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Abstract 

This thesis explores, through qualitative analysis, how owners and managers in family-owned 

small and medium-sized enterprises (SMEs) interpret to political uncertainty across Swedish 

mandate periods. It also investigates how these interpretations influence financial prepared-

ness. Although existing research has established robust connections between economic policy 

uncertainty and corporate financial performance, it primarily concentrates on large, publicly 

traded firms and observable outcomes. Consequently, it leaves a substantial gap in understand-

ing the decision-making processes of privately owned family SMEs.  

This study indicates that political uncertainty is actively interpreted rather than passively ex-

perienced. This triggers control-oriented responses, including postponed investments, strength-

ened liquidity buffers, and reduced risk exposure. Financial preparedness appears as a struc-

tured linking of policy changes to perceived uncertainty, control-oriented behavior, and the 

development of financial preparedness capacity.  

The findings highlight the importance of proactive financial planning for owners and managers 

in politically unstable environments. Maintaining liquidity, keeping investment flexibility, and 

strengthening decision-making routines can help manage regulatory instability. The study also 

suggests that clearer policy predictability, transparency, and consistent regulations may reduce 

hesitation and uncertainty among SMEs. 
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1. Introduction 

This chapter introduces the research subject and context for the thesis. It discusses the eco-

nomic and political background of family-owned SMEs in Sweden, the research issue of polit-

ical uncertainty and financial decision-making in family-owned firms, and subsequently for-

mulates the research question and purpose. 

1.1 Background  

Family-owned small and medium-sized enterprises (SMEs) play an important role in the Swe-

dish economy and regional development. According to Tillväxtverket, SMEs account for ap-

proximately 99 percent of Swedish firms (Tillväxtverket, n.d.). Despite their economic im-

portance, these firms often operate with limited financial reserves and rely heavily on external 

financing to support investment and growth, making their financial planning sensitive to fluc-

tuations in economic and regulatory conditions (OECD, 2022).  

Since 2016, Sweden has experienced substantial political shifts across different mandate peri-

ods, reflecting changes in governing coalitions, fiscal priorities, and regulatory orientations 

(Widenstjerna & Widfeldt, 2023). Such shifts shape the institutional framework within which 

firms operate and influence expectations regarding taxation, energy policy, and public support 

schemes. Several policy developments during this period have had direct financial implications 

for SMEs. For example, changes in energy taxation and biofuel-related regulations have con-

tributed to increased fuel and transportation costs, particularly for firms operating in transpor-

tation-intensive and rural sectors. The COVID-19 pandemic further exemplifies how swiftly 

political decisions can alter firms' operating conditions. Extensive temporary measures, includ-

ing short-time work support, were implemented to stabilize liquidity and address economic 

disruptions (Government Offices of Sweden, 2021; Kommittén om stöd vid korttidsarbete, 

2022; Tillväxtanalys, 2023). Together with subsequent inflationary pressures and rising interest 

rates, these developments significantly affected firms’ operating costs, liquidity conditions, and 

investment planning. Collectively, these developments indicate that political decisions across 

mandate periods do not merely constitute abstract institutional changes; they directly influence 

firms' financial constraints, cost structures, and planning horizons.  

Existing research on political uncertainty is largely grounded in real options logic and precau-

tionary savings theory. Election-related uncertainty and policy direction have been linked to 
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postponed investments, a decline in merger and acquisition activity, and more cautious finan-

cial strategies (Amore & Corina, 2021; Chen et al., 2023). Much of this evidence originates 

from large or publicly listed firms with diversified governance frameworks and greater access 

to capital markets. While these perspectives explain observable financial responses under un-

certainty, they provide a limited understanding of how owners and managers interpret political 

uncertainty and translate these interpretations into financial preparedness within SMEs. 

For family-owned SMEs, shifting political priorities across mandate periods creates a financial 

planning dilemma characterized by limited financial slack, irreversible investment commit-

ments, and uncertainty about future policy conditions. Concentrated ownership and centralized 

decision-making mean that owners and managers personally interpret political signals and di-

rectly bear the consequences of misjudging future policy developments. Given their typically 

limited financial slack, decisions about investment timing, liquidity buffers, and risk exposure 

often entail irreversible commitments. When policy direction shifts over elections, long-term 

strategic planning becomes increasingly complex, intensifying the tension between financial 

stability and pursuing long-term growth. Understanding how this tension is interpreted and 

translated into financial preparedness decisions at the owner and manager level is therefore 

essential. 

1.2 Problematization  

This thesis investigates how owners and managers in family-owned SMEs interpret and man-

age financial preparedness during political uncertainty across different mandate periods. A sub-

stantial body of research has explored how political and economic policy uncertainty (EPU) 

influences corporate financial behavior. Empirical studies show that increased political uncer-

tainty is associated with postponed investments, reduced merger and acquisition activities, 

larger precautionary cash holdings, and more cautious approaches to leverage and risk-taking 

(Gulen & Ion, 2016; Amore & Corina, 2021; Chen et al., 2023; Duong et al., 2020; Vural-

Yavaş, 2020; Wen et al., 2021). These findings are largely grounded in real options logic and 

precautionary savings theory. 

Nevertheless, much of this research is based on large, publicly listed corporations (Baker et al., 

2016; Gulen & Ion, 2016). This creates a gap when applying existing knowledge to privately 

held SMEs, where ownership, management, and financial decision-making are often concen-

trated among a small number of individuals. In family-owned firms, ownership and manage-
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ment roles frequently overlap, meaning that owners and managers both interpret political de-

velopments and make the financial decisions connected to them (Chua et al., 1999; Daspit et 

al., 2021; Fernandez, 2023). Few studies have systematically investigated how owners and 

managers in such governance frameworks translate political uncertainty across mandate peri-

ods into decisions regarding financial preparedness, including investment timing, liquidity 

management, and risk exposure. As a result, political uncertainty may be interpreted differently 

in family-owned SMEs than in large firms with more formalized governance structures and 

greater financial resources.  

A second gap concerns the focus of the existing literature on uncertainty. Much of the research 

on EPU focuses on measurable outcomes such as investment levels, leverage, and cash hold-

ings rather than on the underlying decision-making processes through which uncertainty is in-

terpreted and translated into financial action (Gulen & Ion, 2016; Duong et al., 2020; Wen et 

al., 2021). This is particularly relevant in family-owned SMEs, where strategic and financial 

decisions are often closely tied to owners and managers individual judgments, experiences, and 

interpretations of external conditions (Daspit et al., 2021; Wahyudi et al., 2021).  

 

Although more recent studies (2020-2025) have expanded knowledge regarding uncertainty 

and financial behavior (Duong et al., 2020; Wen et al., 2021; Zhou et al., 2024; Nguyen et al., 

2025), there is still limited understanding of how owners and managers in family-owned SMEs 

interpret political uncertainty over time and translate these interpretations into decisions re-

garding investment, liquidity, and risk exposure (Daspit et al., 2021; Wahyudi et al., 2021). In 

particular, the relationship between changing political and policy conditions across the mandate 

period, concentrated ownership and decision authority in family-owned SMEs, and financial 

preparedness decisions is underexplored.  

 

This thesis addresses gaps by examining how political uncertainty is interpreted and translated 

into financial preparedness within family-owned SMEs. Instead of concentrating solely on fi-

nancial outcomes, the study adopts a process-oriented perspective that emphasizes how owners 

and managers interpret uncertainty and respond by making investments, managing liquidity, 

and making risk-related decisions. Drawing on the Behavioral Theory of the Firm (BTOF) and 

Prospect Theory, the research explores how political uncertainty is cognitively framed and how 

these interpretations influence financial preparedness under such conditions. By focusing on 

Swedish mandate periods from 2016 onward, the study also offers a contextual understanding 
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of how recurrent political and economic changes influence firm-level financial decision-mak-

ing over time.  

1.3 Research Question 

How do owners and managers in family-owned SMEs interpret political uncertainty across 

mandate periods, and how do these interpretations shape financial preparedness decisions re-

garding investment, liquidity, and risk? 

1.4 Purpose 

The purpose of this thesis is to examine how owners and managers in family-owned SMEs 

interpret political uncertainty across Swedish mandate periods from 2016 onward, and to ana-

lyze how these interpretations influence financial preparedness decisions regarding investment 

timing, liquidity management, and risk exposure. Drawing on the Behavioral Theory of the 

Firm (BTOF) and Prospect Theory, the study examines how political uncertainty is cognitively 

framed within governance contexts characterized by concentrated ownership and centralized 

decision-making.  

 The study adopts a qualitative research design, primarily using semi-structured interviews with 

owners and managers of family-owned SMEs. To contextualize the interview, the findings also 

include documentary material concerning policy developments, macroeconomic conditions, 

and regulatory changes during the study's mandate periods. These documentary sources are 

used to identify policy-related uncertainty conditions affecting firms’ operating environments. 

The study thereby contributes to uncertainty research by advancing a process-oriented under-

standing of how political uncertainty is interpreted and translated into financial preparedness 

decisions within family-owned SMEs. 

2. Theoretical Framework and Literature Review 

This chapter presents the theoretical framework and reviews prior literature on political un-

certainty and financial preparedness in family-owned SMEs. Based on this review, the study's 

analytical framework is developed.  

2.1 Literature Review Method 

A comprehensive literature review enables researchers to situate a study within the existing 

body of knowledge and synthesize relevant research into a coherent foundation for analysis 
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(Snyder, 2019). In this thesis, the literature review is structured to explain how political and 

economic uncertainty relates to financial preparedness and decision-making in family-owned 

SMEs. The review assesses financial preparedness through investment delays, liquidity buff-

ers, cash holdings, risk management, and leverage decisions.  

The review seeks not only to summarize prior findings but also to identify theoretical gaps and 

clarify how uncertainty is interpreted and translated into managerial decision-making pro-

cesses, rather than only observable firm-level outcomes (Hiebl, 2023). This distinction is im-

portant because the study focuses on owners and managers interpretations, not only on whether 

financial outcomes change. The review, therefore, provides the basis for the analytical frame-

work used in the thesis. The chapter moves from literature on the empirical phenomenon, in-

cluding political uncertainty and financial preparedness, toward theoretical explanations based 

on the BTOF and Prospect Theory. This structure ensures a clear connection between the iden-

tified research gap, the theoretical framework, and the empirical analysis. 

To ensure transparency and rigor, the literature review follows a structured PRISMA-based 

approach encompassing four stages: identification, screening, eligibility, and inclusion (Page 

et al., 2021; PRISMA Statement, n.d.). This approach allows the search process, filtering deci-

sions, and inclusion criteria to be documented systematically, thereby strengthening methodo-

logical clarity and reproducibility.  

2.1.1 Databases and sources 

The primary database used for the structured literature search was Scopus due to its broad 

coverage of peer-reviewed journals within business, management, economics, and finance, as 

well as its advanced filtering functions. Scopus was selected as the primary database to ensure 

systematic retrieval of high-quality academic publications and consistency across parallel 

search streams. 

Google Scholar served as a complementary source primarily for backward and forward citation 

tracing. This helped identify seminal theoretical contributions and highly cited foundational 

studies that may not have appeared in the structured database searches due to stricter database 

filtering.  

In addition, institutional and policy-related sources were included where the research context 

required formal definitions and contextual reference points, such as Swedish and European 
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SME definitions and policy conditions. These sources were not included in the PRISMA-

counted peer-reviewed sample but were used strictly for contextual and definitional purposes.  

2.1.2 Keyword strategy and search logic 

The literature search was conducted using clearly defined keyword strings derived from the 

study’s main constructs. These keywords were organized into parallel search streams that re-

flect distinct yet interconnected bodies of literature. Search terms and their synonyms were 

systematically combined using Boolean operators ("AND”, "OR”) to ensure comprehensive 

coverage and structured retrieval, as outlined by Bramer et al. (2018). Given that the review 

encompasses multiple conceptually distinct but interrelated streams, such as political uncer-

tainty and investment, EPU and risk-taking, organizational slack, BTOF, Prospect Theory, 

family firms, and SMEs, the number of records obtained varied across different search strings. 

Consequently, these searches were regarded as parallel identification streams prior to aggrega-

tion and deduplication, following the methodology of Page et al. (2021). Because political un-

certainty and its financial implications span several interconnected research areas, the parallel 

search design was important to prevent conceptual narrowing and to capture both outcome-

based and decision-process-oriented studies. Articles included if they addressed political or 

EPU, examined firm-level financial decisions, and were peer-reviewed journal publications.  

The structured Scopus searches were anchored in an aggregated core string that combined un-

certainty constructs, firm type (SME/family firm), and financial preparedness/decision con-

structs. The main search string applied was:  

1. Political uncertainty (“economic policy uncertainty”, “political elections”, “policy un-

certainty”) 

2. Firm type (“SME*”, “small and medium-sized enterprise*”, “family firm*”, “family 

business*”) 

3. Financial decision dimensions (“investment”, “cash holdings”, “liquidity”, “risk-tak-

ing”, “leverage”) 

4. Decision-making processes (“decision-making”, “managerial perception”, “owner and 

manager”) 

Example of full search string applied in Scopus: 

("economic policy uncertainty" OR "political elections" OR "policy uncertainty") 

 AND ("SME*" OR "small and medium-sized enterprise*" OR "family firm*" OR "family 
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business*") 

 AND ("investment" OR "cash holdings" OR "liquidity" OR "risk-taking" OR "leverage") 

Filters applied: 

• Publication years: primarily 2020–2026 

• Document type: Article and Review 

• Source type: Journal 

• Subject areas: Business, Management and Accounting; Economics, Econometrics and 

Finance 

These filters were applied consistently across the search streams to ensure disciplinary rele-

vance and comparability of the retrieved records. Earlier publications were incorporated selec-

tively when they represented seminal theoretical contributions, thereby ensuring conceptual 

comprehensiveness and alignment with evidence-informed review principles in management 

research (Tranfield et al., 2003). These foundational contributions were primarily theoretical 

and therefore not subject to the temporal restrictions imposed on the empirical studies included 

in the review.  

2.1.3 Identification, screening, eligibility, and inclusion 

In the structured Scopus searches, a total of 775 records were identified across five parallel 

search streams during the identification stage. During the screening process, duplicate records 

across search streams were removed using DOI-based comparisons, and titles and abstracts 

were reviewed to exclude records unrelated to the focal constructs (political/economic uncer-

tainty, SME/family firm context, and financial preparedness/decision-making). A total of 90 

duplicate records were removed, resulting in 685 unique records for title and abstract screening. 

During the eligibility stage, full texts were assessed for relevance to the research question, 

conceptual alignment with the study’s focus on financial preparedness under political uncer-

tainty, and methodological transparency (Hiebl, 2023). Conceptual alignment required that 

studies explicitly link political or policy uncertainty to firm-level financial decision-making 

processes, such as investment timing, liquidity management, or leverage adjustments, rather 

than focusing solely on macroeconomic outcomes. Exclusion criteria included: macro-level 

studies without firm-level financial analysis, studies not examining financial decision out-

comes, non-peer-reviewed publications, and studies not available in full text.  
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Following the screening stage, 103 articles were retained for full-text assessment. After full-

text evaluation, 37 peer-reviewed journal articles were included in the PRISMA-tracked core 

sample, while 66 articles were excluded due to limited SME/family-firm relevance, lack of a 

firm-level financial preparedness focus, macro-level focus only, or lack of peer review. 

 Finally, snowballing (backward and forward citation tracking) was used to identify additional 

influential studies and ensure coverage of foundational literature (Wohlin, 2014). This system-

atic process supports a transparent and comprehensive literature base for the study (Tranfield 

et al., 2003; Snyder, 2019). 

In addition to the PRISMA-tracked core corpus (n=37), 11 additional peer-reviewed journal 

articles were identified through citation tracking and targeted complementary searches. Con-

sequently, the final literature synthesis comprises 48 peer-reviewed journal articles. These ar-

ticles were identified through other methods, such as citation tracking and targeted searches, 

and are reported separately from the PRISMA-counted core corpus. Figure 1 illustrates the 

PRISMA-based literature identification, screening, eligibility, and inclusion process used in 

the study.  

 

Figure 1. The PRISMA flow diagram of the literature identification, screening, eligibility, and inclusion process. 

The included studies were systematically coded and categorized by theoretical orientation, em-

pirical context, financial decision dimension (investment, liquidity, risk), and level of analysis 
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(firm-level outcomes versus a decision-process focus). Initial coding categories were informed 

by the study's theoretical framework, particularly concepts derived from the BTOF and Pro-

spect Theory. At the same time, additional themes were allowed to emerge during the review 

process when recurring patterns appeared across the literature. For example, studies discussing 

delayed investments and increased liquidity accumulation under uncertainty were initially 

coded under the first-order category “financial response to uncertainty.” These patterns were 

subsequently grouped into the broader theme “financial preparedness” and later connected to 

organizational slack and aspiration adjustments within the BTOF framework. This iterative 

process helped maintain a connection between theory and empirical patterns identified in pre-

vious research. The thematic categorization informed the structure of Sections 2.2–2.7 and 

helped identify theoretical gaps relevant to the research question.  

2.1.4 Breakdown of records 

All searches were conducted in Scopus in February 2026, using identical predefined filters to 

ensure comparability and quality control. Although Streams 2-4 primarily targeted broader cor-

porate samples, they were included to ensure theoretical completeness of the uncertainty-fi-

nance relationship before narrowing the focus to SMEs and family firms. The following filters 

were applied to all core search streams (Streams 1-5): publication years 2020-2026; document 

types: Article and Review; source type: Journal; and subject areas: Business, Management and 

Accounting, as well as Economics, Econometrics and Finance. These filters were applied prior 

to the PRISMA-based screening process. A detailed breakdown of the records across the five 

search streams is provided in Appendix A (Table A1). 

Following the integration of the five core streams (see Appendix A, Table A1), duplicate rec-

ords were systematically removed (n=90), resulting in 685 records that were subjected to 

screening at the title and abstract levels. Subsequently, 103 full-text articles were evaluated for 

eligibility. Of these, 66 were excluded for lack of relevance or conceptual alignment, leaving a 

final sample of 37 peer-reviewed articles for the synthesis. Additionally, a supplementary the-

oretical search was conducted to identify foundational literature pertinent to the BTOF and 

Prospect Theory. As this stream served a conceptual rather than empirical purpose, it was doc-

umented but excluded from the PRISMA-counted core corpus. 

Although Streams 2-4 predominantly focus on research involving large or publicly listed firms, 

these streams were intentionally incorporated to establish a broader empirical connection be-

tween political uncertainty and financial behavior. This extensive body of literature provides a 



   
 

10 
 

crucial benchmark for understanding how firms generally respond to policy uncertainty con-

cerning investment, liquidity, and risk management. Simultaneously, the limited representation 

of family-owned SMEs within these streams underscores a significant research gap, particu-

larly regarding how owners and managers interpret and convert political uncertainty into fi-

nancial preparedness decisions. The inclusion of these broader streams helps identify the SME-

specific research gap that this study addresses. 

2.1.5 Journal quality and ABS ranking  

To further ensure academic rigor and transparency, the final sample of peer-reviewed journal 

articles was assessed using the Academic Journal Guide (ABS, 2018). The final literature syn-

thesis comprises 48 peer-reviewed journal articles. The majority of these were published in 

journals ranked by ABS.  

Of these: 

• 22 articles are published in ABS 4*/4 journal (world-leading research outlets),  

• 18 articles are published in ABS 3 journals (internationally excellent),  

• 6 articles are published in ABS 2 journals (recognized scholarly quality), and  

• 2 articles are published in ABS 1 journals (recognized peer-reviewed outlets).  

This distribution indicates that the synthesis is predominantly grounded in internationally rec-

ognized, high-quality research outlets, thereby strengthening the study's theoretical and empir-

ical robustness. Although the ABS ranking was not used as the sole inclusion criterion, it served 

as an important quality benchmark alongside theoretical relevance and methodological rigor. 

The high concentration of 4*/4 and 3-ranked journals strengthens the credibility, transparency, 

and academic robustness of the literature review. 

2.2 Small and Medium-Sized Enterprises and Their Importance for 

Sweden 

2.2.1 Definition of SMEs, and SMEs in Sweden 

SMEs are usually defined by size, measured by employee counts, and financial criteria. In the 

European and Swedish contexts, SMEs include firms with 1-249 employees and an annual 

turnover not exceeding EUR 50 million or a balance sheet total of no more than EUR 43 million 

(European Commission, n.d.). This definition is commonly used in academic research and pol-

icy contexts, as it captures firms that share similar conditions, such as limited resources, sim-
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pler organizational structures, and greater vulnerability than larger corporations. SMEs consti-

tute the vast majority of firms in Sweden and play a major role in employment and value crea-

tion (Svenskt Näringsliv SME-Kommitté, 2024-2025; Statistiska centralbyrån, 2024).  

SMEs account for 99.9% of all firms in Sweden, making them the spine of the Swedish econ-

omy (Svenskt Näringsliv, n.d.). Their importance is particularly evident in employment crea-

tion, regional development, and economic stability. Given that most Swedish firms are small 

or medium-sized, changes in the conditions affecting the SME sector, such as interest rate fluc-

tuations, business cycle variations, or credit constraints, have direct effects on the national 

economy. Furthermore, 64% of total employment was generated by SMEs in 2023, and in 

2021, SMEs accounted for 60% of total turnover (Svenskt Näringslivs SME-Kommitté, 2024-

2025; Svenskt Näringsliv, n.d.). Given their dominance in the Swedish economy and compar-

atively limited financial buffers, SMEs constitute a particularly relevant context for examining 

how political uncertainty affects financial preparedness and decision-making.  

From a theoretical perspective, SMEs are often characterized by bounded rationality, limited 

organizational slack, and concentrated decision-making authority. These structural character-

istics suggest that political uncertainty may have stronger behavioral effects in SMEs than in 

larger firms. Limited financial slack constrains a firm's ability to absorb external shocks and 

adapt to changing conditions. Consequently, variations in mandate-period policy directions 

may more directly influence investment timing, liquidity management, and risk-related deci-

sions in SMEs than in more diversified corporations.  

These characteristics make SMEs particularly suitable for analysis using the BTOF and Pro-

spect Theory, since financial preparedness decisions are closely linked to aspiration levels, 

perceived losses, and owners and managers interpretations of uncertainty. 

2.2.2 Financing and Growth of SMEs  

A theme in the SME literature concerns firms’ ability to grow and how such growth is financed. 

Studies show that internal cash flow is often insufficient to finance expansion, making SMEs 

highly dependent on external sources of finance, which increases reliance on banks, investors, 

and credit markets (Cassman & Wickman, 2023).  

Research shows that, despite the importance of SMEs to the economy, these firms face dispro-

portionate financial constraints, particularly in the early-stage and growth phases, where un-

certainty and information asymmetries hinder bank financing. This has led to an increase in 

alternative forms of financing, such as venture capital, within the sector. Ström et al. (2025) 
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argue that venture capital plays a particularly significant role for innovative SMEs, where in-

novation levels tend to be higher than among firms that do not use venture capital financing. 

However, Ström et al. (2025) also point out that there is a fear of losing control when using 

external equity capital, which is the main factor causing SMEs to oppose venture capital as a 

means of financing their operations. Recent evidence further indicates that governance struc-

tures and human capital investments influence access to financing and strategic development 

in family SMEs, particularly under sustainability-related pressures (Campos-Valenzuela et al., 

2025; Yu & Du, 2025). High dependence on external financing also means that political un-

certainty may influence SMEs through expectations regarding credit conditions, taxation, in-

terest rates, and regulatory costs. For financially constrained SMEs, shifts in mandate-period 

policy direction may therefore have amplified implications for investment timing and capital 

structure decisions.  

In SMEs with concentrated ownership, financial decisions are closely tied to owner and man-

ager perceptions, reference points, and aspiration dynamics, suggesting that political uncer-

tainty may directly influence how risk and financial preparedness are cognitively framed. Ex-

isting research primarily examines financial constraints and capital structure outcomes rather 

than how owners and managers interpret political uncertainty and translate these interpretations 

into financial preparedness decisions within SMEs.  

2.2.3 Decision-Making in SMEs  

Recent research highlights the importance of flexibility in SME decision-making, as it enables 

firms to adapt more quickly to changing market conditions and regulatory requirements. Com-

bining long-term planning with flexible and adaptive decision-making strategies is considered 

important for timely decisions and continued firm growth (Johanson & Oliveira, 2024). In po-

litically volatile environments, such flexibility may become particularly important, as owners 

and managers must continuously reassess expectations and adjust financial commitments in 

response to shifting policy signals across mandate periods. These characteristics make SMEs 

particularly relevant for examining how owners and managers interpret political uncertainty 

and translate it into decisions regarding investment, liquidity, and risk. Existing studies largely 

focus on strategic flexibility and adaptation outcomes. It provides a limited understanding of 

how owners and managers interpret political uncertainty and translate it into financial prepar-

edness.  
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2.3 Family business  

2.3.1 Defining Family Firms: Ownership, Control, and Governance 

There is no universally accepted definition of a family business, and prior research employs 

several conceptualizations of family firms. Recent research highlights this definitional diver-

sity and suggests that family firms are generally identified by a combination of family involve-

ment in ownership, management, governance, and succession planning (Daspit et al., 2021; 

Fernandez, 2023; Suder et al., 2024). A commonly used definition emphasizes that families 

maintain significant decision-making authority and influence the firm’s long-term strategic di-

rection to preserve family influence across generations (Chua et al., 1999).  

According to the European Commission, a family business is generally characterized by family 

control over ownership and voting rights combined with active family involvement in govern-

ance or management. A firm may also be classified as a family business when the founder or 

acquiring family retains significant influence over strategic decisions and long-term direction. 

In Sweden, approximately 1.5 million individuals are employed in around 410,000 family busi-

nesses, which together account for roughly one-third of Swedish GDP (Svenskt Näringslivs 

SME-Kommitté, 2024-2025). 

From an analytical perspective, concentrated ownership and overlapping governance structures 

imply that strategic and financial decisions are less mediated by formalized managerial hierar-

chies and more directly shaped by the perceptions and cognitive framing of owners and man-

agers. This concentration of ownership and decision-making increases the importance of how 

owners and managers interpret uncertainty, risk, and financial trade-offs. This makes family-

owned SMEs particularly relevant for examining how political uncertainty influences financial 

preparedness decisions.  

2.3.2 Socioemotional Wealth and Financial Decision-Making 

Family enterprises are frequently distinguished by the safeguarding of socioemotional wealth 

(SEW), which includes non-financial elements such as family control, identity, reputation, and 

transgenerational continuity (Daspit et al., 2021; Fernandez, 2023). Instead of concentrating 

exclusively on profit maximization, family owners and managers often aim to reconcile finan-

cial goals with the aspiration to sustain long-term family influence over the organization. 

Previous research shows that SEW considerations influence strategic and financial decision-

making, encompassing investment horizons, capital structure decisions, and risk exposure (Del 
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Bosco & Bettinelli, 2020; Roffia et al., 2021). Research highlights considerable heterogeneity, 

as governance structures, succession dynamics, and contextual factors shape how family in-

volvement influences decision-making outcomes (Kastanakis et al., 2025). 

Importantly, SEW considerations may amplify sensitivity to political uncertainty. When polit-

ical changes threaten taxation regimes, regulatory conditions, or ownership structures, uncer-

tainty may be interpreted not only as financial volatility but also as a potential threat to long-

term family control and legacy. Consequently, family-owned SMEs may adopt more cautious 

financial preparedness strategies, particularly in contexts characterized by concentrated own-

ership and limited financial slack. This suggests that political uncertainty in family-owned 

SMEs is not merely an economic signal but also a governance-relevant trigger that may shift 

reference points and aspiration thresholds. As a result, financial preparedness decisions may 

reflect both economic calculation and socioemotional preservation motives.  

2.3.3 Political Uncertainty and Financial Behavior in Family Firms 

Political uncertainty across mandate periods pertains to deviations in expectations regarding 

taxation, regulation, and prospective economic conditions. Previous research indicates that 

electoral cycles and policy variations are associated with modifications in corporate invest-

ment, liquidity management, and risk exposure (Amore & Corina, 2021; Duong et al., 2020; 

Wen et al., 2021). These findings imply that firms modify their financial practices in response 

to diminishing predictability in policy environments.  

However, much of this evidence derives from publicly listed corporations characterized by 

dispersed ownership structures. In family-owned SMEs, concentrated ownership and central-

ized decision-making authority lead owners and managers to interpret political signals directly, 

as their personal wealth and long-term control are intimately linked to the firm (Daspit et al., 

2021; Fernandez, 2023). Consequently, political uncertainty may be perceived not only as fi-

nancial volatility but also as a potential threat to SEW and intergenerational continuity.  

This suggests that financial responses to political uncertainty in family-owned SMEs cannot 

be fully understood through observable financial outcomes. Instead, it is essential to investigate 

how mandate-period dynamics are cognitively interpreted and translated into investment tim-

ing, liquidity buffer management, and risk-related decision-making at the owner and manager 

level. This perspective necessitates a behavioral framework that links environmental political 

uncertainty to aspiration levels, perceived losses, and organizational financial adjustment pro-

cesses.  
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The preceding review illustrates that although political uncertainty is consistently linked to 

changes in investment, liquidity, and risk-taking, the cognitive and organizational mechanisms 

that support these adjustments remain insufficiently examined, particularly in the context of 

family-owned SMEs. To address this gap, the subsequent section introduces the BTOF and 

Prospect Theory as supplementary analytical frameworks. Understanding how such govern-

ance structures shape the interpretation of political uncertainty is therefore essential for ana-

lyzing financial preparedness decisions in family-owned SMEs. 

2.4 Behavioral Theory of the Firm  

2.4.1 Foundational Assumptions of BTOF 

Although previous research on EPU has comprehensively documented outcome-based finan-

cial adjustments, it offers limited insight into the cognitive and organizational mechanisms 

through which uncertainty is interpreted and enacted within concentrated governance struc-

tures. A behavioral and decision-process-oriented framework is therefore needed to explain 

how political uncertainty influences financial preparedness decisions in family-owned SMEs. 

This study adopts BTOF as the primary theoretical framework to explain how owners and 

managers in family-owned SMEs adjust their financial preparedness during political uncer-

tainty across mandate periods. BTOF views organizational decision-making as bounded and 

problem-oriented, emphasizing satisficing behavior rather than continuous profit maximization 

(Cyert & March, 1963; Gavetti et al., 2012). Firms evaluate performance relative to aspiration 

levels that serve as reference points, and deviations from these benchmarks guide subsequent 

decision-making processes. 

In the context of political uncertainty across mandate periods, aspiration levels may be desta-

bilized as external policy shifts alter performance expectations and perceived stability. This 

makes BTOF particularly well-suited to analyzing how owners and managers adjust their fi-

nancial priorities in response to declining institutional predictability. 

2.4.2 Aspiration Levels and Problemistic Search  

A core component of BTOF is the concept of problemistic search, which is activated when 

performance declines below predefined aspiration levels. Rather than engaging in extensive or 

optimal exploration, decision-makers generally focus on localized, familiar solutions to address 

immediate issues (Gavetti et al., 2012). In contexts marked by increased political and policy 
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uncertainty, this paradigm suggests a heightened emphasis on short-term financial control, of-

ten manifested through more cautious investment timing and enhanced liquidity management, 

until more definitive environmental signals emerge (Hawach & Requejo, 2025).  

BTOF further emphasizes that aspiration levels are dynamic rather than fixed. They evolve 

over time through historical performance and social comparison and are shaped by how deci-

sion-makers allocate attention and interpret feedback under varying degrees of environmental 

volatility (Berchicci & Tarakic, 2022; Gavetti et al., 2012; Greve, 2003). 

In politically volatile environments, problemistic search may be triggered not only by realized 

performance decline but also by anticipated deviations from expected policy trajectories. Con-

sequently, perceived political risk can activate precautionary adjustments even before objective 

financial deterioration occurs.  

2.4.3 Organizational Slack and Adaptive Capacity 

Another key component of BTOF is organizational slack, defined as resources more than those 

required for efficient day-to-day operations. In the original formulation, slack serves as a buffer 

that reduces internal conflict and provides flexibility in response to changing external condi-

tions (Cyert & March, 1963). Subsequent research conceptualizes organizational slack as re-

sources beyond immediate operational requirements and how liquidity buffers or unused ca-

pacity can support organizational adjustment under uncertain conditions (Bourgeois, 1981; 

Mismetti et al., 2024).  

Within family-owned SMEs, where financial buffers are typically limited, the accumulation or 

preservation of slack may represent a deliberate strategic response to political uncertainty. Ra-

ther than merely reflecting excess resources, liquidity buffers can be interpreted as adaptive 

instruments shaped by aspiration dynamics and loss sensitivity. 

2.4.4 Coalitions, Conflict, and Organizational Routines 

BTOF further acknowledges organizations as coalitions of actors with potentially conflicting 

interests, making conflict resolution an important part of organizational decision-making. In 

family-owned SMEs, tensions may emerge between growth-oriented investment objectives and 

preferences for financial security, liquidity preservation, or cautious risk exposure. Such con-

flicts are generally addressed through sequential problem-solving and temporary compromises 

rather than comprehensive optimization (Cyert & March, 1963; Gavetti et al., 2012).  
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In family-owned SMEs, coalitional dynamics may be less formally organized yet still evident, 

especially in intergenerational contexts where growth aspirations and preservation motives co-

exist. Political uncertainty can exacerbate these tensions, particularly when investment deci-

sions entail long-term commitments during unstable regulatory environments.  

Finally, BTOF emphasizes the significance of organizational routines in shaping decision-mak-

ing processes within the context of bounded rationality. While routines serve to economize 

cognitive resources and foster stability, they may also induce inertia during changing environ-

mental conditions (Omidvar et al., 2023; Levitt & March, 1988). Consequently, in situations 

characterized by political uncertainty, owners and managers are likely to depend more inten-

sively on established financial routines, such as liquidity targets, spending controls, and invest-

ment deferral regulations, while progressively revising aspirations and strategies as policy clar-

ity is reestablished (Berchicci & Tarakci, 2022; Omidvar et al., 2023).  

Collectively, BTOF offers a meso-level framework for analyzing how political uncertainty af-

fects financial preparedness in family-owned SMEs by altering aspiration levels, activating 

problemistic search, preserving slack, and increasing reliance on established routines. How-

ever, while BTOF explains organizational adjustment processes, it provides less insight into 

how owners and managers cognitively interpret political risk. This creates a need to comple-

ment BTOF with Prospect Theory.  

2.5 Prospect Theory 

2.5.1 Core Mechanisms of Prospect Theory 

Prospect theory, Kahneman & Tversky (1979), provides a behavioral explanation of decision-

making under risk that is particularly relevant in contexts characterized by political uncertainty. 

Rather than evaluating outcomes in absolute wealth terms, decision-makers assess outcomes 

relative to a reference point (such as current performance, prior expectations, or a perceived 

“normal” state). Consequently, outcomes are mentally categorized as gains or losses, and the 

framing of the decision context significantly influences subsequent choices (Kahneman & 

Tversky, 1979).  

A fundamental principle is loss aversion, which posits that losses generally impose a greater 

psychological burden than comparable gains. This asymmetry helps explain why decision-

makers may prioritize safeguarding their current position over pursuing potential gains when 

faced with increased uncertainty (Kahneman & Tversky, 1979; Tversky & Kahneman, 1992). 
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Although loss aversion is extensively documented, emerging evidence indicates that its inten-

sity can vary with contextual factors and should not be regarded as inherently constant across 

settings, an aspect pertinent to the theory's application in real-world corporate decision-making 

(Bleichrodt et al., 2023). Prospect Theory further formalizes these behavioral tendencies 

through a value function that is generally concave for gains and convex for losses, suggesting 

that risk preferences may vary depending on whether an individual perceives themselves as 

operating within a domain of gains or losses.  

2.5.2 Probability Weighting and Perceived Risk  

An additional crucial aspect pertains to probability weighting. Prospect Theory indicates that 

individuals do not process probabilities linearly; rather, they tend to overweight small proba-

bilities and underweight moderate-to-high probabilities, leading to systematic deviations from 

expected utility maximization (Tversky & Kahneman, 1992). In situations characterized by 

political or regulatory uncertainty, this phenomenon can help explain why highly salient, yet 

infrequent events (for example, sudden policy changes) may garner disproportionate attention, 

thereby influencing perceived risk even when objective probabilities are difficult to determine 

(Riksbank, 2024).  

2.5.3 Integrating Prospect Theory with BTOF 

This study positions Prospect Theory as a supplementary framework to the BTOF. While 

BTOF offers the primary decision-making rationale at the organizational level, encompassing 

aspirations, problemistic search, slack, and routines, Prospect Theory enhances analysis at the 

owner and manager level by explaining how political uncertainty can shift reference points and 

intensify loss-focused evaluations. For owners and managers of family-owned SMEs, whose 

personal wealth, identity, and control are often closely linked to the firm, concepts such as loss 

aversion and reference dependence are plausibly influential in fostering conservative financial 

behaviors. These behaviors include postponing investments, strengthening liquidity buffers, 

and reducing risk exposure during periods of uncertain mandates. Conversely, Prospect Theory 

also indicates that if decision-makers perceive the firm as below an acceptable reference point, 

risk-taking may escalate as stakeholders attempt to “break even” or recoup losses. Such behav-

ior can affect leverage and risk-related investment decisions during uncertain environments 

(Kahneman & Tversky, 1979; Tversky & Kahneman, 1992). This theoretical integration com-
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plements BTOF by offering a psychologically grounded mechanism to account for heteroge-

neity in how political uncertainty is interpreted and translated into decisions regarding invest-

ment, liquidity, and risk in family-owned SMEs (Mismetti et al., 2024).  

While BTOF explains how organizations modify behavior based on aspiration levels and avail-

able slack, Prospect Theory offers the micro-level cognitive mechanism that demonstrates why 

owners and managers might overemphasize potential losses during periods of political uncer-

tainty. The integration of these frameworks enables a multi-level explanation of financial pre-

paredness, where political uncertainty operates both as an environmental trigger (BTOF) and 

as a cognitively framed risk context (Prospect Theory). This dual perspective enhances the 

framework's explanatory robustness by linking political uncertainty to both organizational ad-

justment mechanisms and owners and managers risk perceptions. 

Prospect Theory offers a powerful explanation of risk framing at the individual level, but it 

does not inherently account for organizational routines, coalition dynamics, or structural con-

straints. Its explanatory power in firm-level contexts, therefore, depends on integration with 

organizational-level frameworks such as the BTOF. 

2.6 Political Context 

2.6.1 Policy Changes as Cost Drivers: Energy Taxation and the Reduction Obli-

gation 

The literature concerning Swedish fuel pricing indicates that domestic fuel prices are signifi-

cantly influenced by politically determined policy instruments, notably energy and carbon 

taxes, as well as the biofuel blending reduction obligation. Modifications to these policy in-

struments directly impact fuel costs, consequently affecting operating expenses for companies 

reliant on transportation and energy inputs.  

During the period of government administration from 2018 to 2022, the obligation to reduce 

emissions progressively intensified, thereby contributing to comparatively higher diesel prices 

relative to many other European Union nations (Konjunkturinstitutet, 2024). Concurrently, en-

ergy and carbon taxation were subject to indexation mechanisms linked to inflation and eco-

nomic growth, thereby progressively increasing the tax component of fuel prices (Regeringen, 

2021).  
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In the subsequent government period beginning in 2022, policy directives shifted toward alle-

viating fuel price pressures. A principal reform involved reducing the reduction obligation 

commencing in 2024, decreasing blending requirements, and thereby contributing to lower die-

sel prices (RISE, 2024; Regeringen, 2023; Konjunkturinstitutet, 2024). Concurrently, adjust-

ments to energy taxation were implemented to stabilize fuel costs (Regeringen, 2024). Policy 

developments have not followed a linear trajectory, as the reduction obligation was subse-

quently modified to 10 percent in 2025, with tax parameters also adjusted to counterbalance 

price effects (Konjunkturinstitutet, 2025).  

From this study's perspective, the analytical significance of these developments lies not pri-

marily in the technical design of each reform but in their implications for cost predictability. 

For SMEs operating with limited financial slack, repeated policy adjustments may alter expec-

tations about future stability and create uncertainty about operating costs. Consequently, such 

developments may signal uncertainty and affect how owners and managers assess financial 

risks and future investment conditions. 

2.6.2 Policy Changes as Cost Drivers: Related to SMEs 

Politically motivated alterations in fuel costs may affect SMEs through various economic chan-

nels. Firstly, fuel prices directly affect the operating expenses of firms that rely on vehicles, 

machinery, or transportation-intensive operations. Secondly, these changes influence logistics 

costs incorporated within supply chains. Thirdly, they affect pricing conditions and consumer 

demand, as increasing costs diminish purchasing power within the wider economy.  

SMEs are inherently more susceptible to cost shocks compared to larger corporations, owing 

to their generally limited financial reserves and diminished bargaining power within supply 

chains. Consequently, increases in input costs are often only partially transmitted to consumers, 

thereby constraining profit margins (Företagarna et al., 2022). This phenomenon was especially 

pronounced during volatility in global energy markets in 2021-2022, when fuel prices rose 

sharply due to the post-pandemic demand recovery and geopolitical disruptions. The policy 

modifications commencing in 2024 have reduced fuel expenditures and provided temporary 

relief for SMEs heavily reliant on transportation (Konjunkturinstitutet, 2024). Nevertheless, 

recurrent policy adjustments may also increase regulatory uncertainty, potentially deterring 

long-term investments in technologies such as fleet electrification or energy-efficiency im-

provements.  
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From a behavioral perspective, these developments warrant attention due to their influence on 

the interpretation of uncertainty. Within the framework of the BTOF, recurring cost fluctua-

tions may diminish aspiration levels and trigger problemistic search, thereby leading firms to 

focus on financial stability and liquidity preservation. From the perspective of Prospect Theory, 

owners and managers might perceive repeated cost increases as potential losses relative to their 

current reference points, thereby reinforcing risk-averse financial strategies such as delaying 

investments or accumulating precautionary liquidity. 

2.6.3 Policy Changes as Cost Drivers: Sectoral and Geographic Dimensions 

The impact of fuel price fluctuations and associated policy changes varies across SMEs. Com-

panies in rural or less densely populated regions generally face greater reliance on transporta-

tion and fewer substitution options than their urban counterparts in the service sector. Conse-

quently, adjustments in fuel taxation and energy prices may exert more pronounced impacts on 

SMEs operating in geographically dispersed areas, where transportation requirements are in-

herently greater (Regeringen, 2022).  

Sectoral differences further contribute to heterogeneous exposure. In industries where fuel ac-

counts for a substantial share of total operating costs, even moderate tax-induced price changes 

can significantly affect profit margins. In contrast, firms in knowledge-intensive sectors may 

experience weaker direct effects but still face indirect cost increases through supply chains. 

Previous policy analyses highlight that fuel taxation and climate policy adjustments can influ-

ence production and distribution costs across different sectors, with varying implications for 

competitiveness and investment incentives (Regeringen, 2022).  

This heterogeneity is analytically important because it suggests that political uncertainty is un-

likely to elicit uniform financial responses across firms. Instead, policy changes during man-

date periods are likely to be interpreted in various ways, contingent on a firm’s vulnerability to 

cost volatility. Consequently, comprehending how owners and managers interpret political un-

certainty is essential for elucidating the discrepancies in financial preparedness decisions 

among SMEs. 

2.6.4 Implications for Analytical Framework  

Collectively, the reviewed evidence indicates that policy-driven fluctuations in fuel prices im-

pact SMEs by altering operating costs, logistics expenses, and investment incentives 
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(Konjunkturinstitutet, 2024; Regeringen, 2022). The significance of these developments trans-

cends immediate financial effects. Repeated policy adjustments may further influence owners 

and managers perceptions of future stability and their assessments of financial risks throughout 

mandate periods.  

In this study, such policy developments are therefore conceptualized not merely as cost altera-

tions but as recurrent signals of uncertainty that influence financial decision-making. Within 

the BTOF framework, these developments may destabilize aspiration levels, stimulate 

problemistic search, and promote the maintenance of organizational slack under conditions of 

uncertainty (Cyert & March, 1963; Gavetti et al., 2012). Prospect Theory further complements 

this perspective by elucidating how owners and managers cognitively frame uncertainty in re-

lation to reference points and potential losses (Kahneman & Tversky, 1979; Tversky & Kahne-

man, 1992). 

By linking policy-driven uncertainty with both organizational adjustment mechanisms and cog-

nitive risk framing, the political context provides an analytical bridge connecting macro-level 

policy developments with micro-level financial preparedness decisions within family-owned 

SMEs. Consequently, examining how owners and managers interpret such policy develop-

ments becomes essential for understanding how political uncertainty is translated into financial 

preparedness decisions. 

2.7 Previous Studies 

A considerable body of research investigates the relationship between political and EPU and 

corporate financial behavior. The primary empirical focus has been on publicly listed compa-

nies and overall investment results, whereas comparatively less attention has been directed to-

wards family-owned SMEs. The literature can be categorized into three interconnected 

streams: Political uncertainty and investment behavior, Uncertainty and liquidity management, 

and Uncertainty and corporate risk-taking. 

2.7.1 Political Uncertainty and Corporate Investment 

Political uncertainty has persistently been associated with reductions in corporate investment. 

Electoral cycles generate increased ambiguity concerning future regulatory and fiscal condi-

tions, which appears to lead to the postponement of capital expenditures. Empirical evidence 

consistently indicates that political uncertainty prompts firms to delay irreversible investments 

and adopt more cautious investment approaches. Data from various institutional contexts 
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demonstrate that election cycles and policy uncertainty correlate with lower capital expendi-

tures, diminished merger and acquisition activities, and postponed strategic commitments 

(Amore & Corina, 2021; Chen et al., 2023; Zhou et al., 2024).  

The introduction of the EPU index by Baker et al. (2016) has facilitated a more systematic 

analysis of policy-related uncertainty. Utilizing U.S. firm-level data, Meng et al. (2023) demon-

strate that rises in the EPU are negatively associated with corporate investment, thereby sup-

porting a real-options interpretation wherein firms adopt a “wait-and-see” approach during pe-

riods of increased uncertainty (Meng et al., 2023; Kong et al., 2022). Recent studies further 

indicate that policy uncertainty can impact a broad spectrum of strategic commitments, includ-

ing mergers, acquisitions, and innovation investments, particularly within policy-sensitive or 

environmentally exposed sectors (Huang & Sun, 2024; Wang et al., 2026).  

Despite considerable empirical evidence supporting this relationship, the existing data predom-

inantly pertain to large, publicly traded corporations characterized by dispersed ownership 

structures and access to capital markets. Consequently, the applicability of these findings to 

privately held SMEs, where ownership and decision-making are frequently centralized, re-

mains uncertain. Moreover, political connections and governance arrangements may impact 

the relationship between investment and uncertainty, suggesting that managerial interpretation 

and embedded institutional ties influence firm responses (Liu et al., 2021).  

These findings align with a problemistic search interpretation, suggesting that firms delay irre-

versible commitments when confronted with heightened political uncertainty. Most studies pri-

marily document observable reductions in investment rather than analyzing the cognitive and 

organizational processes through which uncertainty is interpreted and translated into financial 

decisions. This limitation is particularly pertinent in family-owned SMEs, where investment 

decisions are frequently concentrated in the hands of owners and managers, whose perceptions 

of political uncertainty may directly influence financial preparedness strategies. Consequently, 

the fundamental interpretive mechanisms linking political uncertainty to investment decisions 

remain underexplored in owner and managed SME contexts. 

2.7.2 Political Uncertainty and Liquidity Management 

In addition to delaying investments, firms often respond to political uncertainty by fortifying 

their liquidity positions. A significant body of empirical research indicates that elevated levels 

of political or EPU correlate with increased corporate cash holdings and precautionary liquidity 

reserves. Across various institutional contexts, firms typically enhance their liquidity buffers 
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to protect against potential financial constraints and unpredictable policy changes (Duong et 

al., 2020; Goodell et al., 2021; Yousefi & Yung, 2022; Das et al., 2024; Caixe, 2025; Zhang et 

al., 2025). These outcomes are generally interpreted through the lens of the precautionary sav-

ings hypothesis, which posits that firms accumulate internal liquidity to address future shocks 

during uncertain external financing conditions.  

Recent research further highlights that firms perceive policy uncertainty, rather than solely ob-

jective policy indicators, may play a crucial role in influencing liquidity management decisions. 

Studies suggest that subjective managerial perceptions of uncertainty can enhance precaution-

ary liquidity accumulation, as firms endeavor to preserve financial flexibility during volatile 

policy environments (Liao et al., 2025; Chen et al., 2026). Empirical evidence across various 

institutional contexts confirms that both the level and volatility of uncertainty can motivate 

firms to augment cash reserves and retain excess liquidity to sustain financial flexibility (Das 

et al., 2024; Liang & Wang, 2026; Li et al., 2026).  

A substantial portion of this empirical evidence comes from capital-market-oriented firms with 

diversified funding sources and comparatively easy access to external financing. SMEs gener-

ally face more stringent credit constraints and rely more heavily on internal funding. The role 

of precautionary liquidity accumulation may differ fundamentally between SMEs and larger 

firms. In smaller firms with concentrated ownership structures, liquidity buffers may serve not 

only as a means of financial flexibility but also as a reflection of owners and managers percep-

tions of uncertainty and risk exposure.  

From a BTOF perspective, the accumulation of precautionary liquidity can be interpreted as a 

form of organizational slack that enables firms to adapt to changing external conditions. Em-

pirical studies conceptualize liquidity accumulation primarily as a financial outcome rather 

than examining the cognitive and organizational processes that drive these decisions. This lim-

itation is especially relevant for family-owned SMEs, where financial decisions are often 

closely tied to owners and managers interpretations of uncertainty, reference points, and per-

ceived risks. Hence, the micro-level mechanisms through which political uncertainty shapes 

liquidity management remain underexplored in owner and manager-led SME contexts. 

2.7.3 Political Uncertainty and Corporate Risk-Taking  

A third stream of literature links policy uncertainty to corporate risk-taking. Vural-Yavaş 

(2020) and Wen et al. (2021) show that higher EPU levels are associated with lower leverage 

and reduced risk exposure, suggesting that firms adopt more conservative financial strategies 
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when future policy environments are difficult to anticipate. Further evidence indicates that 

firms adjust capital structure decisions and debt exposure when policy uncertainty increases, 

often adopting more conservative leverage positions (Bajaj et al., 2021).  

Still, responses may be heterogeneous. Performance feedback research indicates that falling 

below aspiration levels can trigger problemistic search and more substantial strategic changes, 

including riskier actions in some contexts (Gavetti et al., 2012). This divergence suggests that 

firm-level characteristics and governance structures may moderate how political uncertainty 

translates into financial risk-taking. Recent empirical work also highlights the importance of 

managerial expectations and shifts in perceptions in explaining heterogeneous risk responses 

during policy uncertainty (Lou et al., 2022). The empirical evidence relies on large-scale quan-

titative datasets that capture observable outcomes rather than the cognitive and interpretive 

processes underpinning managerial decision-making. This limitation is highly relevant for 

SMEs, where owners and managers psychological framing and risk interpretation can play a 

disproportionate role in financial preparedness, motivating qualitative designs that foreground 

perceptions of decision-making (Wang et al., 2025).  

Prospect Theory suggests that firms operating below their perceived reference points may ex-

hibit risk-seeking behavior in the loss domain, while those exceeding their aspiration thresholds 

may become progressively risk-averse. Although empirical studies seldom explicitly incorpo-

rate these psychological mechanisms.  

These contrasting findings indicate that political uncertainty does not inherently diminish risk-

taking, rather, it interacts with performance feedback, governance structures, and managerial 

framing. However, few studies explicitly integrate organizational aspiration theory with cog-

nitive loss framing to elucidate this variability. 

2.7.4 Family Firms, SMEs, and Decision-Making Under Uncertainty 

Research on family firms highlights the importance of ownership concentration, SEW, and 

long-term orientation in shaping financial decision-making (Daspit et al., 2021; Fernandez, 

2023). Operational definitions of family SMEs vary considerably across studies, and govern-

ance configurations significantly shape managerial discretion and financial behavior (Roffia et 

al., 2021). Family involvement in governance may influence risk appetite, investment horizons, 

and capital structure decisions. Empirical evidence further demonstrates that family control 

affects strategic investment decisions, particularly when investments involve higher irreversi-

bility or international exposure (Del Bosco & Bettinelli, 2020). Wahyudi et al. (2021) note that 
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the literature on family enterprises and SMEs remains fragmented and calls for a more inte-

grated approach that combines ownership and managerial perspectives.  

While previous research indicates that political and EPU affect firm-level outcomes (Gulen & 

Ion, 2016; Saez et al., 2019), there is comparatively limited understanding of how family-

owned SME owners and managers interpret such uncertainty and convert it into financial pre-

paredness strategies. Existing studies have primarily focused on aggregate investment, lever-

age, or cash outcomes, rather than on the perceptual and decision-making processes through 

which uncertainty is interpreted across mandate periods.  

Existing studies often operationalize family ownership as a structural variable rather than ex-

amining how SEW considerations shape cognitive interpretations of political risk across man-

date periods. Considering the significance of SEW preservation and concentrated ownership 

within family firms, political uncertainty can be interpreted not solely as financial volatility but 

also as a threat to long-term control and legacy. Addressing this gap broadens the scope of 

uncertainty research to a context marked by concentrated ownership, governance overlap, and 

heightened sensitivity to both financial and socioemotional factors. 

 This suggests that family-owned SMEs may implement different financial preparedness strat-

egies than non-family firms, a dimension that has been insufficiently explored in current re-

search on uncertainty.  

2.7.5 Literature Synthesis and Research Gap  

Taken together, the reviewed literature demonstrates robust empirical associations between 

political factors and EPU, corporate investment, liquidity, and risk-taking. Three limitations 

remain evident.  

Firstly, the prevailing empirical emphasis on publicly traded corporations raises uncertainty 

about the applicability of these findings to privately held SMEs, where ownership and mana-

gerial structures are more concentrated. Secondly, most studies depend on quantitative outcome 

measures, thereby capturing observable financial adjustments rather than the cognitive and in-

terpretive processes through which uncertainty is perceived and transformed into decisions. 

Third, although family ownership and SEW considerations are acknowledged as significant 

determinants of strategic behavior, their interplay with political uncertainty throughout differ-

ent mandate periods remains inadequately theorized.  
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Addressing these limitations requires a framework that connects environmental political un-

certainty to organizational aspiration dynamics and individual loss framing. This is particularly 

important in concentrated governance contexts such as family-owned SMEs. By integrating 

BTOF with Prospect Theory and situating the analysis within Swedish mandate periods, this 

study moves beyond outcome-based correlations by developing a process-oriented explanation 

of financial preparedness in family-owned SMEs.  

In summary, the reviewed literature indicates that political uncertainty can impact investment 

delays, the accumulation of liquidity as a measure of precautionary slack, and heterogeneous 

risk responses upon perceived reference points. These theoretical expectations inform the em-

pirical analysis presented in the subsequent chapters. BTOF explains how firms organization-

ally adjust financial behavior, problemistic search, and slack preservation, while Prospect The-

ory explains how owners and managers frame uncertainty through reference points and loss 

aversion. Together, these frameworks provide a multi-level explanation of how political uncer-

tainty is interpreted and translated into financial preparedness decisions in family-owned 

SMEs.  

3. Methodology 

This chapter presents the study's methodology, including the research approach, data collec-

tion, and analysis. It also discusses research quality, ethical considerations, and methodolog-

ical limitations.  

3.1 Research Philosophy  

This study adopts a constructivist research philosophy and aligns with a Gioia-inspired ap-

proach to qualitative research. In line with this view, political uncertainty is not approached as 

a fixed external condition defined solely by policy changes or political events. Instead, it is 

understood as a phenomenon that emerges through how organizational actors interpret, evalu-

ate, and respond to political developments within their specific contexts. This study seeks to 

capture how owners and managers themselves make sense of political uncertainty and how 

such interpretations shape their financial decision-making. Consistent with the principles un-

derlying qualitative research, the aim is not to impose predefined theoretical explanations, but 
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to develop an empirically grounded understanding based on the meanings articulated by in-

formants (Gioia, 2020). 

3.1.1 Ontology  

This study adopts a constructionist ontological position, assuming that reality is not independ-

ent of social actors but is constituted through their interpretations and interactions. Political 

developments such as mandate periods, policy proposals, and regulatory changes are treated as 

institutional structures that shape the environment in which firms operate. However, their sig-

nificance is not inherently given. Instead, these developments acquire meaning through how 

owners and managers interpret them in relation to their firm’s situation, expectations, and ex-

periences. This perspective aligns with the Gioia approach, which emphasizes that understand-

ing organizational phenomena requires grounding analysis in how informants themselves con-

struct meaning in their lived experience (Gioia, 2020). 

3.1.2 Epistemology  

From an epistemological view, the study adopts an interpretivist position, focusing on under-

standing how individuals make sense of their social and organizational environments. 

Knowledge is generated through semi-structured interviews with owners and managers of fam-

ily-owned SMEs. These interviews are designed to elicit informants' own accounts of how they 

perceive political uncertainty and how these perceptions influence financial preparedness and 

decision-making. The focus is on capturing informant-centric terms and expressions, allowing 

participants to articulate their experiences in their own words (Gioia, 2020). 

To situate these interpretations within a broader institutional context, interview data are com-

plemented with documentary analysis of political developments and, where available, descrip-

tive financial indicators. These additional data sources are not treated as independent explana-

tory variables but as contextual material that helps interpret and enrich informants' accounts.  

3.1.3 Alignment with the Study Objectives  

The interpretive and constructivist perspective aligns with the study’s objective of understand-

ing how owners and managers perceive and respond to political uncertainty. The research de-

sign prioritizes capturing the meanings that actors attribute to political developments and how 

these influence financial decision-making processes. 
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By combining informant accounts with contextual analysis of policy developments, the study 

provides a multi-layered understanding of political uncertainty in local SMEs. In line with 

qualitative research traditions, the primary analytical emphasis remains on the informants’ in-

terpretations, which form the foundation for subsequent theoretical development. 

3.1.4 Methodological Orientation  

This study adopts a qualitative, Gioia-inspired methodological orientation to develop an em-

pirically grounded understanding of how owners and managers in family-owned SMEs inter-

pret and respond to political uncertainty. In line with the Gioia methodology, organizational 

actors are viewed as capable of articulating how they understand and act upon their surrounding 

environment, meaning that the analysis is grounded in the informant's own experiences and 

interpretations. 

The study is qualitatively driven, where documentary and financial data are used as contextual 

support rather than as part of a fully integrated mixed-methods design. The primary empirical 

material consists of semi-structured interviews with owners and managers of family-owned 

SMEs. The interviews focus on how political developments are perceived and how these inter-

pretations influence financial decisions related to liquidity, investments, and strategic prepar-

edness. 

To situate the informants’ accounts within a broader context, the interview material is comple-

mented with documentary analysis of policy developments and, where possible, descriptive 

financial indicators. The analysis follows an iterative and abductive logic in which existing 

theories are used as sensitizing concepts rather than as fixed analytical templates. The emphasis 

remains on allowing empirically emerging themes to guide the theoretical development (Gioia, 

2020). 

3.2 Research Design 

3.2.1 Sampling Strategy, Selection, and Criteria 

Sampling was purposive and theoretically driven. Participants were selected based on their 

relevance to the phenomenon under investigation rather than statistical representativeness. The 

study focuses on owners and managers of family-owned SMEs, as these actors are directly 



   
 

30 
 

involved in financial decision-making and are therefore well positioned to interpret and re-

spond to political uncertainty. 

The sample comprises 26 interview objects in family-owned SMEs located in Västra Götaland 

and Småland. Geographical delimitation serves to provide a relatively consistent institutional 

context while maintaining a manageable scope for data collection. 

The following selection criteria were applied, firms were required to qualify as SMEs accord-

ing to EU definitions, be family-owned with family involvement in ownership and/or manage-

ment, and have respondents who are owners, CEOs, or senior managers responsible for finan-

cial decisions. In addition, the firms must have operated during at least one Swedish mandate 

period since 2016. Variation in firm size and industry was included where possible to enhance 

analytical comparison across cases. 

Firms were identified through the Swedish business database Allabolag.se and contacted di-

rectly. Participation was voluntary, which introduces a potential element of self-selection bias. 

This is consistent with qualitative research that prioritizes depth and relevance over represent-

ativeness. In total, 45 objects were contacted. Of these, 19 declined to participate, which may 

be explained by the fact that political issues are considered sensitive and personal. 

3.3 Data Collection  

3.3.1 Primary Data: Interviews  

The data collection in this study was designed in accordance with the principles of the Gioia 

methodology to capture how organizational actors themselves make sense of their experiences. 

Consistent with this approach, semi-structured interviews were used as the primary data col-

lection method, allowing respondents to articulate their own interpretations of political uncer-

tainty and its financial implications with their own words (Gioia, 2020). 

The interviews were conducted between 2026-02-18 and 2026-03-19, with an average duration 

of 21 minutes. In total, 26 respondents representing 25 different firms participated in the study. 

The interview guide consisted of 19 questions (see Appendix E, interview questions). While 

most interviews were conducted face-to-face, a small number were conducted via Zoom, and 

the audio file was transcribed almost immediately after each interview. An overview of the 

participants is provided in Appendix B (Table B1). 
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The interview guide was systematically structured around thematic blocks directly derived 

from the research question. Specifically, the guide was organized into four sections, firm and 

respondent background, perceptions of political uncertainty, financial decision-making under 

uncertainty, and temporal reflections across mandate periods. Each thematic block was de-

signed to generate first-order data by encouraging respondents to describe their experiences 

using their own language. Open-ended questions were formulated to avoid leading respondents 

toward predefined theoretical constructs, while follow-up probes were used to deepen and clar-

ify responses. This structure ensured alignment between the research question and the data 

collection process and supported the subsequent Gioia-based analysis by generating rich, in-

formant-centric material. 

The data collection process began with background questions to establish the respondents roles 

and the organizational context, ensuring that participants were knowledgeable actors involved 

in financial decision-making. Subsequent questions explored respondents perceptions of polit-

ical uncertainty, allowing them to define the concept in their own terms and reflect on how 

different political periods since 2016 have shaped their sense of stability or risk. 

To capture how these perceptions translate into organizational action, the interview guide in-

cluded thematic sections on investment decisions, liquidity management, and risk-taking be-

havior. For instance, respondents were asked to provide concrete examples of how political 

conditions influenced investment timing, scale, or type, as well as how they adjusted financial 

buffers or risk exposure during periods of uncertainty. These questions were designed to gen-

erate detailed narratives that could later be coded into first-order concepts reflecting informants 

own language and categorizations. Follow-up questions were used flexibly to deepen responses 

and probe specific financial behaviors, such as changes in cash reserves, borrowing strategies, 

or postponement of decisions.  

The inclusion of questions related to the family-owned nature of the firms allowed the study to 

capture how long-term orientation and family involvement shape responses to political uncer-

tainty. Finally, reflective questions encouraged respondents to compare their approaches across 

different mandate periods, enabling the identification of temporal patterns and evolving strat-

egies. 

Overall, the data collection was structured to generate a comprehensive and nuanced dataset 

that captures concrete financial practices of informants. This provides a robust foundation for 
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subsequent Gioia-style analysis, where first-order informant terms can be systematically linked 

to second-order themes and aggregate dimensions, thereby ensuring strong data-to-theory con-

nections. 

3.3.2 Secondary Data: Contextual  

To support and contextualize the interpretations emerging from the interview data, this study 

incorporates documentary analysis of political and policy developments related to Swedish 

mandate periods since 2016. These documents are not treated as an independent source of ex-

planation, but rather as contextual material that helps situate and interpret the meanings artic-

ulated by informants (Gioia, 2020). 

The documentary material consists of official policy-related sources, including government 

propositions, parliamentary committee reports, policy statements, and publications from rele-

vant public agencies. These documents were selected to reflect key institutional developments 

that potentially shape the environment in which the participating firms operate. The time frame 

corresponds to Swedish mandate periods from 2016 onwards, aligning with the period during 

which the studied firms have made strategic and financial decisions. 

The selection of documents was guided by their relevance to economic and regulatory condi-

tions affecting SMEs, including taxation, regulatory changes, and policy initiatives influencing 

business operations. Additional criteria included temporal alignment with the empirical setting 

and direct relevance to conditions that could plausibly be perceived as uncertain by owners and 

managers. Documents were primarily sourced from official government websites and parlia-

mentary archives, ensuring access to authoritative and verifiable material. In total, six different 

political references were included in the contextual background for the analysis: corporate tax, 

Consumer Price Index with fixed interest rate (CPIF), interest rate, energy tax, and the reduc-

tion obligation for both diesel and petrol (see Appendix C, Table C1). These references were 

chosen because, in one way or another, they have a direct or indirect connection to how the 

affected SMEs conduct their economic activities. 

Consistent with a Gioia-inspired approach, analytical priority remains with the informant's own 

interpretations. The documentary material is therefore used to support the development of data-

to-theory connections by clarifying the institutional references embedded in the interview data, 

thereby strengthening the transparency and credibility of the analysis (Gioia, 2020).  
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3.3.3 Supplementary Financial Indicators  

Descriptive firm-level financial indicators were incorporated as supplementary material to sup-

port the interpretation of the interview data. These indicators included measures such as prof-

itability, revenue growth, and investment levels, providing an empirical backdrop to the finan-

cial practices described by the participating firms. 

Rather than constituting a separate analytical strand, the inclusion of financial indicators con-

tributes to a richer and more transparent data-to-theory connection. By aligning observable 

financial patterns with informant accounts, the study enhances the robustness of its interpretive 

claims while maintaining the Gioia principle that theoretical insights should remain grounded 

in the meanings articulated by participants (Gioia, 2020). 

3.4 Data Analysis Techniques  

3.4.1 Data Analysis: Qualitative Data  

The qualitative analysis followed the systematic, inductive approach, emphasizing the distinc-

tion between first-order (informant-centric) and second-order (researcher-centric) analysis (Gi-

oia, 2020). All interviews were audio-recorded, transcribed using aTrain, and iteratively ana-

lyzed. 

In the first stage of analysis, a large number of first-order concepts were generated through 

open coding. These concepts closely adhered to the informant's own language and expressions, 

capturing how respondents described political uncertainty, investment behavior, liquidity man-

agement, and risk-related decision-making. At this stage, the analysis remained intentionally 

descriptive, aiming to preserve informant voice and avoid premature theoretical abstraction. 

In the second stage, similarities and differences among first-order concepts were systematically 

examined, leading to the development of second-order themes. Here, the analysis became more 

interpretive, as the researcher engaged in identifying underlying patterns and theoretical mean-

ings in the data. This step involved moving from informant-centric terms toward more abstract 

concepts that explain how SMEs interpret and respond to political uncertainty. 

For example, first-order concepts such as “risk awareness without panic,” “liquidity and self-

financing,” and “wait and see behavior” were aggregated into second-order themes related to 

uncertainty avoidance, risk management, and adaptive responses. While existing theories such 
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as BTOF and Prospect Theory informed the interpretation at this stage, they were not imposed 

a priori but used sensitively to deepen the understanding of emergent patterns. 

In the final step of the qualitative analysis, second-order themes were further distilled into ag-

gregate dimensions, representing higher-level constructs that capture the core processes under-

lying firms’ responses to political uncertainty. This culminated in the development of a Gioia 

data structure, which visually represents the progression from first-order concepts to second-

order themes and aggregate dimensions (see Appendix D, Table D1). The data structure serves 

as a key mechanism for demonstrating rigor and transparent data-to-theory connections. This 

analytical approach enabled the identification of how owners and managers interpreted politi-

cal uncertainty and how these interpretations translated into decisions regarding investment, 

liquidity management, and financial preparedness. 

3.4.2 From Data Structure to Grounded Model 

Building on the data structure, the analysis progressed toward the development of a grounded 

model illustrating the relationships between political uncertainty, managerial sensemaking, and 

firm-level financial responses. According to Gioia’s approach, this step involved transforming 

the static data structure into a dynamic explanation of processes and mechanisms (Gioia, 2020). 

The grounded model highlights how perceived political uncertainty, shaped by policy variabil-

ity across mandate periods, triggers changes in managerial cognition that, in turn, influence 

investment behavior, liquidity strategies, and risk-taking. This process-oriented perspective en-

ables a deeper understanding of how macro-level political conditions are translated into micro-

level strategic actions. 

 3.4.3 Role of Quantitative and Documentary Data 

Quantitative and documentary data played a complementary role in the analysis. First, policy 

documents and regulatory changes were systematically mapped to identify patterns in political 

decision-making across mandate periods. This enabled the operationalization of political un-

certainty as a contextual condition characterized by variability in policy direction, timing, and 

scope. 

Second, descriptive financial indicators, such as revenue development, profitability, invest-

ment levels, and liquidity, were analyzed to provide an empirical backdrop to the interview 
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data. These indicators were used to illustrate economic conditions during different political 

periods and to triangulate firms perceived uncertainty with observable financial developments. 

Finally, these materials supported the theoretical structuring of the analysis by linking institu-

tional changes with firm-level responses identified in the qualitative data. This integration 

strengthened the study's explanatory power by situating individual sensemaking processes 

within a broader political and economic context. 

3.5 Research Quality 

3.5.1 Rigor and Trustworthiness  

To ensure qualitative rigor, this study follows established criteria of trustworthiness, including 

credibility, dependability, confirmability, and transferability. In line with the Gioia methodol-

ogy, rigor was achieved through transparent data-to-theory connections and by grounding in-

terpretations in informants accounts (Gioia et al., 2012). 

Credibility was strengthened by prioritizing informant voice throughout both data collection 

and analysis. Interviews were audio-recorded with participant consent and transcribed verbatim 

to preserve the integrity of respondents' accounts. The semi-structured interview format ena-

bled participants to describe their interpretations of political uncertainty and financial decision-

making in their own terms. Credibility was further enhanced through triangulation, where in-

terview data were compared with documentary material and supplementary financial indicators 

to contextualize the findings within broader political and economic conditions. 

Dependability was addressed through a systematic and transparent research process. The study 

provides a clear account of sampling procedures, interview design, data collection, and analyt-

ical steps. The progression from first-order concepts to second-order themes and aggregate 

dimensions was documented throughout the findings, enabling readers to follow how interpre-

tations and theoretical insights were developed from the empirical material. 

Confirmability was ensured by maintaining a clear link between empirical material and theo-

retical interpretation. Informant-centric terms were retained during the first stage of coding 

before being connected to higher-order theoretical themes. Analytical memos and iterative cod-

ing procedures were used to document interpretive decisions and reduce researcher bias. AI-

assisted tools were used to generate codes, develop themes and aggregates, and refine language. 
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Interpretations were continuously compared with the original interview transcripts and docu-

mentary material to ensure consistency with the empirical data. The Gioia data structure further 

strengthened confirmability by providing a transparent visual representation of how findings 

were derived from the data. 

Transferability was supported through rich contextual descriptions of the institutional setting, 

participating firms, and regional context. By providing detailed descriptions of Swedish man-

date periods, family-owned SMEs, and the geographic contexts, the study enables readers to 

assess the applicability of the findings to other settings. 

Overall, trustworthiness was strengthened through methodological transparency, systematic 

analysis, triangulation across data sources, and a continuous emphasis on grounding interpre-

tations in the empirical material. 

3.6 Ethical Considerations and Data Management 

Ethical considerations in this study were addressed in line with the principles underlying the 

Gioia methodology, particularly the emphasis on treating informants as knowledgeable agents 

while ensuring responsible and respectful handling of their contributions. This includes safe-

guarding anonymity, maintaining data integrity, and ensuring that the representation of inform-

ants' accounts remains faithful to their intended meaning (Gioia, 2020). All participants were 

informed about the purpose of the study, voluntary participation, and their right to withdraw. 

Data were anonymized and securely stored in encrypted formats. Only the researchers had ac-

cess to the raw data. 

3.7 Methodological Limitations 

While this study follows the Gioia methodology and emphasizes strong data-to-theory trans-

parency, several limitations should be noted. First, the analysis relies on informants’ retrospec-

tive accounts, which may be affected by recall bias and subjective interpretations of political 

uncertainty (Gioia, 2020). 

Second, the transition from first-order concepts to second-order themes involves the re-

searcher’s interpretation. Although structured through a data structure, some degree of inter-

pretive bias cannot be fully eliminated. 
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Third, documentary data may reflect political framing rather than neutral representations, 

which can influence contextual interpretation. Finally, financial indicators are descriptive and 

do not establish causal relationships, serving mainly as contextual support. 

Despite these limitations, the combined use of interviews, contextual data, and systematic Gi-

oia-based analysis provides a robust foundation for understanding family-owned SMEs re-

sponses to political uncertainty. 

4. Findings 

The fourth chapter presents the empirical findings and analysis of the study. It examines how 

owners and managers in family-owned SMEs interpret political uncertainty and translate it 

into financial preparedness and investment, liquidity, and risk decisions. The findings are pre-

sented through document analysis, interview data, and a process-oriented model. “(Pn)” refers 

to interview objects' identifiers used to anonymize respondents throughout the chapter. 

4.1 Policy-Induced Uncertainty Conditions  

This section presents a contextual analysis and examines how policy developments create un-

certainty. Rather than being experienced directly, political and macroeconomic changes trans-

late into uncertainty through their effects on cost structures, regulatory instability, and financial 

constraints at the firm level. In this way, policy does not affect firms as an abstract institutional 

factor but through concrete economic consequences that shape how uncertainty emerges and 

becomes meaningful. These conditions constitute the first stage of the process mechanism by 

influencing how owners and managers subsequently interpret political uncertainty. This re-

flects the first aggregate dimension within the data structure, designated as Policy-Driven En-

vironmental Destabilization. It captures how modifications in policy conditions diminish pre-

dictability and amplify financial and operational uncertainties for firms.  

As demonstrated in Appendix C (Table C1), policy developments throughout the period 2016-

2026 are reflected in changes in corporate taxation, inflation, interest rates, energy taxation, 

and biofuel regulations. Collectively, these elements shape the cost environment encountered 

by firms and serve as the empirical basis for understanding how policy-induced uncertainty 

conditions emerge. Importantly, Table C1 in Appendix C also shows that these policy variables 

change simultaneously rather than in isolation, particularly during the period 2022-2023, when 

inflation, interest rates, and cost-related policy measures increase together. This co-movement 
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of cost drivers intensifies the overall impact on firms and reinforces the emergence of uncer-

tainty conditions. These themes correspond to the first aggregate dimension within the data 

structure (see Figure 2), illustrating how primary concepts related to policy changes and cost 

fluctuations are consolidated into policy-induced uncertainty conditions.  

Instead of depicting isolated policy developments, these combined modifications illustrate how 

uncertainty arises from the interaction of multiple overlapping policy and macroeconomic con-

ditions. This demonstrates that firms perceive political uncertainty indirectly through destabi-

lized operating environments rather than directly through political changes. 

4.1.1 Policy-Driven Cost Pressures 

The document analysis indicates that policy changes primarily generate uncertainty by acting 

as direct cost drivers, notably through energy taxation, fuel regulation, and monetary policy.  

Energy taxation gradually increases over time, transitioning from relatively moderate levels in 

earlier years to considerably higher levels towards the end of the period. This results in a con-

tinuous upward pressure on operational costs, particularly for energy-dependent firms. Simi-

larly, regulatory changes within fuel markets, especially the expansion of biofuel blending re-

quirements, contribute to escalating fuel costs. Diesel blending mandates increase substantially 

during peak periods, while petrol requirements also rise over time, introducing persistent and 

uncontrollable cost components into firms’ operations. This demonstrates that policy-related 

cost increases serve not only as economic pressures but also as sources of diminished predict-

ability, as firms progressively become less able to anticipate future operating expenses. Shifts 

in monetary policy significantly influence financing conditions. The pronounced increase in 

the policy rate during the early 2020s coincides with elevated inflation, raising borrowing costs 

that directly affect firms’ liquidity and investment capacity.  

This illustrates how monetary and regulatory developments collectively transform political un-

certainty into financial uncertainty at the corporate level. These policy-driven cost components 

do not function independently, rather, they increase concurrently during the same period, par-

ticularly during the inflation shock of 2022-2023. The increase in inflation, elevated interest 

rates, rising energy taxes, and more stringent biofuel mandates collectively contribute to a com-

pounded cost environment. Simultaneous increases in multiple operational drivers diminish 

predictability and intensify financial pressure on firms, thereby making it more challenging to 

forecast future conditions and formulate appropriate plans. Clearly demonstrates that policy 

changes are not experienced directly by firms, but through their financial consequences. Cost 
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increases, volatility, and unpredictability become the primary channels through which political 

uncertainty is produced, making cost structures central to how uncertainty emerges at the firm 

level.  

Together, these findings illustrate how policy-driven cost pressures contribute to policy-driven 

environmental destabilization by impairing firms’ capacity to sustain stable financial expecta-

tions. 

4.1.2 Regulatory Instability Across Mandate Periods 

Beyond cost pressures, the analysis further illustrates that policy developments are character-

ized by increasing instability across mandate periods. While earlier years are marked by rela-

tively stable and predictable policy environments, subsequent periods involve more frequent 

and less consistent policy alterations.  

Between 2016 and 2019, Table C1 in Appendix C indicates a relatively stable macroeconomic 

environment, with moderate inflation and low or negative policy rates. Policy changes during 

this period, including gradual reductions in corporate taxation and the introduction of environ-

mental measures such as biofuel mandates, are incremental and relatively predictable.  

In contrast, the period from 2020 onward exhibits increased volatility. Table C1 in Appendix 

C demonstrates a significant rise in inflation and interest rates during 2022-2023, coupled with 

intensified regulatory measures, particularly concerning energy taxation and biofuel require-

ments. These developments impose compounded economic pressures on firms. This illustrates 

that uncertainty is intensified not only by rising costs but also by the increasing inconsistency 

and temporal instability of policy frameworks across mandate periods.  

Starting in 2024, although inflation and interest rates are beginning to stabilize, ongoing fluc-

tuations in policy measures remain evident, particularly in biofuel mandates. For example, bio-

fuel requirements decrease significantly and then increase again, reflecting a shift towards less 

consistent policy frameworks. Similar variations can be observed in energy taxation and mon-

etary policy adjustments.  

Policy variables do not follow a stable trajectory but fluctuate over time, particularly in later 

years, where biofuel mandates decrease and then increase again. This demonstrates that uncer-

tainty is influenced not solely by increasing costs but also by the inconsistency and unpredict-
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ability inherent in policy formulation and execution. Even as macroeconomic conditions im-

prove, recurrent and occasionally abrupt policy changes diminish firms’ ability to forecast fu-

ture developments.  

The findings suggest that enterprises perceive uncertainty as a persistent challenge in estab-

lishing stable expectations concerning future regulatory frameworks. This observation further 

substantiates the overarching dimension of Policy-Driven Environmental Destabilization, in 

which instability arises from fluctuating and inconsistent policy trajectories rather than from 

isolated policy events.  

4.1.3 Firm-Level Financial Constraints Under Uncertainty  

The combined impact of policy-driven cost pressures and regulatory instability results in firms 

encountering escalating financial constraints during uncertainty. As demonstrated in Table C1 

in Appendix C, rising costs, fluctuating interest rates, and variable regulatory conditions di-

minish predictability and constrain firms’ ability to plan and allocate resources efficiently.  

As cost structures become increasingly volatile and policy conditions less stable, firms face a 

shortened planning horizon and a diminished capacity to anticipate future developments. As 

demonstrated in Appendix C (Table C1), the interplay of fluctuating inflation, evolving interest 

rates, and variable regulatory costs diminishes firms’ ability to establish stable expectations 

regarding future conditions. This constraint impedes their capacity to undertake long-term fi-

nancial commitments and strategic investments. Demonstrating how external policy volatility 

becomes organizationally significant when it constrains firms’ perceived ability to maintain 

financial control and long-term planning capacity.  

Importantly, the findings show that uncertainty becomes significant at the firm level when it 

restricts the capacity for financial decision-making. Instead of perceiving policy changes 

merely as abstract institutional developments, firms are impacted when these changes manifest 

as limitations on liquidity, investment capacity, and operational stability.  

This establishes a direct connection between macro-level policy developments and the deci-

sion-making contexts at the firm level. Policy-induced uncertainty arises from the interaction 

between external policy changes and internal financial conditions, becoming significant when 

it restricts firms’ ability to maintain control over their financial position and future decisions. 
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This clearly establishes how macro-level policy developments, as reflected in Appendix C (Ta-

ble C1), translate into firm-level financial constraints that shape the conditions for subsequent 

decision-making.  

These findings demonstrate that uncertainty becomes financially relevant when external policy 

conditions begin to influence firms’ internal financial constraints and decision-making possi-

bilities.  

Transition to managerial Interpretation  

Taken together, the document analysis demonstrates that policy-induced uncertainty conditions 

emerge from the interaction among cost pressures, regulatory instability, and the resulting fi-

nancial constraints. These conditions define the external environment with which firms oper-

ate, but they do not directly determine firm behavior.  

Instead, these conditions must first be interpreted by owners and managers in relation to their 

specific operational and financial realities. It is through this process of interpretation that po-

litical uncertainty becomes meaningful and actionable at the firm level. This transition illus-

trates how external policy instability becomes interpreted at the firm level in terms of predict-

ability, financial control, and long-term continuity.  

Importantly, the document analysis and interview findings complement each other by illustrat-

ing different stages of the uncertainty process. While the policy documents demonstrate how 

political and regulatory instability creates external uncertainty, the interview findings reveal 

how owners and managers interpret and respond to these conditions in practice through finan-

cial preparedness and adaptive decision-making. 

4.2 Managerial Interpretation and Financial Preparedness 

4.2.1 Managerial Interpretation of Political Uncertainty 

Building on the policy-induced uncertainty conditions outlined in the previous section, the 

findings indicate that political uncertainty is not perceived by owners and managers as an ab-

stract political phenomenon. Instead, it becomes meaningful through its impact on firms’ op-

erating conditions, particularly regarding cost, predictability, and control. This demonstrates 

that uncertainty is actively interpreted rather than passively received, constituting the second 

stage of the process mechanism.  
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This corresponds to the second aggregate dimension in the data structure, Cognitive Framing 

of Political Uncertainty, which captures how owners and managers interpret political uncer-

tainty as financial instability, unpredictability, and diminished control over future business con-

ditions.  

Framing Uncertainty as Policy Instability  

A principal way owners and managers interpret political uncertainty is by framing it as insta-

bility in policy conditions. Instead of concentrating on political developments themselves, re-

spondents describe how frequent changes in regulations and cost structures create a sense of 

instability that affects their ability to operate predictably.  

One respondent explains:  

Costs like electricity and fuel have increased quite a lot, and that makes it harder to 

know what things will look like going forward. You don’t really know where things are 

heading, and that makes it difficult to plan in the same way as before. It becomes more 

about reacting than actually planning long-term. (P14)  

This exemplifies how political uncertainty is cognitively construed as instability within opera-

tional conditions, in which diminished predictability constrains long-term planning and strate-

gic management. Another respondent reinforces this perspective:  

It’s not really the politics in itself that you think about, but more how it affects us in 

practice. When costs go up or when conditions change quickly, then it becomes some-

thing you have to deal with in your everyday operations. That’s when it actually matters 

for the business. (P19)  

This shows that macro-level political developments become meaningful for firms only when 

translated into operational and financial consequences. Together, these accounts demonstrate 

that political uncertainty is framed as instability in operating conditions rather than as abstract 

political change. This interpretation translates macro-level policy conditions into firm-level 

concerns about continuity and predictability.  

Uncertainty Perceived as Financial Risk  

Beyond instability, owners and managers interpret political uncertainty as a form of financial 

risk. Rather than focusing on potential opportunities, respondents emphasize the risks associ-

ated with rising costs, unpredictable conditions, and potential negative outcomes.  
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One respondent explains:  

You become more careful with how you use your money. You think more about what 

could happen if things change, and that makes you hold back a bit instead of taking 

risks you are not sure about. (P5)  

This demonstrates how uncertainty shifts managerial reasoning toward loss avoidance and de-

fensive financial thinking rather than toward opportunity-seeking behavior. Another respond-

ent highlights how this affects planning:  

You can’t really predict what will happen in a year or two anymore. Things change too 

quickly, and that makes it much harder to make long-term decisions. You have to be 

more careful because you don’t know what the situation will look like going forward. 

(P21)  

The findings, therefore, suggest that political uncertainty is interpreted primarily in terms of its 

perceived financial consequences and potential threats to organizational stability.  

These accounts illustrate that political uncertainty is perceived as a financial risk, especially 

regarding potential cost escalations and adverse financial consequences. This perception di-

rectly influences decision-making by fostering caution and restricting exposure to uncertain 

future circumstances.  

Interpreting Policy Change as Unpredictability  

A third significant interpretation is that policy modifications are perceived as generating un-

certainty. Respondents consistently emphasize the difficulty of anticipating future develop-

ments, which impacts both strategic planning and daily decision-making.  

One respondent stated:  

Before, you could plan in a more structured way, but now you have to be more careful 

because you don’t know how conditions will change. (P11)  

This reflects how firms increasingly perceive long-term planning as constrained by unstable 

and difficult-to-anticipate external conditions.  

When things become uncertain like this, you feel like you lose control. You do not 

really know what will happen, and that makes you more careful in how you act. You 

start thinking more about what could go wrong. (P5)  
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This illustrates how uncertainty becomes associated with a perceived loss of control over future 

organizational outcomes. Rather than enabling forward-looking planning, policy changes cre-

ate conditions where outcomes are difficult to anticipate, forcing firms to operate under con-

strained expectations.  

Link to Financial Preparedness Capacity  

Taken together, these findings demonstrate that policy-induced uncertainty conditions are 

translated into managerial interpretations characterized by instability, financial risk, and un-

predictability. These interpretations are crucial because they influence how firms prepare for 

uncertainty.  

Specifically, interpreting uncertainty as financial risk and unpredictability encourages firms to 

prioritize liquidity, sustain flexibility, and rely on internal decision-making routines. In this 

manner, interpretation serves as the mechanism through which external uncertainty conditions 

influence the development of financial preparedness capacity.  

Together, these interpretations encourage firms to prioritize continuity, financial control, and 

resilience over aggressive growth and expansion. This stability-oriented mindset subsequently 

shapes how firms develop financial preparedness under uncertain conditions.  

4.2.2 Financial Preparedness Capacity 

Building upon the managerial interpretations delineated in the preceding section, the findings 

indicate that owners and managers do not merely respond to uncertainty instantaneously but 

also proactively cultivate financial preparedness capacity to navigate uncertain circumstances 

over time. This illustrates that preparedness is not a passive outcome but a deliberate and for-

ward-looking strategy informed by the interpretation of uncertainty. In this context, financial 

preparedness capacity both shapes and is reinforced through firms’ adaptive financial responses 

under political uncertainty.  

This corresponds to the aggregate dimension Control-Oriented Financial Preparedness within 

the data structure, capturing how firms proactively strengthen financial flexibility, liquidity, 

and internal control mechanisms in response to political uncertainty. Stability-Preservation 

Orientation reflects the broader strategic mindset in which continuity, resilience, and financial 

control are prioritized under uncertainty. In contrast, Control-Oriented Financial Preparedness 
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refers to the concrete financial capabilities and internal control mechanisms developed to op-

erationalize this orientation, such as liquidity buffers, flexible investment capacity, and cen-

tralized financial decision-making.  

Liquidity Buffer Positioning  

A central aspect of financial preparedness is the intentional accumulation and maintenance of 

liquidity buffers. Throughout the interviews, respondents consistently emphasized the im-

portance of maintaining cash reserves to manage uncertainty and preserve decision-making 

autonomy.  

One respondent explains:  

Cash is king […] that is probably the most important thing. If there is something I fol-

low closely, it is the cash flow, because that’s what allows you to handle uncertainty 

when things change, and conditions become unstable. (P19)  

This illustrates how liquidity buffers are understood not only as financial resources but also as 

mechanisms for maintaining organizational control under uncertain conditions.  

Another respondent emphasizes the role of liquidity in providing security.  

It is a tremendous sense of security to have cash and to have buffers. It makes it easier 

to deal with situations when you don’t really know what will happen next, because you 

know you have something to fall back on. (P2)  

This illustrates the close relationship between preparedness capacity and the preservation of 

continuity, as well as the reduction of perceived vulnerability to external instability. These 

accounts demonstrate that liquidity buffers function both as protective mechanisms and as 

sources of flexibility. By maintaining robust liquidity positions, firms can absorb cost shocks 

and avoid making unfavorable financial decisions.  

Investment Flexibility Under Uncertainty  

In addition to liquidity, firms enhance their preparedness by maintaining flexibility in their 

investment decisions. Instead of committing to fixed long-term plans, owners and managers 

underscore the importance of the ability to adjust or delay investments as conditions evolve.  

One respondent explains:  
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You can’t plan everything in advance because things change too quickly. Instead, you 

have to deal with situations as they arise and make decisions based on what feels rea-

sonable at the moment. It becomes more about adapting than following a fixed plan. 

(P21)  

This reflects how preparedness capacity involves preserving strategic flexibility rather than 

committing to rigid long-term investment trajectories under uncertainty. Preparedness, there-

fore, extends beyond maintaining financial resources and involves sustaining adaptability in 

strategic decision-making.  

Experience-Based Uncertainty Handling  

An additional essential element of preparedness capacity is reliance on prior experience and 

established methods for managing uncertainty. Instead of devising entirely new strategies, re-

spondents explain how they draw on past experiences to navigate present uncertainties.  

This is reflected in how firms emphasize continuity in their operations. One respondent 

noted that firms tend to “continue much as before” (P18), while another highlighted 

that they “cut costs where possible” (P12).  

These accounts suggest that firms rely on accumulated organizational experience to preserve 

stability and maintain controllable responses under uncertain conditions. Highlights that pre-

paredness capacity is reinforced by routinized, experience-based approaches that reduce the 

need for reactive decision-making. 

Internal Financial Decision Routines  

Preparedness capacity is further supported by internal decision-making structures, particularly 

the concentration of authority within a limited number of individuals. Throughout the inter-

views, respondents consistently describe how financial decisions are kept close to the owner 

and manager or a small core group.  

One respondent explains:  

I make all the decisions, especially when it comes to financial matters and investments. 

(P6)  

This demonstrates how centralized financial authority serves as a control mechanism, enabling 

faster and more coordinated responses under uncertainty. Similarly, another respondent em-

phasizes how a small decision-making group facilitates flexibility.  
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We are only a few people making decisions, which means we can act quickly when 

something changes. (P8)  

The findings, therefore, suggest that concentrated decision-making structures strengthen firms’ 

ability to maintain flexibility and organizational control during periods of instability. By re-

ducing complexity and enabling faster responses, firms maintain control over financial deci-

sions under uncertain conditions.  

Link to Financial Decision Responses  

Taken together, these findings demonstrate that the capacity for financial preparedness is de-

veloped through liquidity buffers, investment flexibility, experience-based management, and 

internal decision-making routines. Importantly, this capacity is directly influenced by the in-

terpretation of uncertainty as financial risk and unpredictability. Preparedness becomes a pro-

active organizational capability that enables firms to delay investments, reduce risk exposure, 

and maintain financial control under uncertain conditions. This subsequently shapes the emer-

gence of risk-minimizing financial adaptations, in which firms translate preparedness into cau-

tious financial behavior and defensive decision-making strategies. 

4.2.3 Financial Decision Responses 

Building on the financial preparedness capacity outlined in the previous section, the findings 

demonstrate that owners and managers translate preparedness into concrete financial decision 

responses. These decisions are not made in isolation but are directly conditioned by the firm’s 

preparedness, particularly its liquidity buffers, flexibility, and internal decision-making rou-

tines.  

Across the interviews, this is most evident in investment decisions, liquidity management, and 

risk exposure. Together, these responses demonstrate how political uncertainty is translated 

into financial behavior through the interaction between interpretation and preparedness. This 

corresponds to the aggregate dimension “Risk-Minimizing Financial Adaptation” in the data 

structure, which captures how firms adopt cautious, defensive financial behaviors to reduce 

exposure to uncertainty.  

Delaying or Scaling Investments  
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A central pattern is that investment decisions become more cautious and necessity-driven under 

conditions of uncertainty. Rather than pursuing growth opportunities, owners and managers 

evaluate investments based on whether they are essential to maintaining operations.  

One respondent explains:  

We invest when it is necessary, not because we want to grow quickly, but because we 

need to maintain the business. It’s more about keeping things running than expanding 

under uncertain conditions. (P23)  

This demonstrates how investment behavior becomes increasingly oriented towards preserving 

continuity rather than pursuing expansion during political uncertainty. 

Another respondent emphasizes that uncertainty is hindering investment activities.  

We chose to wait with certain investments because the situation was too unclear. You 

don’t want to commit to something that you might regret later if things change. It felt 

better to wait until we had a clearer picture. (P11) 

This illustrates how firms reduce irreversible exposure by deferring commitments until uncer-

tainty becomes more manageable. Importantly, firms with stronger financial preparedness are 

better able to postpone investments without jeopardizing operations, showing how prepared-

ness conditions investment behavior.  

Cautious and Risk-Averse Decision-Making  

A second significant pattern is that decision-making tends to become more cautious and risk-

averse. Owners and managers highlight the importance of avoiding unnecessary risks when 

future conditions remain uncertain.  

One respondent explains:  

You don’t want to take unnecessary risks, especially when you don’t really know what 

will happen going forward. Then it’s better to hold back a bit and make sure you can 

handle different outcomes instead of committing too early; it’s about staying in control. 

(P20)  

This reflects how uncertainty encourages defensive financial reasoning, focused on maintain-

ing control and minimizing potential losses.  

Another respondent adds:  
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You become more careful with how you use your money. You think more about what 

could happen if things change, and that makes you hold back a bit instead of taking 

risks you are not sure about. (P5)  

The findings, therefore, suggest that political uncertainty systematically shifts firms toward 

more conservative and risk-minimizing financial behavior. This reflects how interpreting un-

certainty as financial risk directly influences cautious behavior.  

Strengthening Liquidity and Reducing Exposure 

A third pattern is that firms actively strategize their liquidity positions and reduce financial 

exposure. Liquidity management is not only a preparedness strategy but also an ongoing re-

sponse to uncertainty.  

One respondent explains:  

You try to build a secure and liquid financial position, because that’s what gives you 

room to act when things become uncertain. (P21)  

This demonstrates how liquidity strengthening functions as an adaptive mechanism that in-

creases firms’ ability to preserve flexibility and maintain strategic autonomy under uncertainty.  

Another respondent highlights the importance of autonomy:  

You want to be in a position where you can decide for yourself what to do next, without 

being forced by external conditions. That means you have to think carefully about how 

you use your resources. (P10)  

This illustrates how reducing financial exposure is closely connected to preserving organiza-

tional control and limiting dependence on unstable external conditions. Preparedness capacity 

enables firms to take these actions proactively rather than reactively, further illustrating how 

preparedness conditions financial responses.  

Transition to Expected Financial and Strategic Consequences 

Taken together, these findings demonstrate that financial preparedness is translated into risk-

minimizing financial adaptation through delayed investments, cautious decision-making, li-

quidity strengthening, and reduced financial exposure. These adaptive financial behaviors pri-

marily emphasize continuity, resilience, and financial stability over aggressive growth during 

uncertain political and economic conditions.  



   
 

50 
 

4.2.4 Expected Financial and Strategic Consequences 

These financial decision responses lead to outcomes that are strongly oriented toward stability 

and continuity rather than growth and expansion. These consequences represent the final stage 

of the process mechanism, where the effects of political uncertainty become visible in firm-

level outcomes.  

This stage reflects the long-term emergence of Stability-Preservation Orientation, in which 

firms prioritize continuity, resilience, and financial stability over aggressive growth during un-

certainty.  

Maintaining Financial Stability  

A principal outcome is that firms prioritize preserving financial stability over pursuing growth. 

Despite uncertain circumstances, firms continue their operations with a strong emphasis on 

maintaining their financial position.  

One respondent explains:  

You can’t just stop. You have to keep going and make sure the business continues, even 

if the conditions are uncertain. That’s really what everything comes down to. (P20)  

This demonstrates how the preservation of continuity becomes a dominant organizational pri-

ority during prolonged uncertainty.  

Reduced Growth and Investment  

A second outcome is diminished growth and investment intensity. As firms postpone or scale 

down investments, their expansion decelerates.  

One respondent reflects this long-term perspective:  

We think in terms of five to ten years, so that we are not overly affected by short-term 

changes. It’s about keeping a stable direction even when things around you are chang-

ing. (P7)  

This reflects how firms deliberately prioritize long-term stability and resilience over rapid ex-

pansion and short-term growth opportunities.  

Perceived Effectiveness of Cautious Responses 
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Respondents perceive cautious and stability-oriented strategies as effective under conditions of 

uncertainty. Maintaining liquidity, limiting risk, and delaying investments are regarded as nec-

essary and appropriate responses. The findings, therefore, suggest that cautious financial be-

havior becomes normalized and legitimized as a rational strategy for managing political uncer-

tainty. 

Taken together, the findings suggest a sequential process in which political uncertainty shapes 

financial decision-making in family-owned SMEs. Policy instability influences how owners 

and managers interpret uncertainty, which, in turn, encourages cautious financial adaptation 

focused on continuity, liquidity preservation, and reduced risk exposure.  

4.3 Integrated Process Mechanism  

Building on the empirical findings presented in the previous section, the results reveal a coher-

ent, processual mechanism by which political uncertainty translates into firm-level financial 

behavior in family-owned SMEs. Rather than directly affecting firms, political and policy de-

velopments are interpreted, processed, and acted upon through a sequence of interconnected 

stages. This mechanism is summarized in Figure 2 below.  

  

Figure 2. Aggregate Dimensions of Financial Preparedness under Political Uncertainty 
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The model delineates the sequential mechanism identified in the findings, whereby policy-in-

duced uncertainty conditions influence managerial interpretation. This, in turn, shapes firms’ 

financial preparedness efforts and influences financial decision responses, ultimately resulting 

in anticipated financial and strategic outcomes. 

More specifically, the process mechanism comprises five interconnected aggregate dimensions 

within the data structure: Policy-Driven Environmental Destabilization, Cognitive Framing of 

Political Uncertainty, Stability-Preservation Orientation, Risk-Minimizing Financial Adapta-

tion, and Control-Oriented Financial Preparedness. These dimensions explain how political 

uncertainty is transformed into organizational behavior through a sequential and sequential 

process. 

First, policy-induced uncertainty conditions arise from alterations in taxation, regulation, and 

macroeconomic factors such as inflation and interest rates. These modifications generate esca-

lated cost pressures, regulatory instability, and financial constraints, collectively shaping an 

external environment marked by reduced predictability and increased uncertainty. This stage 

reflects how changing policy and regulatory conditions reduce firms’ ability to maintain stable 

expectations.  

Second, these conditions are interpreted by owners and managers, who do not perceive political 

uncertainty as an abstract phenomenon but translate it into firm-relevant terms. Specifically, 

uncertainty is framed as instability in operating conditions, perceived as financial risk, and 

understood as unpredictability that limits the ability to anticipate future outcomes. Through this 

interpretive process, macro-level policy developments become meaningful at the firm level. 

This reflects the Cognitive Framing of Political Uncertainty, where owners and managers per-

ceive uncertainty as a threat to predictability, financial control, and organizational continuity.  

Third, these interpretations support a Stability-Preservation Orientation, wherein continuity, 

resilience, and financial control are prioritized over aggressive growth and expansion. This 

orientation encourages organizations to reinforce liquidity buffers, maintain investment flexi-

bility, adopt experience-based approaches, and centralize decision-making authority to sustain 

organizational control during uncertainty. 

Fourth, this Stability-Preservation Orientation influences financial decision responses by en-

couraging cautious investments, strengthening liquidity, and reducing exposure to uncertain 

commitments. At the same time, previously developed preparedness capabilities enable firms 
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to better delay or reduce investments, adopt cautious, risk-averse decision-making, and en-

hance liquidity while minimizing exposure to uncertain conditions. In this manner, prepared-

ness serves as the primary mechanism through which interpretations are converted into tangible 

financial actions.  

This stage exemplifies Risk-Minimizing Financial Adaptation, in which organizations convert 

uncertainty into prudent financial practices to address irreversible exposure and maintain stra-

tegic flexibility. Through these repeated adaptive behaviors, firms gradually develop Control-

Oriented Financial Preparedness characterized by liquidity buffers, financial flexibility, cen-

tralized decision-making, and resilience-oriented financial routines.  

Taken together, the findings suggest a sequential process in which policy instability shapes 

managerial interpretations of uncertainty, encouraging cautious financial adaptation focused 

on liquidity preservation, risk reduction, and continuity.  

5. Discussion 

This chapter presents the discussion of the study. It begins with an overview of the key findings, 

followed by a discussion relating the findings to previous literature and practical implications. 

The chapter concludes with a theoretical interpretation of the findings using Prospect Theory 

and the BTOF. 

5.1 Discussion in Relation to Previous Literature 

The findings support previous literature demonstrating that political uncertainty influences 

firms’ financial behavior, particularly regarding investment decisions, liquidity management, 

and risk-taking. Prior research has consistently demonstrated that uncertainty related to elec-

tions, policy changes, and unpredictable regulatory environments encourages firms to delay 

commitments, strengthen financial flexibility, and adopt more cautious strategies (Amore & 

Corina, 2021; Duong et al., 2020; Wen et al., 2021). The present study extends this literature 

by demonstrating that these responses emerge through interpretive and behavioral processes in 

which owners and managers evaluate uncertainty relative to expectations, perceived vulnera-

bility, and financial preparedness. 

Much of the existing literature has focused on large publicly listed firms and relied primarily 

on quantitative indicators such as reduced investment, increased cash holdings, or changes in 
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leverage ratios. While these studies establish consistent correlations between political uncer-

tainty and financial outcomes, they provide limited insight into how these outcomes emerge 

through managerial interpretation and decision-making processes. The findings of this study 

suggest that such interpretation is central, particularly in family-owned SMEs where ownership 

and managerial authority are concentrated in the same individuals. 

Rather than functioning as a uniform external shock, political uncertainty was interpreted 

through owners and managers expectations, experiences, and reference points. This supports a 

process-oriented understanding of uncertainty in which firms actively interpret and respond to 

changing environmental conditions rather than merely reacting automatically to external de-

velopments. By integrating insights from the BTOF and Prospect Theory, this study demon-

strates that financial preparedness is shaped by both organizational adjustment mechanisms 

and cognitive framing. 

Overall, the findings suggest that previous literature has correctly identified the importance of 

political uncertainty for firm behavior but has not fully explained how uncertainty is interpreted 

within concentrated governance structures. By focusing on family-owned SMEs and owners 

and managers decision processes across mandate periods, this study extends uncertainty re-

search toward a more behaviorally grounded explanation of financial preparedness. 

5.1.1 Political Uncertainty and Investment Behavior 

The findings regarding investment behavior align with prior literature showing that political 

uncertainty tends to delay investment decisions. Existing studies have consistently found that 

firms postpone irreversible commitments under uncertain policy conditions, often explained 

through a real-options or “wait-and-see” perspective (Meng et al., 2023; Kong et al., 2022; 

Chen et al., 2023). The present findings confirm this pattern, as owners and managers fre-

quently described investment caution as a rational response to unstable policy expectations 

across mandate periods. 

However, the findings extend this literature by showing that investment postponement is not 

merely a direct reaction to uncertainty but an interpretive process shaped by expectations, per-

ceived exposure, and financial preparedness. Owners and managers did not simply respond to 

current policy conditions. Instead, they assessed how future policy changes could alter taxation, 

costs, or regulatory burdens, which influenced whether investments were viewed as acceptable 

or risky. 
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From the perspective of BTOF, this behavior reflects an adjustment of aspiration levels. Under 

uncertainty, owners and managers shifted priorities away from growth-oriented targets toward 

preserving continuity and financial stability. Rather than pursuing expansion, firms appeared 

to redefine acceptable outcomes around maintaining operational resilience. This adjustment 

aligns with satisficing behavior, in which decision-makers prioritize survival under uncertainty 

over maximizing future gains. 

Political uncertainty also triggered problemistic search. Firms concentrated on familiar, re-

versible, and controllable actions rather than pursuing large or irreversible investments. Instead 

of seeking optimal long-term opportunities, owners and managers relied on bounded rationality 

and localized decision-making, focusing on strategies that reduced exposure and maintained 

flexibility. 

From a Prospect Theory perspective, delayed investment can be interpreted as a response to 

loss framing. Owners and managers often perceived uncertain policy environments as potential 

losses relative to a reference point defined by predictability and control. Because losses are 

weighted more heavily than equivalent gains, irreversible investments were viewed as dispro-

portionately risky under uncertainty. This explains why investment postponement emerged not 

only as economic caution but also as a cognitively loss-averse response. 

While prior research demonstrates that firms reduce investment during political uncertainty, 

this study reveals how such reductions arise from managerial interpretation. Investment caution 

was influenced not only by external uncertainty but also by how owners and managers evalu-

ated vulnerability, preparedness, and acceptable exposure. This extends existing literature from 

a primarily outcome-based explanation toward a behavioral process explanation. 

At the same time, investment delay was not always interpreted as purely protective. Some 

owners and managers viewed postponement itself as risky because delayed investments could 

weaken competitiveness or reduce long-term viability. This suggests that investment behavior 

under uncertainty is not simply downsizing but a balancing process between preserving slack 

and avoiding strategic stagnation. 

5.1.2 Political Uncertainty and Liquidity Management 

The findings support prior literature suggesting that uncertainty increases liquidity preservation 

and precautionary cash holdings. Existing studies argue that firms accumulate liquidity to pro-

tect against financing constraints, policy volatility, and future shocks (Duong et al., 2020; 
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Goodell et al., 2021; Das et al., 2024). The present study confirms that liquidity preservation 

functions as a central preparedness strategy in family-owned SMEs exposure to political un-

certainty. 

The findings also demonstrate that liquidity serves a broader function than simply financial 

buffering. Owners and managers described liquidity as a mechanism for preserving autonomy, 

reducing dependence on external financing, and maintaining strategic flexibility. This expands 

the previous literature by showing that liquidity also carries behavioral and governance-related 

meanings related to autonomy, flexibility, and control, rather than functioning solely as a fi-

nancial safeguard. 

Through the lens of BTOF, liquidity can be interpreted as organizational slack. Slack is tradi-

tionally defined as excess resources that protect firms from environmental instability. The find-

ings suggest that owners and managers actively constructed slack through retained earnings, 

liquidity buffers, and conservative financing structures. Rather than being a passive outcome 

of past performance, slack functioned as a deliberate preparedness mechanism. 

The findings also indicate that slack preservation was linked to problemistic search. Under 

uncertainty, firms prioritized controllable internal resources over uncertain external financing. 

This suggests that liquidity management became a practical response to anticipated instability, 

enabling firms to preserve optionality and delay irreversible commitments. 

From a Prospect Theory perspective, liquidity accumulation reflects loss aversion. Owners and 

managers framed uncertainty as a threat to financial stability and therefore prioritized downside 

protection over uncertain future gains. Cash reserves reduced exposure to potential losses and 

increased perceived control over adverse outcomes. 

While prior studies show that firms increase liquidity under political uncertainty, this study 

demonstrates that liquidity accumulation is shaped by managerial interpretation and prepared-

ness. The findings, extend the literature by showing that liquidity functions not only as a finan-

cial safeguard but also as a behavioral mechanism through which owners and managers main-

tain autonomy, control, and continuity. 

5.1.3 Political Uncertainty and Risk-Taking 

The findings on risk-taking are heterogeneous, aligning with previous research suggesting that 

uncertainty does not elicit uniform responses across firms. Existing studies often show that 

political uncertainty reduces leverage and encourages more conservative financial strategies 
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(Vural-Yavaş, 2020; Wen et al., 2021; Bajaj et al., 2021). The present findings partly support 

this view, as many owners and managers became more cautious regarding debt, expansion, and 

financial exposure under unstable mandate-period conditions. 

However, the findings also show that uncertainty did not automatically result in generalized 

risk aversion. In some cases, owners and managers accepted selected risks when they believed 

that passivity or excessive caution could threaten long-term competitiveness, continuity, or 

survival. 

From the perspective of BTOF, this variation can be understood in terms of aspiration levels 

and performance expectations. Firms facing uncertainty appeared to compare potential out-

comes against acceptable performance thresholds. When maintaining stability required adap-

tation, some owners and managers became willing to take calculated risks rather than accept 

strategic stagnation. 

The findings furthermore suggest that problemistic search contributed to differentiated risk be-

havior. Rather than applying uniform caution, owners and managers evaluated which risks 

could be managed within their available slack and which posed unacceptable exposure. This 

illustrates that risk-taking under uncertainty is conditional and shaped by perceived controlla-

bility. 

Through the lens of Prospect Theory, these findings can be interpreted in terms of reference-

point framing. Owners and managers assessed risk relative to what they sought to protect. For 

some, preserving liquidity and minimizing downside exposure produced highly conservative 

behavior. For others, avoiding long-term decline became the dominant reference point, making 

selective risk-taking appear necessary. This helps explain why firms exposed to similar politi-

cal uncertainty may respond differently. Quantitative research has identified aggregate patterns 

of reduced risk-taking but has offered a limited explanation of heterogeneity. The present study 

suggests that variation emerges because owners and managers frame uncertainty differently, 

evaluate losses differently, and possess varying levels of financial preparedness. 

In family-owned SMEs, risk evaluation is particularly complex because decisions affect not 

only financial outcomes but also family continuity, personal wealth, and intergenerational suc-

cession. As a result, risk is interpreted through multiple dimensions simultaneously. This con-

tributes to the literature by demonstrating that political uncertainty influences risk-taking indi-

rectly through cognitive framing and organizational context. 
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5.1.4 Family Firms and SME-Specific Responses to Uncertainty 

One important finding of this study is that family-owned SMEs respond to political uncertainty 

in ways that cannot be fully explained by general uncertainty literature. Previous research on 

family firms emphasizes long-term orientation, SEW, and the importance of preserving conti-

nuity and control (Daspit et al., 2021; Fernandez, 2023; Roffia et al., 2021). The present find-

ings support these dimensions and demonstrate how they become particularly influential during 

political uncertainty. Political uncertainty was not interpreted solely as a threat to profitability 

or operational costs. Instead, owners and managers frequently framed uncertainty as a potential 

threat to family control, autonomy, and long-term continuity. This expands prior literature by 

showing that uncertainty is not only economically evaluated but also socially and emotionally 

interpreted. 

From a BTOF perspective, governance concentration intensified bounded rationality because 

owners and managers directly interpreted political signals without organizational filtering. De-

cision-making, therefore, became highly centralized, meaning that organizational responses 

reflected individual expectations and experiences. At the same time, Prospect Theory helps 

explain why uncertainty was interpreted as a threat to continuity rather than merely a financial 

fluctuation. Owners and managers often framed family control and long-term preservation as 

critical reference points. When uncertainty threatened these values, responses became more 

conservative and control-oriented. 

While previous family firm literature has recognized the importance of SEW, few studies have 

connected these dimensions directly to political uncertainty. The present findings extend this 

literature by demonstrating that socioemotional priorities shape not only strategic preferences 

but also how uncertainty itself is interpreted. 

The findings, therefore, suggest that family-owned SMEs should not be treated as scaled-down 

versions of larger firms. Their responses to uncertainty reflect a distinct combination of con-

centrated authority, bounded resources, and family-oriented priorities. This contributes to re-

search on uncertainty by demonstrating that governance structure influences how political sig-

nals translate into financial preparedness. 

5.1.5 Theoretical Contribution 

This study makes several theoretical contributions to the literature on political uncertainty and 

firm behavior. 
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First, while prior research has primarily explained financial responses to political uncertainty 

in terms of observable outcomes, this study demonstrates that these responses are strongly 

shaped by managerial interpretation. Political uncertainty influences financial behavior not 

only because external conditions change, but also because owners and managers interpret un-

certainty relative to expectations, perceived control, and preparedness. This extends the exist-

ing uncertainty literature from predominantly outcome-based explanations to a more behav-

ioral, process-oriented understanding of financial preparedness.  

Second, this study contributes by integrating BTOF and Prospect Theory to explain financial 

preparedness under political uncertainty. Existing research has often relied on macro-level ex-

planations, while family firm research has focused on governance and socioemotional dimen-

sions. By combining organizational adjustment mechanisms with cognitive framing, the study 

provides a multilevel explanation of how uncertainty translates into financial decision-making 

in family-owned SMEs. 

Third, the findings extend BTOF by showing that aspiration levels and problemistic search 

may be triggered not only by performance shortfalls but also by anticipated instability. Political 

uncertainty appeared to destabilize expectations about future performance, prompting firms to 

adjust aspiration levels in advance. This suggests that uncertainty itself can function as a trigger 

for organizational adaptation even before objective financial degradation occurs. 

Fourth, the findings extend Prospect Theory by demonstrating that reference points in family-

owned SMEs include not only financial outcomes but also continuity, control, autonomy, and 

long-term family preservation. Loss aversion, operated not only through concerns about finan-

cial decline but also through perceived threats to governance stability and socioemotional con-

tinuity.  

Fifthly, the study contributes by introducing financial preparedness as an interpretive process 

mechanism linking political uncertainty to firm-level financial behavior. Rather than treating 

liquidity accumulation, investment postponement, or cautious risk-taking as isolated responses, 

the findings demonstrate how preparedness capability shapes firms' ability to manage uncer-

tainty while preserving continuity and control.  

Together, these contributions directly address identified gaps in the previous literature by link-

ing macro-level political uncertainty to micro-level managerial interpretation and organiza-
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tional adaptation. The study extends the present research by demonstrating that financial pre-

paredness develops through a sequential behavioral process in which owners and managers 

interpret uncertainty, reassess acceptable outcomes, and adjust financial strategies accordingly. 

5.2 Practical Implications 

The findings of this study have several practical implications for both owners and managers of 

family-owned SMEs and policymakers. 

For owners and managers, the results suggest that financial preparedness should be treated as 

a proactive capability rather than a reactive adjustment. Because political uncertainty is inter-

preted through expectations regarding future instability, firms may benefit from systematically 

developing preparedness routines that strengthen flexibility, liquidity, and internal financial 

control before uncertainty escalates.  

One implication is that firms should actively build liquidity buffers during periods of relative 

stability. Liquidity preservation emerged as a key mechanism for maintaining flexibility and 

autonomy under uncertain conditions. Owners and managers may benefit from linking liquidity 

targets and reserve strategies to anticipated policy shifts, election cycles, or periods of height-

ened regulatory uncertainty. 

A second implication concerns investment planning. The findings suggest that irreversible in-

vestments are often postponed when uncertainty increases, particularly when future policy de-

velopments are perceived as unpredictable. Firms may therefore benefit from adopting staged 

or flexible investment strategies that allow incremental commitments rather than large irre-

versible expenditures. Such a strategy may reduce exposure while simultaneously preserving 

long-term competitiveness and adaptive capacity. 

Third, firms may benefit from formalizing routines for monitoring political developments and 

evaluating policy-related risk. Because uncertainty was interpreted through expectations and 

perceived exposure, more structured monitoring of policy changes, taxation, interest rates, and 

regulatory developments could improve firms’ preparedness capacity and reduce reliance on 

purely intuitive decision-making.  

For policymakers, the findings suggest that uncertainty itself carries measurable behavioral 

consequences for SMEs. Frequent policy changes, unclear regulatory signals, and inconsistent 
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long-term frameworks may discourage investment and increase precautionary behavior. Poli-

cymakers should reduce economic hesitation among SMEs by improving transparency, pre-

dictability, and policy consistency. 

The findings highlight that policy instability across mandate periods may diminish firms’ will-

ingness to engage in long-term investments and strategic commitments. More stable and pre-

dictable policy communication concerning taxation, fuel regulation, interest-rate-related policy 

measures, and industry-specific regulations could enhance firms’ capacity to plan and invest 

over extended time horizons.  

Given that family-owned SMEs frequently operate with limited financial slack and a central-

ized decision-making structure, predictable institutional conditions are likely to be particularly 

crucial for sustaining willingness to invest, ensuring financial stability, and promoting long-

term growth. This suggests that political predictability may itself serve as a vital condition for 

enhancing SME resilience and reducing defensive financial behavior in uncertain environ-

ments.  

5.3 Theoretical Implications 

The findings of this study provide a process-oriented explanation of how owners and managers 

in family-owned SMEs interpret and respond to political uncertainty across mandate periods. 

Rather than treating uncertainty as an abstract institutional condition, owners and managers 

interpreted uncertainty through its perceived impact on predictability, costs, and organizational 

control. These interpretations influenced financial preparedness strategies related to invest-

ment, liquidity, and risk-taking. 

Compared with prior literature that focuses primarily on firm-level outcomes such as reduced 

investment or increased cash holdings, this study demonstrates that these outcomes develop 

through a sequence of interpretive and organizational processes. Political uncertainty destabi-

lizes expectations, shifts aspiration levels, activates problemistic search, and reinforces loss-

averse framing, which together shape firms’ financial preparedness and adaptive financial be-

havior. 

The integration of BTOF and Prospect Theory offers a multilevel explanation of this process. 

BTOF explains how firms organizationally adapt to uncertainty through aspiration adjust-

ments, slack preservation, bounded rationality, and problemistic search. Prospect Theory ex-

plains how owners and managers cognitively frame uncertainty as potential loss relative to 
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reference points centered on stability, continuity, and control. Together, these theories explain 

why political uncertainty frequently produces cautious financial behavior. The findings also 

suggest that neither theory fully captures the contextual importance of concentrated governance 

structures and family control. In family-owned SMEs, financial decisions are closely tied to 

personal responsibility, continuity preservation, socioemotional considerations, and long-term 

family influence. 

The findings show that concentrated governance structure amplifies the importance of mana-

gerial interpretation in responses to uncertainty. Ownership and managerial authority are fre-

quently concentrated in the same individuals, political uncertainty is more directly translated 

into organizational behavior through the subjective perceptions and cognitive framing of own-

ers and managers.  

This implies that future theoretical advancements could profitably more explicitly incorporate 

governance concentration, socioemotional factors, and perceived control into behavioral ex-

planations of uncertainty. Such integration may enhance comprehension of how uncertainty is 

interpreted within organizational contexts where ownership, governance, and decision-making 

authority intersect. 

5.3.1 Political Uncertainty and Aspiration Levels  

The findings suggest that political uncertainty destabilizes aspiration levels by making future 

performance more difficult to predict. Within BTOF, firms compare outcomes against aspira-

tion levels that define acceptable performance. In this study, uncertainty reduced confidence in 

future expectations, causing owners and managers to redefine acceptable outcomes around con-

tinuity, liquidity, and operational stability. 

This demonstrates that aspiration levels were influenced not only by realized performance but 

also by anticipated instability and perceived unpredictability in the external environment. Firms 

adjusted their priorities before experiencing actual financial decline, suggesting that uncer-

tainty itself may alter aspiration formation and decision-making behavior. 

The findings extend BTOF by suggesting that aspiration adjustments may occur proactively in 

response to perceived environmental instability, rather than only in response to actual perfor-

mance shortfalls. In this way, political uncertainty becomes an interpretive trigger that reshapes 

organizational expectations and influences how firms define acceptable financial outcomes.  
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5.3.2 Problemistic Search and Control-Oriented Behavior  

The findings indicate that political uncertainty activated problemistic search by increasing 

firms' focus on manageable and familiar, and controllable responses. Rather than pursuing ag-

gressive expansion or highly uncertain investments, owners and managers prioritized incre-

mental decisions, delayed commitments, and reversible financial actions. 

This behavior aligns with BTOF’s assumptions that organizations facing uncertainty or relying 

on localized search processes exhibit bounded rationality. Rather than exploring comprehen-

sive alternatives, firms prioritize familiar and controllable responses. However, the findings 

extend traditional BTOF assumptions by demonstrating that problemistic search emerged even 

when firms had not yet experienced objective performance deterioration.  

Instead, anticipated instability and perceived uncertainty about future policy conditions ap-

peared sufficient to trigger more cautious, control-oriented organizational behavior. Owners 

and managers focused on preserving flexibility, limiting exposure, and strengthening control-

lable internal resources. This suggests that political uncertainty itself can activate problemistic 

search by destabilizing firms’ expectations regarding future stability and predictability. Con-

sequently, search behavior becomes oriented toward preserving organizational control and 

minimizing irreversible exposure rather than maximizing growth opportunities.  

5.3.3 Financial Preparedness as Organizational Slack  

Liquidity buffers, retained profits, and internal financing can be interpreted as organizational 

slack. Unlike traditional assumptions that treat slack as a passive surplus, the findings suggest 

that slack was actively constructed in anticipation of uncertainty. 

Organizational slack did not arise solely as a residual outcome of previous financial perfor-

mance. Instead, it served as a deliberate preparedness mechanism to preserve flexibility, con-

tinuity, and control amid politically uncertain conditions. Owners and managers actively em-

phasized liquidity accumulation, conservative financing structures, and investment flexibility 

to strengthen their ability to manage future instability.  

This extends traditional interpretations of BTOF by suggesting that organizational slack may 

be proactively developed in anticipation of environmental instability, rather than used reac-

tively only after uncertainty or performance decline has already materialized. Political uncer-

tainty, therefore, influenced not only how slack was used but also how firms strategically con-
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structed preparedness capacity before potential financial deterioration occurred. Slack, there-

fore, functioned not only as a resource reserve but also as a strategic mechanism enabling flex-

ibility, continuity, and preparedness. 

The findings indicate that slack preservation was closely connected to firms’ ability to maintain 

decision-making autonomy and reduce dependence on uncertain external financial conditions. 

In this way, financial preparedness served as a form of adaptive organizational slack that ena-

bled firms to delay investments, reduce exposure, and maintain operational resilience under 

unstable political conditions.  

5.3.4 Loss Aversion and Risk Framing  

Owners and managers frequently framed political uncertainty as a threat to predictability, sta-

bility, and control. This aligns with Prospect Theory, which suggests that decisions are evalu-

ated relative to a reference point and that losses carry greater psychological weight than gains. 

Under uncertainty, owners and managers prioritized avoiding downside risk rather than pursu-

ing uncertain opportunities. 

The findings suggest that political uncertainty was cognitively framed primarily within a loss 

domain, where owners and managers focused more strongly on protecting existing stability and 

continuity than on pursuing potential gains. Increased costs, unstable political conditions, and 

reduced predictability were frequently interpreted as threats to organizational control and long-

term security. This highlights that uncertainty influenced financial behavior not only through 

objective economic conditions but also through the way owners and managers psychologically 

interpreted potential losses relative to their desired states of continuity, predictability, and au-

tonomy. 

In family-owned SMEs, this loss framing appeared particularly important because uncertainty 

threatened not only financial outcomes but also socioemotional dimensions such as family con-

tinuity, independence, and long-term control. Consequently, loss aversion extended beyond 

purely economic concerns and became closely connected to preserving organizational and fam-

ily stability.  

5.3.5 Financial Preparedness as a Loss-Avoidance Strategy 

Financial preparedness emerged as a practical expression of loss aversion. Liquidity preserva-

tion, cautious investment behavior, and reliance on internal financing reduced perceived expo-

sure to uncertain outcomes. These findings suggest that preparedness is not only economically 
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rational but also psychologically motivated. Firms sought to maintain security and avoid losses 

relative to a desired state of continuity and control. 

The findings indicate that financial preparedness served as a mechanism for maintaining per-

ceived control under uncertainty. By strengthening liquidity positions and limiting exposure to 

uncertain commitments, owners and managers reduced vulnerability to potential future losses 

and increased their ability to respond flexibly to changing conditions. This extends Prospect 

Theory by demonstrating how loss aversion can become operationalized within organizations 

through financial preparedness. Rather than merely shaping isolated decisions, loss framing 

influences broader organizational strategies related to liquidity management, investment flex-

ibility, and financial autonomy.  

Preparedness, served not only as protection against objective financial risk but also as a psy-

chologically grounded strategy for preserving organizational resilience and financial autonomy 

under politically uncertain conditions.  

5.3.6 Integrated Theoretical Explanation of Financial Preparedness under Politi-

cal Uncertainty 

By integrating BTOF and Prospect Theory, this study provides a coherent explanation of how 

political uncertainty is translated into financial preparedness. 

At the organizational level, uncertainty destabilizes aspiration levels and activates problemistic 

search. At the cognitive level, uncertainty is framed as a potential loss relative to a reference 

point centered on predictability and control. The integration of these theories provides a more 

comprehensive explanation than either framework alone.  

More specifically, BTOF explains how firms adapt organizationally to uncertainty through as-

piration adjustments, slack preservation, and a bounded rational search process, whereas Pro-

spect Theory explains how owners and managers cognitively frame uncertainty as potential 

loss and instability. This integrated framework helps explain why political uncertainty fre-

quently results in financial preparedness. Firms responded by delaying investments, strength-

ening liquidity, reducing exposure, and adopting more cautious risk-taking. Financial prepar-

edness emerged as the mechanism linking environmental uncertainty with firm-level financial 

adaptation.  
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6. Conclusion  

This chapter includes a summary of the study, the limitations of the study, and suggestions for 

future research.  

6.1 Conclusion 

This study examines how owners and managers in family-owned SMEs interpret political un-

certainty and how these interpretations shape financial preparedness and decision-making. By 

focusing on the relationship between external policy developments and internal managerial 

responses, the study addressed how political uncertainty is translated into firm-level financial 

behavior across mandate periods. 

Using a qualitative, Gioia-inspired methodological orientation that combines document analy-

sis and semi-structured interviews, the study identified how macro-level policy developments 

create conditions of uncertainty that owners and managers subsequently interpret and act upon. 

Rather than directly influencing firms, political uncertainty manifested as concrete changes in 

cost structures, regulatory instability, and financial constraints. These conditions became 

meaningful only when interpreted in relation to firms’ operational realities and perceived ex-

posure. 

The findings demonstrate a coherent process mechanism in which policy-induced uncertainty 

conditions shape managerial interpretation, which subsequently influences financial prepared-

ness capacity and financial decision responses. Owners and managers primarily interpreted 

political uncertainty as instability, financial risk, and unpredictability. These interpretations 

motivated firms to strengthen liquidity buffers, maintain investment flexibility, rely on experi-

ence-based routines, and centralize decision-making authority. Financial preparedness, there-

fore, functioned as an intermediate capability that enabled firms to manage uncertainty while 

preserving control and continuity. 

The study further shows that financial decision-making under political uncertainty is charac-

terized by delayed or scaled investments, cautious risk-taking, and strengthened liquidity man-

agement. These responses ultimately contribute to stability-oriented outcomes in which firms 

prioritize continuity and financial resilience over rapid growth and expansion. Political uncer-

tainty does not simply reduce economic activity, rather, it reshapes managerial priorities toward 

preserving autonomy, flexibility, and long-term survival. 
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Theoretically, the study contributes by extending behavioral explanations of uncertainty 

through the integration of the BTOF and Prospect Theory. The findings demonstrate that un-

certainty responses cannot be fully understood through external conditions alone but must also 

account for how uncertainty is cognitively framed and organizationally processed. By intro-

ducing financial preparedness as a mediating mechanism between the interpretation of uncer-

tainty and financial response, the study advances a process-oriented understanding of political 

uncertainty in family-owned SMEs. 

As a response to the research question, the findings highlight the importance of proactive fi-

nancial preparedness for owners and managed firms operating in uncertain policy environ-

ments. Building liquidity reserves, maintaining flexibility in investment planning, and strength-

ening internal decision routines may improve firms’ ability to navigate unstable regulatory 

conditions. At the same time, the study suggests that policymakers can reduce hesitation among 

SMEs by promoting policy predictability, transparency, and regulatory consistency. The study 

shows that political uncertainty affects firms indirectly through interpretation and preparedness 

rather than through immediate economic shocks alone. 

6.2 Limitations and Future Research  

This research is subject to several limitations inherent to its interpretive and qualitative design, 

which also create opportunities for future research. Firstly, the findings are based on owners 

and managers subjective perceptions of political uncertainty. These perceptions are examined 

alongside documented political and economic developments. This suggests that the results pre-

dominantly reflect perceptions and interpretations of political uncertainty rather than its objec-

tive impacts at the firm level. While the incorporation of contextual material enriches the 

study's analytical framework, the risk of informant bias remains, including retrospective ra-

tionalization and selective recall. Consequently, separating the influence of actual policy 

changes from perception-based framing effects on financial preparedness decisions remains 

challenging. This limitation is especially relevant given the study’s theoretical focus on cogni-

tive framing, as indicated by Prospect Theory, in which perception itself is a central mecha-

nism. 

Furthermore, the study concentrates on the period from 2016 to 2026, as this interval includes 

significant changes in Swedish political and economic conditions, including alterations in tax-

ation, inflation, energy policy, fuel regulation, and monetary policy. While this delimitation 
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allows for a detailed analysis of political uncertainty during the mandate period, it also con-

strains the generalizability of the findings. Accordingly, the findings should be understood in 

relation to the Swedish policy environment between 2016 and 2026, rather than as universally 

applicable behavioral patterns.  

Future research could address this limitation by adopting mixed-methods or longitudinal re-

search designs that integrate qualitative insights with objective measures, such as EPU indices 

and firm-level financial data. This approach would facilitate a more systematic examination of 

the relationship between perceived and actual uncertainty, as well as the conditions under 

which they converge or diverge. Future studies could also extend the scope beyond 2016-2026 

to examine whether similar behavioral and financial preparedness patterns develop across dif-

ferent political cycles, macroeconomic environments, and regulatory regimes. Such methodol-

ogies would allow future research not only to validate the findings but also to identify under-

lying causal mechanisms and boundary conditions under which political uncertainty impacts 

financial preparedness decisions.  

Secondly, the study is based on a purposive, context-specific sample of family-owned SMEs 

located in Västra Götaland and Småland. While this context offers analytically rich insights 

into how political uncertainty is interpreted within settings characterized by limited slack and 

high exposure to cost-related policy changes, it may also introduce contextual bias. These firms 

may exhibit increased sensitivity to specific policy signals, such as fuel taxation or transporta-

tion costs, that may not be equally salient in other contexts. Additionally, voluntary participa-

tion introduces the possibility of self-selection bias, whereby firms with greater experience or 

opinions on political uncertainty are more likely to participate.  

Future research could expand the analytical scope by undertaking comparative studies across 

urban and rural settings, various industries, and institutional environments. Additionally, em-

ploying larger and more diverse samples would facilitate a more systematic evaluation of how 

contextual factors, governance frameworks, and exposure to policy variations influence the 

interpretation of political uncertainty and its subsequent impact on financial preparedness de-

cisions. Further, future research could quantitatively test the process mechanism developed in 

this study by examining the relationships between policy-induced uncertainty, managerial in-

terpretation, financial preparedness, and financial decision responses across broader SME pop-

ulations. Such studies would strengthen the generalizability of the proposed framework and 

enable statistical assessment of the relationships identified through the qualitative analysis.  
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Finally, future research could investigate differences between family-owned and non-family 

SMEs to examine how SEW considerations, ownership concentration, and governance struc-

tures influence interpretations of political uncertainty and financial preparedness behavior. 

This would contribute to a nuanced understanding of how ownership structures condition or-

ganizational responses to political uncertainty. 
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Appendix 

Appendix A 

 Literature Search Strategy and Record Breakdown 

 

Table A1. Overview of Search Streams and Records Identified  

Appendix B 

 Participant Overview 

Search Stream 
Keyword Focus (summary of string 

logic)
Records (n) after filters

Stream 1

Uncertainty 

(EPU/policy/political/election*) x 

SME/family firm x financial decisions 

(investment, liquidity, risk, leverage)

29

Stream 2

Uncertainty (EPU/policy/political) x 

corporate investment/capital 

expenditure/investment decisions

203

Stream 3

Uncertainty (EPU/policy) x cash 

holdings/liquidity/working 

capital/financial slack

220

Stream 4

Uncertainty (EPU/policy) x risk-

taking/leverage/capital structure/risk 

exposure

232

Total Records 

identified (core 

Scopus search)

775

Stream 5
Family firm/family business x SME x 

owner-manager/decision-
91
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Table B1. Overview of Participants 

Appendix C 

Policy and Macroeconomic Indicators 

 

Table C1. Policy Developments and Cost Drivers in Sweden (2016–2026) (Wikipedia, u.å; SCB, u.å; Sveriges 

Riksbank, u.å.;Skatteverket, u.å; Drivkraft Sverige, u.å; Riksrevisionen, 2023) 

 

Gender Age SIN-Bransch Responsability Employment

Man 54 Manufacture of vehicle bodies, etc. CEO/Board of Directors 34

Man 50 Manufacture of railway reling stock CEO/Board of Directors 58

Man 55 Manufacture of kitchen fittings CEO/Board of Directors 170

Man 65 Manufacture of sinks, etc. CEO/Board of Directors 117

Man 50 Sawmilling of wood, manufacture of fuels, etc. CEO/Board of Directors 19

Man 56 Retail sale of food, cheese production CEO/Board of Directors 23

Woman 30 Cleaning services CEO/Board of Directors 34

Man 47 Manufacture of vehicle bodies, etc. CEO/Board of Directors 6

Woman 50 Restaurant activities, etc. CEO/Board of Directors 6

Woman 39 Real estate brokerage CEO/Board of Directors 2

Woman 55 Manufacture of doors and windows CEO/Board of Directors 25

Man 60 Manufacture of various special-purpose machinery CEO/Board of Directors 28

Woman 42 Wastewater treatment Deputy CEO / Board of Directors 86

Woman 46 Manufacture of doors and windows CEO / Board of Directors 57

Man 41 Painting work CEO / Board of Directors 26

Woman 59 Manufacture of biscuits and baked goods Co-owner / Board of Directors / Production Manager 5

Man 63 Advertising agency activities CEO / Board of Directors 2

Man 62 Building carpentry work Co-owner / Board of Directors / CEO 14

Man 54 Other security activities Co-owner / Manager 18

Woman 43 Horse breeding and competition Co-owner 2

Man 43 Horse breeding and competition Co-owner 2

Man 43 Forestry operations Owner 6

Woman 59 Veterinary activities CEO / Owner 6

Man 62 Manufacture of vehicle bodies, etc. Chairman 126

Man 62 Manufacture of forestry machinery Chairman 17

Man 62 Manufacture of other furniture Chairman 44

year

Corporate 

tax

Inflation 

(CPIF) 

average/year

Interest 

rate

Energy 

tax 

(öre/kWh)

Biofuel 

blending 

mandate 

(petrol)

Biofuel 

blending 

mandate 

(disel)

2016 22,0% 1,43% -0,50 29,2

2017 22,0% 1,97% -0,50 29,5

2018 22,0% 2,10% -0,50 33,1 2,6% 19,3%

2019 21,4% 1,71% -0,25 34,7 2,6% 20,0%

2020 21,4% 0,47% 0,00 35,3 4,2% 21,0%

2021 20,6% 2,42% 0,00 35,6 6,0% 26,0%

2022 20,6% 7,69% 1,05 36 6,0% 30,5%

2023 20,6% 6,05% 3,65 39,2 7,8% 30,5%

2024 20,6% 1,89% 3,57 42,8 6,0% 6,0%

2025 20,6% 2,63% 2,09 43,9 15,5% 10,0%

2026 20,6% 1,75 36 10,0% 10,0%
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Appendix D 

Gioia Data Structure  

 

Table D1. Gioia Data Structure. 

Appendix E 

Interview Questions  

Representative Quotes 

(Participant ID)

First-Order Concepts Included Second-Order Themes 

Included

Aggregate Dimension

"It is not politics, it is the 

market." (P14) "It is about 

consumers’ purchasing power." 

(P25) "What matters is how costs 

and demand change in practice." 

(P19)

Cost and input-price pressure as 

primary uncertainty source; 

Regulations, bureaucracy, and 

policy requirements as burdens 

for SMEs; Interest rates and 

macroeconomics as uncertainty 

channels; Indirect political 

influence through taxes, costs, 

and demand

Political uncertainty is 

experienced mainly through 

market and economic 

transmission mechanisms 

rather than as direct political 

intervention

Policy-Driven Environmental 

Destabilization

"It becomes harder to know what 

things will look like going 

forward." (P14) "You think more 

about what could happen if 

things change." (P5) "You lose 

control." (P5)

Politics affects indirectly while 

demand and markets drive more 

directly; Perceived uncertainty 

through customer behavior and 

market demand; Cost increases 

interpreted as financial 

instability; Uncertainty 

understood as reduced 

predictability and control

Political uncertainty is 

cognitively framed as 

instability, unpredictability, 

and financial risk

Cognitive Framing of 

Political Uncertainty

"Five, ten years." (P7) "How it 

feels in your gut." (P21) "We are 

not sitting here panicking." (P23)

Long-term orientation over short-

term profit; Risk awareness 

without panic reactions; 

Pragmatism and intuition in 

decision-making; Calm and non-

reactive leadership

Managerial stability under 

uncertainty relies on long-term 

orientation, pragmatic 

judgment, and calm leadership

Stability-Preservation 

Orientation

"We chose to wait with certain 

investments because the situation 

was too unclear." (P11) "You 

become more careful with how 

you use your money." (P5) "We 

focus on keeping things running 

rather than expanding." (P23)

Cautious investments and 

delayed expansion; Wait-and-see 

behavior during uncertainty; 

Liquidity strengthening and 

reduced exposure; Operational 

flexibility and internal adaptation; 

Efficiency improvements and 

cost reductions; Avoiding 

unnecessary financial risks

Adaptive responses emphasize 

caution, reduced exposure, and 

financial flexibility under 

uncertainty

Risk-Minimizing Financial 

Adaptation

"We have always tried to 

manage on our own." (P20) "We 

work with our cash reserves." 

(P19) "We can make decisions 

very quickly." (P7) "It is a 

family business." (P18) "You 

need capital." (P24)

Liquidity, buffers, and retained 

earnings; Liquidity and self-

financing as primary risk 

management; Stable contracts and 

recurring revenues; Long-term 

customer relationships as 

stability mechanisms; Fast 

decision-making in owner-

managed firms; Family ownership 

and concentrated authority; 

Access to capital and internal 

financial control

Resilience is built through 

financial conservatism, 

liquidity protection, internal 

stabilization, and concentrated 

financial control

Control-Oriented Financial 

Preparedness
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Background 

Can you describe your role in the company and how you are involved in financial decision-

making? 

Can you briefly describe the company and the family’s role in ownership and management? 

Perception of Political Uncertainty 

When you think about political uncertainty, what does it mean to you as a business owner? 

Looking back at the different mandate periods since 2016, how would you describe the political 

climate from a business perspective? 

In what way have different governments or election periods affected how uncertain or stable 

you have felt about the future from a business perspective? 

Investment Decisions 

How does political uncertainty affect how you think about investments in the company? 

Can you describe a concrete example since 2016 where political conditions affected the timing, 

scale, or type of an investment? 

How do election periods or changes in government affect your willingness to expand or grow 

the company? 

Liquidity and Financial Preparedness 

How do you reason about cash reserves and financial buffers during periods of political uncer-

tainty? 

Has your view of liquidity changed over different mandate periods since 2016? If so, how? 

How do you financially prepare the company when you expect political changes or elections? 

Risk Perception and Risk Management 

When the political situation is perceived as uncertain, what types of challenges or concerns do 

you think about for your company? 

How does political uncertainty affect how cautious or aggressive you are in financial decisions? 

During periods of political change or elections, how do you reason about taking risks compared 

to acting more cautiously? 
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Can you describe concrete actions you have taken to feel more secure during politically uncer-

tain times? 

Follow-up questions if needed: 

• Have you increased cash reserves? 

• Have you avoided long-term commitments? 

• Have you been more cautious with loans? 

• Have you postponed decisions? 

The Family-Owned Dimension 

How does the fact that you are a family-owned business affect how you manage political un-

certainty? 

How does long-term family ownership affect the balance between stability and growth during 

politically uncertain periods? 

Reflection on Mandate Periods 

Looking back at the period since 2016, how has your way of financially preparing the company 

for political uncertainty changed over time? 

Final Question 

Is there anything else you would like to add about how political uncertainty affects your in-

vestment decisions, liquidity, or risk-related decisions? 

 


