderating, and control variables were lagged by 1year to
increase causality. Table 1 provides a brief description of the definitions and differences between
model 1 and model 8 in our analysis.
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4. Results

Table 2 presents the descriptive statistics and Pearson product-moment correlations of the vari-
ables. All variables were tested for normality and those found to be not normal were Box-Cox
transformed. To test for multicollinearity, we calculated the variance inflation factors (VIF). The
VIFs for all variables were significantly lower than the cut-off of 10 recommended in studies
(Kutner et al., 2004).

We now turn to the results of hypotheses tests. Table 3 presents the results of GLS regression for
both main and moderated effects. Model 1 is a baseline model with only control variables.
Corporate loan ratio, bank size and CEO replacement are negatively associated with bank’s
engagement in PF loans with significant p-value. Model 2 adds the variable of interest to test
our main effects. In Hypothesis 1, we predict that firms’ risk-taking for the benefit of customers is
positively related to PRA because positive PRA will provide freedom of action, and firms will use
that freedom to take a risk for the benefit of customers. In model 2, we can check that the
estimated coefficient of PRA is statistically significant and positive (coefficient 18.361, p-value
0.003). This result provides support for Hypothesis 1.

In Hypothesis 2, we argue that the positive relationship between PRA and firms’ risk-taking for
customers will be stronger for family firms. To test Hypothesis 2, we add to Model 4 a multiplicative
interaction term between PRA and family firm. In model 4, we find support for the moderating
effect of family firm for the relationship between risk-taking and PRA. In particular, we find the
interaction between PRA and family firms is significant and positive (coefficient 15.022, p-value
0.002), supporting Hypothesis 2.

To visualized this interaction effect, we plotted the predicted value of firms’ risk-taking for family
firms and non-family firms at the two levels of PRA. To do so, we relied on the procedure reported
in Lee and Park (2008). First, for each of the two companies (i.e., family and non-family), we divided
our sample into two groups in terms of the PRA variable (i.e., lower mean and higher mean groups).
Second, for each group, the mean values for the lower and higher groups were calculated,
respectively. Lastly, we utilized the estimated coefficients in Table 3 to create plots for firms’
different risk-taking according to corporate ownership. As shown in Figure 1, the interaction graph
further support Hypothesis 2.

4.1. Robustness test

To further support our results, we conducted an alternative test using a different approach to
measure PRA. While we originally adopted the firm’s past performance (historical aspirations) as
a proxy for aspirations, the performance of comparable organizations (social aspirations) is also
widely used (P. Bromiley & Harris, 2014). Industry median ROA was used to measure social
aspirations. Thus, in an alternative test, PRA is calculated as the difference between the firm’s
performance and the industry median ROA in the prior year (t-1). Table 4 shows that both
hypotheses are still supported by an alternative approach. In other words, banks with better
performance relative to others take more risk to provide financial opportunities to customers
and this type of risk-taking is more pronounced for family firms.

5. Discussion

This study focuses on the firms’ risk-taking for the benefit of customers and investigates how this
type of risk-taking is associated with PRA. To this end, we investigated the PF loan activities and
PRA of all 79 savings banks in South Korea from 2013 to 2021. Contrary to the prevalent prediction
that firms’ risk-taking increase when performance is below aspirations, our results demonstrate
that banks with greater positive PRA are taking higher risk through active engagement in danger-
ous PF loans. This suggests that, when investigating how firms’ risk-taking will be in response to
PRA, it is necessary for us to consider what kinds of strategic value firms pursue through risk-
taking. Also, unlike the dominant perception that family firms are more risk-averse than non-
family firms, the results show that, when PRA is positive, family-owned savings banks take rather
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Figure 1. Steeper slope of
family firm’s risk-taking for
customers with respect to
positive PRA.
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greater risks than non-family counterparts by engaging more actively in PF loans. This suggests
that the unique characteristics of family firms in their strategic choices enables family firms to take
more risks for customers than non-family firms to enhance their non-financial value.

5.1. Theoretical contribution

The outcomes of the present study provide important contributions to the relevant literature. First,
this study contributes to the literature on BTOF by suggesting that the relationship between risk-
taking and PRA may vary depending on the strategic value a company pursues through risk-taking.
BTOF studies examine how PRA influences firms’ risk-taking (e.g., P. Bromiley et al., 2001;
P. H. I. L. I. P. Bromiley & Rau, 2010), generally predicting that when performance falls below
aspiration levels, firms’ risk-taking should increases, and when performance exceeds aspiration
levels, firms’ risk-taking should decrease (e.g., Lim & Mccann, 2013; Palmer & Wiseman, 1999).
However, these predictions focus primarily on the aspect of the firms’ pursuit of own profit in
analyzing their risk-taking behavior according to PRA. As a result, a sufficient attention has not
been paid to the possibility that firms can take risks for the benefits of customers and, more
importantly, that firms, in this case, respond differently to PRA by changing their willingness to
take risks. In this study, contrary to the existing prediction, we demonstrated that banks’ engage-
ment in risky PF loans was rather greater when performance is above aspirations. In other words,
when PRA is positive, savings banks take higher risks to provide economically-weak SME customers
with financial opportunities (benefits) for future growth. Thus, this study allows us to reinforce
theory building by exploring the boundary conditions where BTOF predictions may need further
refinement. In addition, this study suggests that BTOF research also needs to study various motive
of risk-taking other than the pursuit of own profit and whether and how these different types of
risk-taking are associated with PRA.

In fact, our results are similar to those of Smulowitz et al. (2020), who showed that positive PRA
lets banks pursue the social goal of community support, such as supporting economically weak
customers. Thus, our study is in line with previous research, which suggests that banks make more
social investment for financially-weak customers when PRA is positive. However, by theoretically
associating a social goal (e.g., supporting SMEs) with firms’ risk-taking, our study further suggests
that positive PRA increases banks’ willingness to take risks for social value. Specifically, our results
suggest that a positive PRA provides savings banks with the freedom to pursue customer benefits,
which were typically prioritized less by banks’ management compared to the primary goal of
pursuing profits. And the freedom obtained from a positive PRA allows banks to take more risk
than usual in providing financial opportunities to their SME customers.
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Second, this study contributes to the literature on family business by suggesting that if
family firms perceive that they can enhance their long-term SEW by undertaking risks, family
firms conduct risky actions more actively than non-family counterparts. Research has docu-
mented that family firms engage in risky actions less than non-family firms, such as corpo-
rate acquisition (Gomez-Mejia et al, 2018), collaboration (Gémez-Mejia et al., 2007),
internationalization (Singla et al., 2014), diversification (Munoz-Bullon et al., 2018) and
going public (Leitterstorf & Rau, 2014), because these actions may decrease their current
SEW. However, by ignoring the potential long-term SEW gains that such risky actions can
bring, scholars have paid less attention to the idea that family firms may take more risks
than non-family firms if these actions help them increase their long-term SEW. In this study,
we show that the positive relationship between positive PRA and banks’ engagement in risky
PF loan becomes stronger for family-owned savings banks. This suggests that when PRA is
positive, family-owned savings banks are more willing to take risks for customers for long-
term SEW gain than their non-family counterparts. Indeed, a decision to take substantial risks
to provide financial benefits to their financially weak SME customers can strengthen their
long-term non-financial value, such as social reputation, honor, and customer loyalty, which
are pursued by family members.

5.2. Managerial implication

Our research also provides important managerial implication for family business owners who are
strategically considering risk-taking for social value (e.g., supporting customers). Our study shows
that, when PRA is positive, family-owned savings banks are more active in PF lending than non-
family savings banks. That is, contrary to the predominant view that family firms are more risk-
averse than non-family firms (Gomez-Mejia et al., 2018; Mufioz-Bullon et al.,, 2018; Leitterstorf &
Rau, 2014), family businesses are more likely than non-family counterparts to take risks for the
benefit of customers when performance is above aspiration. Therefore, family business managers
need to strategically inform external stakeholders that, contrary to common sense, family firms
are more willing to take risks than non-family firms if risk-taking is for the benefit of their
customers, not their own profit. Considering that companies want more outcomes with less
investment, actively informing external stakeholders of this fact will further increase the long-
term return of family firms’ social investment. For example, news that a company is willing to take
risks for its customers strengthens the company’s reputation and ultimately raises its legitimacy.
Indeed, active promotion of social activities is especially important for most family businesses
today, which operate with a small local customer base, such as Korean Savings Bank, a sample of
our study.

5.3. Limitation and future research

This study has some limitations, which also provides opportunities for future research. First, our
sample comprises of only Korean firms. While we sought to remove sampling bias by including all
79 savings banks in South Korea, our findings may not be generalizable to other countries. For
example, the policies and regulations imposed by financial authorities differ from country to
country, and thus, each bank’s risk-taking for customers can be significantly influenced by the
institutional environments. In addition, our sample consisted of only banks and did not include
firms from other business sectors. Future research should investigate the applicability of findings
by country, industry, and business type. This can have high theoretical value. For example, it is
theoretically valuable to identify the countries, industries, and circumstances under which firms’
risk-taking behavior for customers exhibit different pattern from that with PRA. Further, future
research should consider a contingency approach to the study of risk-taking for customers to
establish a more refined understanding of the relationship between PRA and risk-taking for
customers. By incorporating diversified circumstances and characteristics, we can comprehensively
refine the boundary conditions under which a positive PRA promotes a firm’s willingness take to
risks for customers.
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