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Abstract

The survival of family firms may lie in their ability in exploiting their current competitive advantage
while concurrently exploring new opportunities present in their way. However, scantiness of
resources makes it hard to employ both strategies simultaneously. As such, this paper examines on
how family firms decide to pursue exploitation or exploration strategies. The unique culture of family
firms, for instance, long-term orientation, risk aversion, and aspiration, suggests a variety of ways to
implement strategies, which could be the exploration or exploitation strategy. Hence, the main
objective of this study is to review both the exploration and exploitation strategies found in the
literature as practiced in family firms. In addition, this study proposes a conceptual model to further
comprehend the decisions made in undertaking exploration and exploitation strategies among family
firms.

Keywords: Exploration, Exploitation, Family Firms And Family Firms’ Culture

Introduction

Exploration and exploitation strategies are pivotal to intensify both the long-term performance (Chen
2016; Kammerlander et al. 2015) and the survival (Hill and Birkinshaw 2014; Kollmann and Stockmann
2014) of a firm. In fact, the implementation of exploration strategy enables organizations to alter
their direction and encourage them to move forward (Gupta et al. 2006), whereas exploitation
strategy enables organizations to remain strong and ample in performing their current activities
(Blindenbach-Driessen and Ende 2014). In addition, exploration strategy is defined as entrepreneurial
action (Hitt et al. 2011) that aims to create new business opportunities by developing new products
or services, processes or market (Ireland et al. 2003; Lumpkin and Dess 1996). On the other hand,
exploitation strategy refers to entrepreneurial actions, inclusive of refinement, selection, efficiency,
and production, besides serving as the foundation for current sources of firms in the light of
competitive advantage (Ireland and Webb 2009).
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The exploration strategy leads firms to produce new products or services, besides creating new
businesses and markets, as well as reaching out to new customers (Lin et al. 2016). Nevertheless, by
focusing on exploration strategy only inhibits firms from generating sufficient income stream to
remain sustainable in the market (Kollmann and Stockmann 2014; Lee 2015). Meanwhile, the
exploitation strategy concentrates on exploiting the present competitive advantage of firms by
efficiently managing its existing resources and capabilities. With exploitation strategy, firms can
produce likeable products befitting to the market and thereupon, generate short-term income
(Govindarajan and Trimble 2010). Nonetheless, depending solely on exploitation strategy hinders
firms from being able to cope with rigorous competitors that develop new technologies and products
(Chen 2016). Therefore, pursuing both strategies are indeed essential to compete in the long term,
as well as to stay sustainable in the market (Kollmann and Stockmann 2014; Lin et al. 2016). However,
the scantiness of resources, especially those faced by SMEs, have created a tension between
exploration and exploitation strategies (Ireland and Webb 2009; Kyrgidou and Petridou 2011).
Therefore, understanding on how SME family firms decide to pursue exploration and/or exploitation
strategies is indeed imminent.

Exploration and exploitation strategies have been previously researched and amplified in well-
established firms (Hill and Birkinshaw 2014; Yang et al. 2014), but few has investigated in the context
of SME family firms (Moss et al. 2014; Hiebl 2015). As such, this study highlights the implementation
of exploration and exploitation strategies within the context of SME family firms mainly because this
area is untapped. In addition, the unique aspects of SME family firms in managing business in
comparison to non-family firms make it a unique context to be studied. Besides, family firms play a
crucial role in boosting the national economic development, where two third of the businesses
worldwide are controlled by family firms (Family Firms Institute 2015).

Additionally, family firms contributed about 70 to 90 percent of the global gross domestic product
(GDP) annually (Family Firms Institute 2015) and provided 50 to 80 percent employment worldwide
(European Family Businesses Review 2012). On top of that, family firms are defined as firms that are
managed and owned by family members (Deakins and Freel 2012; Sharma and Salvato 2013), sharing
similar vision and commitment for future success (Hoy and Sharma 2010). These family members are
usually comprised of both immediate family (i.e. parents, spouse, siblings, and children) and
extended family (i.e. cousin, aunt, and uncle) (Nordqvist and Melin 2010). In fact, most of the family
firms possess the potential to sustain long-term business due to their goal, which is to survive across
multiple generations (Nordqvist and Melin 2010). However, a prior study indicated that 70 percent
of second generation of family firms failed, while 90 percent of third generation hardly sustained
their operations (Walsh 2011). Hence, it is essential to understand both the exploration and
exploitation strategies since these approaches have the tendency to boost the performance of family
firms. Therefore, this study reviews the literature pertaining to exploration and exploitation
strategies practiced in family firms and proposes a conceptual model to comprehend how these
family firms pursue exploration and exploitation strategies.
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Literature Review

The exploration and exploitation employed in various organizations have emerged as prominent
studies since the seminal work of organizational learning initiated by March (1991). As such, this
particular notion has been applied in various contexts and interpretation such as in organizational
learning (Levinthal and March 1993; Sirén et al. 2012), technological innovation (He and Wong 2004;
Hughes et al. 2015), organizational design (Jansen, Volberda, and Van Den Bosch 2006), marketing
(Geerts et al. 2010), strategic alliances (Yang et al. 2014), and strategic entrepreneurship (Ireland and
Webb 2009; Shirokova et al. 2013). In this paper, exploration and exploitation approaches are
denoted as strategies, whereby exploration is the development of a new product or service or
market, while exploitation is the refinement of any existing product or service or market, which
agrees with studies carried out by Patel and Chrisman (2014), as well as Piao and Zajac (2015).
Furthermore, these family firms would necessarily need to employ the exploration strategy as a
source for wealth creation, whereas the exploiting strategy ascertains the future competitive
advantage of family firms (Foss et al. 2013; Hitt et al. 2011).

Exploration

Exploration refers to the activities carried out by an entrepreneur, including risk taking, searching,
discovering, experimenting, and innovating (March 1991). Hence, exploration activities focus on
developing new knowledge, products, and services for potential customers and market (Lavie et al.
2010; March 1991; Piao and Zajac 2015). These exploration strategies are established via
experimentation, creativity, and broad knowledge to develop the novelty of a product or service
besides creating capabilities necessary for survival and long-term prosperity (Ireland et al. 2003;
March 1991; Uotila et al. 2009). Exploration strategies also have positive impact on the firms’
reputation. On the other hand, the risk of failure in exploration strategies may threaten the family’s
control, discretion, reputation, and traditional lines of business (Chrisman and Patel 2012; Gomez-
Mejia et al. 2011). Besides, when the exploration activities are uncertain, they will imply longer time
horizons by focusing on new opportunities, as well as long-term competitiveness, by keeping the
firms agile in facing upcoming challenges (Hiebl 2015; Breton-Miller and Miller 2015). Therefore, it is
crucial to manage potential resources and uncertainties (Ireland and Webb 2009) to attain success
with exploration strategies. Hence, firms need to integrate new knowledge with the existing
knowledge and realign themselves in the changing market (Ireland and Webb 2009). Nevertheless,
placing too much focus on exploration strategies may harm the performance exerted by firms as they
run the risk of getting stuck in unprofitable experimentation (Raisch et al. 2009; Wiklund and
Shepherd 2011). Focusing solely on exploration strategies may inhibit firms from generating sufficient
income, thus risking their sustainability in the market (Kollmann and Stockmann 2014; Lee 2015).

Exploitation

In contrast, exploitation strategies refer to the activities performed by entrepreneurs, for instance,
refinement, production, efficient implementation, and execution (March 1991). On the other hand,
exploitation activities focus on reducing variance, besides extending, and improving present products
and services for the current market (Wang and Rafiq 2014). Strengthening the firm’s core business
through exploitation strategies may elevate the firms’ reputation and increase the firms’
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performance (Patel and Chrisman 2014). In precise, these exploitation strategies are essential to
strengthen the current customer relationships (Hitt et al. 2011). Moreover, these exploitation
strategies are formed by utilizing both existing competitive advantage and less influential sources of
uncertainty as the product or service is already well-known and accepted by the stakeholders (Ireland
and Webb 2009). By focusing on familiar product markets, the potential sales growth is more
predictable and potential risk is directly reduced (Patel and Chrisman 2014). However, focusing solely
on exploitation may eventually diminish the possibility to detect and adopt growth opportunities
deemed necessary for the long-term survival of firms (March 1991; Kollmann and Stockmann 2014).
To sum up, exploration strategies are for long-term performance, whereas exploitation strategies are
beneficial for short-term performance (Chen 2016; Kammerlander et al. 2015; Makkonen et al. 2014).
Thus, employing both exploration and exploitation activities is indeed significant in determining the
success (Shirokova et al. 2013; Stettner and Lavie 2014), the survival (Hill and Birkinshaw 2014), and
the sustenance of competitive advantage among firms (Abebe and Angriawan 2014; O‘Reilly and
Tushman 2013). Furthermore, both strategies facilitate entrepreneurs to take strategic actions in
overcoming uncertainty issues (Kyrgidou and Petridou 2011; O‘Reilly and Tushman 2013; Shirokova
et al. 2013), for example, volatile market and changes in government policy.

Culture of Family Firms

The importance of family firms for economic development has been long acknowledged. Family firms
are rather unique in their context as they consist of family members (ownership), the family itself,
and the business interaction (Chrisman et al. 2005), as proposed in the three-circle model initiated
by Tagiuri and Davis (1996). This interaction between the family members builds a greater level of
trust, mutuality and information exchange among them. This notion of trust among the kin is indeed
beneficial for family firms especially in accumulating resources, such as transferring tacit knowledge
(Breton-Miller and Miller 2015), protecting and leveraging reputation (Habbershon and Williams
1999), building strong relationships (Pearson et al. 2008), as well as slacking of resources, which
support family firms to succeed even in uncertainty periods.

In precise, family members are tied with bond of affection, loyalty, and shared values (Gomez-Mejia
et al. 2011). They show their loyalty and affection by giving the best performance to their firms by
putting their selfish motivation away (Lubatkin et al. 2007). In fact, they are often willing to work for
long hours with meagre wage (Gomez-Mejia et al. 2011; Breton-Miller and Miller 2015). Furthermore,
with the training taken from family firms, family members become more confident as they enrich
themselves with experiences and ability to discover the right opportunities (Sardeshmukh and
Corbett 2011).

In addition, a long-term orientation potentially shapes the mindset of family members involved in the
business and develop their core competencies. Long-term orientation is defined as the propensity to
prioritize the long-term implication as well as the impact of decisions and actions taken that bring the
result after a certain period (Lumpkin et al. 2010). Hence, family firms are said to possess long-term
orientation primarily due to their desire to pass the business to the next generation (Carney 2005;
Patel and Fiet 2011).
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Family firms are known as risk averse. Risk averse reflects the willingness of firms to venture into the
unknown without certain knowledge of the possible outcomes (Covin and Slevin 1991). As SME family
firms usually rely on their own assets, they pursue strategies that have low risk of financial failure. In
fact, family firms which focus on their socioemotional wealth are usually tending to risk averse to the
business opportunities that will reduce their wealth but become risk seekers when their
socioemotional wealth are being threatened. Socioemotional wealth is defined as preserving their
affective endowment which is non-economic goals such as firms’ identity, the ability to keep family
influence and control over the business and the preservation of the family dynasty and values such
as firms’ reputation and image (Gomez-Mejia et al. 2007; Gomez-Mejia et al. 2011; Gottardo and
Moisello 2015). Due to preserving their socioemotional wealth, family firms are generally more risk
averse as compared to the non-family firms (Hiebl 2015; Wilson, Wright et al. 2013).

Aspiration is defined as a strong desire to achieve something (Merriam-Webster 2018). The role of
aspirations has been emphasized by behavioural theories of the firm (Cyert and March 1963), which
assert that aspirations will give impact to the information processing and expectations calculations
within the firms and affect the firms’ performances (Basu 2004). Past research argues that the firms’
decision making is guided by the discrepancy between aspiration and performance (Mazzelli 2015).
It means that, if the firms’ performance is below than firms’ aspiration, firms are expected to use the
new strategies to increase performance which usually involve high risk. However, in contrast, if firms’
performance is above firms’ aspiration, firms are expected to maintain the existing strategies (Shinkle
2012; Mazzelli 2015). In SME family firms, the firms’ aspiration is more likely to consider
socioemotional wealth and family matters (Zellweger et al. 2012a).

Family Firms’ Survival

The most central issue in the family firms’ performance is concerning the family firms’ survival across
generations (Yu et al. 2012). Family firms’ survival refers to the longevity of family firms in the market
as a viable entity (Colli 2012). Family firms have a long-term orientation which aim to transfer the
business across generation and they need to be strategizing to ensure family firms’ survival in the
volatile market. Family firms are expected to have higher chance to survive in the market compared
to non-family firms due to the family-oriented goals such as socioemotional wealth preservation
(Gomez-Mejia et al. 2011), family reputation (Berrone et al. 2012), higher levels of social capital and
lower agency costs (Wilson et al. 2013). However, past research shows that many SME family firms
failed to transfer their business to the next generation. According to Zellweger et al. (2012), only 30%
of SME family firms survive till the second generation, 13% survive through the third generation, and
only 3% survive beyond that.

SME family firms are unique business entity with lack of clearly defined governance structure and
process for productive intergenerational discussion and decision making (Zellweger et al. 2012a). As
one of the SME family firms-oriented goal is socioemotional wealth preservation, they are likely to
focus on one-sided exploitation which enhance short-term performance but may reduce the chance
of survival (Wilson et al. 2013; Zahra 2010). Due to this issue, prior research suggests that family firms
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need to be aligned with both exploration and exploitation strategies (Sharma and Salvato 2013;
Zellweger et al. 2012b). Firms need to develop new strategic direction to survive in the volatile
market. By adopting just one-sided exploitation, family firms may not be able to respond effectively
to environmental changes (Kollmann and Stockmann 2014). On the contrary, focusing solely on
exploration will enhance firms’ ability to renew their knowledge base but if too much, firms may be
trapped in the endless cycles of trial and error (Wiklund and Shepherd 2011; Wilson et al. 2013) that
can incur higher cost.

Exploration and Exploitation Strategies Adopted by SME Family Firms

SME family firms would need to reflect their entrepreneurial culture to ascertain the implementation
of exploring and exploiting strategies (Goel and Jones 2016). The long-term orientation in SME family
firms offers the advantage of exploring and exploiting new opportunities in both static and dynamic
environments (Patel and Fiat 2011). Besides, it is advantageous for SME family firms to develop core
competencies due to the path dependencies which could have been developed over the years
(Brigham et al. 2014; Teece 2014). In addition, Moss et al. (2014) suggests that path-dependency of
either exploration or exploitation is specifically salient in SME family firms. The entrepreneurial
mindset developed in the light of long-term orientation does support the comprehensive
environmental screening and exploring new opportunities (Konig et al. 2013). Conversely, via long-
term orientation, SME family firms might likely pursue the exploitation strategy due to rigidity factors
by solely focusing on current expertise and capabilities primarily due to their reliance on inside
resources, perspectives, and opinions (Gomez-Mejia et al. 2011).

Meanwhile, as for SME family firms, more opportunities lay at their doorsteps to explore new
resources (Tsai and Lei 2016; Yang et al. 2014) mainly due to their flexible and unimpeded operations
that disregard rigid procedures with involvement of external capital providers (Konig et al. 2013).
SME family firms tend to have more skills and motivation in exploring new opportunities, but their
limited knowledge and capabilities hinder them from exploiting those opportunities (Tsai and Lei
2016; Yang et al. 2014). However, SME family firms with high level of risk aversion may resort to
exploitative activities (Abebe and Angriawan 2014; Hiebl 2015; Konig et al. 2013). The endeavors to
preserve socioemotional wealth through family ownership and control might be detrimental to
aggression as well as hinders the exploration strategy (Chrisman et al. 2015; Zellweger et al. 2012a).
Therefore, family managers would try their best to avoid failure and will end up considering less risky
projects (Hiebl 2015) to increase survival chances.

Nevertheless, the implementation of exploration or exploitation strategies is highly dependent on
the aspiration held by the SME family firms (Patel and Chrisman 2014). Based on the socioemotional
wealth considerations, SME family firms are likely to engage more in exploitation strategy due to SME
family firms’ traditions, reputation, and family ownership dilution when their performance meet or
exceeds firms’ aspiration (Patel and Chrisman 2014). On the other hand, they may turn to exploration
strategies when their performance is below their aspiration to prevent loss of socioemotional wealth
(Patel and Chrisman 2014). To sum up, SME family firms may opt whether the exploration or/and
exploitation strategies that can increase their performance to survive in the market place.
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Conceptual Framework

The conceptual framework of this study is developed based on the discussion in section 2 above.
Generally, the SME family firms’ culture consists of long-term orientation, risk averse and aspiration
to support the exploration and exploitation strategies engagement. The family firms culture typically
reflects on the decision either to pursue with exploration or exploitation strategies or implementing
both strategies simultaneously. Both exploration and exploitation strategies assist family firms to
survive in the market. The conceptual framework of this study is shown in Figure 1.

Exploration
Family firms Culture strategies
e Long-term Family firms’
orientation I survival
¢ Risk averse
* Aspiration Exploitation |
strategies

Figure 1: Exploration and exploitation strategies in SME family firm

Conclusion and Future Research
This study discusses on how exploration and exploitation strategies be employed in the SME family
firms. Exploration and exploitation strategies are indeed distinct and separate organizational
activities, but they are correlated. While exploitation focuses on quality and efficiency, enabling SME
family firms to closely monitor and optimize current business activities; exploration investigates new
opportunities, products, services, market, and customers, thus enabling SME family firms to attain
long-term competition. The exploration and exploitation represent two connected elements in
achieving current and future SME family firms’ performance and survival. Therefore, to achieve long-
term survival, these organizations must be able to continuously adapt to volatile environments
besides managing both exploration and exploitation strategies in an efficient manner. The decision
to pursue with exploration or/and exploitation strategies is highly dependable on the family firms’
cultures which based on family firms’ long-term orientation, degree of risk aversion and aspiration.
All these three elements are pivotal to taken into considerations since family firms are the unique
business entity that need to be comprehended. In the context of SME family firms, studies concerning
exploration and exploitation strategies do provide additional information to entrepreneurs and
encourage SME family firms to implement both exploration or/and exploitation strategies
simultaneously. Positive family firms’ culture can be the rapport to the family firms’ manager to
overcome resistance in pursuing the exploration and exploitation strategies. This can provide the firm
with a clear starting point to achieve a long-term survival. As this paper is a conceptual paper, the
future studies can be expanded by interviewing successful SME family firms, in which the result can
be compiled into multiple-case studies. Such case study design could validate the proposed
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conceptual framework and directly enhance one’s comprehension regarding SME family firms,
especially the benefits of implementing both exploration and exploitation strategies.
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