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Investments in R&D can influence a firm's ability to develop new products and to create and

adopt innovative technologies that may enhance productivity. However, due to uncertainty

regarding the outcome, investments in R&D may lead to an agency problem between the

owners and the managers of a firm. Family and founder firms are often considered to be

different in their agency situation than other firms, which may have an influence on R&D

investments. This paper analyzes R&D spending in family and founder firms versus other firms.

The results show that while family ownership decreases the level of R&D intensity, ownership

by lone founders has a positive effect not only on R&D intensity but also on the level of R&D

productivity. The paper contributes to the understanding of the role of entrepreneurship in

making high risk/high return R&D decisions.
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1. Executive summary

Investments in R&D, particularly in research-intensive industries, are necessary for innovation. These investments increase the

firm's learning or absorptive capacity, that is, its ability to make use of existing information. However, they are different from other

investments in that they take time to pay off and often fail to achieve their goals. An agency problemmay occur, for example, if the

manager of a firm has better information about the nature of the R&D investments and their likelihood of success than external

owners (a situation of asymmetric information). Moreover, the informed manager may fear the costs associated with R&D

investments and therefore favor less risky, short-term investments over risky, long-term investments (a situation of

moral hazard). According to the literature, this agency situation may be different in family and founder firms. Concentrated

ownership, effective monitoring, and a thorough understanding of the firm's business model should reduce the agency costs

associated with R&D spending and lead to higher levels of R&D intensity and R&D productivity. Family firms, however, may suffer

from inner family conflicts that create new agency costs and imply a decrease of R&D spending in these firms relative to others. I

address the open questions of (1) whether family firms exhibit high or low levels of R&D spending and R&D productivity and

(2) how they, as a group, compare with lone founder or other firms.

In this paper, I make distinctions between the ownership andmanagement dimensions of family and founder firms and analyze

their R&D intensity and R&D productivity versus that of other firms. Using panel data from large, public U.S. firms in research-

intensive industries, it is found that family ownership is negatively associated with the level of R&D intensity, while lone founder
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