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ABSTRACTABSTRACTABSTRACTABSTRACT

Family businesses play a very important role in the world’s economy. Chinese family

businesses grow quickly after the reforming and opening of China’s economy since

1978. We focus on the management problems, the relationship between ownership

and managerial authority in small and medium-sized family businesses which play an

important role, especially in the southeast coastal areas of China.

From now on is the peak period of China’s first generation of family business transfer

to the second generation successor and family management deficiencies have become

increasingly prominent in the further development and enlarge process. It is good time

to separate the ownership and managerial authority, employ professional managers.

But there are also have some problems and difficulties during this process.

The main content of the thesis is “why”, “how” and “what” about the issue of

separation the ownership and managerial authority, employ professional managers.

We focus on the reasons and difficulties to separate. And how does family business

operate in the pattern of professional manage.

At last we will get the conclusion and point out some recommendations
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ChapterChapterChapterChapter 1111:::: IntroductionIntroductionIntroductionIntroduction

In this chapter we will present an overview of the thesis. You can know the

background of the study, objective, and motivation and research questions in this

chapter. And we will introduce the structure of the thesis at last.

1.1 Background

At the initial stage of reform and opening of China since 1978, Chinese family

businesses grew quickly because of the common economic interests and depended on

kinship and the strong cohesive force. Family management was efficient in the early

stage of enterprise development. According to National Bureau of Statistics of China,

in the Chinese currently private-economy, family businesses account for more than 90

percentage. The general sense of the concept of Chinese standards for small and

medium-sized family business is broad. For example, the number of employees less

than 2000 or the assets less than 400 millions or sales revenue less than 300 millions,

meet one of the conditions is small and medium-sized family business (Yue Zhuo, Min

Zhang, 2003). Small and medium-sized family businesses play an important role,

especially in the southeast coastal areas of China.

According to corporate lifecycle theory (Ichak Adizes, 1989), the average survival

time of family business is 24 years which coincided with the length of time that the

first generation of entrepreneurs is in power (Yao xianshou, Wang Lianjuan, 2002). So

the next 10-20 years will be the peak period of China’s first generation of family

business transfer to the second generation successor. At this time, family management

deficiencies have become increasingly prominent in the further development and

enlarge process.

At this moment, there is much discussion about how to build up a more efficient and

scientific system of management is that necessary to separate the ownership and

managerial authority? Supporters think that when enterprise developing to a certain

size, separation of ownership and managerial authority is inevitable. If continue to

take the family operations, family members often refuse non-family members to the



Does family business mean family operation?

2

corporate executives, impede the election capable people, this may lead to the

formation of a family narrow-minded groups as the core, the company is lack of

vitality, lack of the capacity of further development (Liang Haopei, 2009). Opponents

like Tao Jianxing (2003) said he didn’t want to separate of ownership and managerial

authority very clear, for fear of damage to the original incentive mechanism and

caused controversy with the internal turbulence.

There are many other opposition opinions like Jensen and Meckling (1976), they

thought that separated the ownership and managerial authority made the cost much

more higher than family operation. They started from the mainstream of agency

theory that: if a whole-owned business enterprise is managed by the owners

themselves, it will seek to formulate business strategies to maximize their own

effectiveness. They confirmed in theory that the agency cost comes from the

separation of the corporate ownership and control authority, when the manager is not

a complete owner of the company, the trade-off between managers’ efforts and

earnings will change. Family business likes a single-owner operation. Family business

is owned and operated by family members; does not need to establish the board of

directors, incentive-based performance contract, the formal internal governance

mechanisms (rules and regulations) as those enterprises which separate the ownership

and managerial right. Concentrating the two rights in one hand can significantly

reduce the agency costs; it is a low-cost model of governance in family business.

Furthermore, “…, if family members strengthen their focus on the business

philosophical area, generational transition, and family integration, difficulties

commonly found in family businesses would not be expected to lead to family

conflict and family business disruption.” (Brenes, E.R.; Madrigal, K.; Molina-Navarro,

G.E., 2006)

We agree that at the start-up stage of the enterprise, ownership and managerial

authority combine together was an effective way of manage because of effectively

motivate family members and reduce the cost of information asymmetry as well as

coordination among the members. But ownership and managerial authority combined

together birth existing defects, such as human resources management confusion,

complex organizational mechanisms, unscientific decision-making process and

narrow channels of capital access. When the family business becomes bigger and

stronger, these deficiencies will become confinement and obstacles to the sustainable

development of enterprises, especially in this transition period of family businesses.
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Although the separation of ownership and managerial authority will bring about

certain risks and problems, this is the cost of reform. But as organizations make the

transition from one life cycle stage to the next, they must abandon old patterns of

behavior to embrace new ones (Adizes, 2004). It is good time in the transition period.

The separation of ownership and managerial authority objective to achieve a two-way

combination between owners who have a huge amount of investment capital and

professional managers who have management competence without substantial

investment capital, as well as make some achieve the purpose of capital gains through

capital investment and some people obtain increased revenue opportunities through

management skills or work skills. What’s more, separation of the two makes the

selection of management talent jump out of the "hereditary" and "Family Circle"

small world, in order to provide the opportunity for the excellent management talent,

making management more progressive, more scientific. The separation of the two can

allow the owners to break through their own capacity constraints, entrusted persons

who have high-strength ability instead of owners to operate business, which operate

more economic benefits than them own. This effectiveness will be particularly

prominent when the owner is lack of operating capacity.

1.2 Objective and aims

The objective of this thesis is to focus on the management problems due to family

involvement, which is the relationship between ownership and managerial authority of

family business (especially small and medium-sized family businesses) in China in the

transition period. Discussing the rationality of the existence of professional managers

in family business, as well as obstacles encountered, then, finding out solution

methods or useful models in such a special context.

1.3 Motivation

We are motivated by the fact, that:

� Family businesses play very important roles in economy and business of

a country. Chinese family businesses have experienced the first generation of

entrepreneur and development is now facing with the transitional period of

growth. Family operation or the separation of ownership and managerial
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authority are the problem which family entrepreneurs must face.

� In family business, the ownership and managerial authority are always

combined together, the family members both participate in enterprise

management and involved in the distribution of residual claim. In this way,

family members of the family business have power to manage enterprises,

and also reduce the cost of information asymmetry as well as coordination

among the members. These are the advantages and the main reason for

strong growth of family business.

� However, ownership and managerial authority combined together birth

existing defects, especially when the family businesses become bigger and

stronger, these deficiencies will become confinement and obstacles to the

sustainable development of enterprises.

� Family members as the role of CEO in a professional way or involve in

senior management excessively may bring many problems in China’s current

cultural and social context. Employ professional managers is a good way.

� We hope that we will increase people’s extensive attention of

professional managers--the separation of ownership and managerial authority

issues of family business through this study. And put forward constructive

ideas to help Chinese family businesses go out of the predicament.

1.4. Research Questions

� Why it is necessary to apply professional managers--separation

ownership and managerial authority of Chinese small and medium-sized

family business in China’s current economic situation?

� How to deal with the difficulties may face during this separation process?

� How does family business operate in the pattern of professional manage?

1.5 Thesis Structure

The Chapter 1 Introduction is an overview of the thesis, focus on the background and

objective of the study.
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Chapter 2 Problem Discussion describes the empirical situation and the main specific

problems in Chinese family business.

Chapter 3 Literature Review presents some main ideas of family business and the

relationship of ownership and managerial authority both from foreign and Chinese

scholars. This chapter also includes the theoretical framework which points out the

theory and model we use to analysis the research questions.

Chapter 4 is Research Methodology. We mainly use case study, interview as the mail

research methodology. And the data collection is both from primary data and

secondary data.

Chapter 5 is Data Analysis. In this chapter we will use the theoretical framework to

analyze the case and interviews.

Chapter 6 is Conclusions. We will point out some recommendations in this chapter.
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ChapterChapterChapterChapter 2222:::: ProblemProblemProblemProblemDDDDiscussioniscussioniscussioniscussion

In this chapter, according to the literature and our understanding, we will present the

empirical situation of Chinese family business. We mainly describe three questions,

they are:

� Why it is necessary to apply professional managers--separation

ownership and managerial authority of Chinese small and medium-sized

family business in China’s current economic situation?

� How to deal with the difficulties may face during this separation process?

� How does family business operate in the pattern of professional manage?

We will discuss the three main problems of family management, these can also be seen
the reasons why it is necessary to separate ownership and managerial authority. Then
four main difficulties during the separation process will be presented.

2.1 Problems and empirical situation of Chinese family business

China's family business developed into the 21st century, growth and development of a

number of family businesses are in transition, as well as the family businesses are in

the period of leader succession, the deficiencies of traditional family management are

more exposed and become the obstacles of the development of family business. There

are mainly the following three problems: the disadvantages of the traditional family

management, lower level of managers’ professionalization, second-generation

successors’ weak will of inheritance.

2.1.1 The disadvantages of the traditional family management

Things are always divided into two, even though this traditional management has

obvious advantages in the initial stage of family business, however from the

perspective of long-term development of enterprises, this advantages are difficult to

maintain chronically. In contrast, with the expanding scale of business and economic

development, the external economic environment of enterprises survive and develop

will change, the advantages of the family operation will gradually lose because of
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continuously mature market economy, and even hindering the sustainable

development of family business. The disadvantages of the traditional family

management can be attributed to the following aspects:

2.1.1.1 Family business closed obstacles.

As the market economic system gradually developed and economic globalization,

drawbacks of the management mode in a closed family enterprise are appearing, these

family enterprises are often completely controlled by the family members, and the

space for family business to survive and grow is very limited.

On the one hand, human resources management is always closed in the family

business. As a result of family operation self is a closed management style,

particularly in China, the concept of family is deeply rooted in Chinese, family

members’ thinking is often difficult to operate out of a small circle of family interests.

Therefore, non-family members are often refused to enter the high-level enterprise

management, resulting in the talent selection channels of enterprises can not be

smooth, a very small number of talented people can enter the family business.

On the other hand, the concept of the management in family businesses is also closed.

As a result of the ownership and managerial authority are controlled by family

members, it is easy to form a group which is narrow-minded and family members as

the core, lack of competition mechanisms and awareness of competition in the

internal management, also lack of regular communication and exchange with the

outside world, leading to obstacles in talent, capital and information technology such

areas. Therefore, family business is short of market competitiveness and vitality of

sustainable development.

2.1.1.2 Family business decision-making obstacles.

In the family business, the power tended to be concentrated to the hands of family

members at the core of entrepreneurs, such centralized decision-making system lacks

of effective supervision, feedback and control mechanism, is not conducive to make

scientific and democratic decisions, easily lead to errors in decision-making.

On one hand, after decision-makers had some success at the initial stage of the family
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business, it is easy for managers to be arbitrary in the operation and production

process, self-centered. The behavior of business owners, also has a negative impact on

employees, product quality increases, customers’ complaints are not processed

quickly, the credibility of enterprises declined, enterprise’s crisis begin to emerge.

On the other hand, with the development of enterprises and the changing external

environment, the business is growing in volume, increasing investment risk, there are

more and more temptations or issues need to consider, the boss can not be as bold as

the early start, one or two errors can also be compensated for the loss back. However,

once the personal experience of the owner failed, that would lead to disastrous

consequences. Practice has shown that many family businesses’ destruction is due to

owners’ individual mistakes in decision making.

2.1.1.3 Family business mechanism obstacles.

On one hand, the phenomenon that ownership and managerial authority are combined

together is universal in family business, especially with the expanding scale of

business; power is more concentrated, binding mechanism is weaker.

On the other hand, in the vast majority of family enterprises, especially small and

medium-sized industrial enterprises, shareholders themselves are often directly

involved in the management, and they implement family-oriented management mode,

from the raw and auxiliary materials procurement, product sales to fixed assets

procurement, from nails and nut procurement, food to health management such

logistics services, shareholders have a unified management. Such micro-management

style, not only the enthusiasm of grass-roots managers affected, but also administrators

are weighed down. Individual’s energy of owner is limited, can not cover everything; it

is impossible for the owner to do everything and finish everything perfectly by himself.

Meanwhile, with the development of family business, various types of internal interest

groups will form, making leaders often have to consider complex emotional factors in

dealing with the interest relationship, when the distribution of economy benefits are

not balanced, it will lead to crisis of cooperative relation which is maintained on the

basis of kinship and blood, which lead to fragmentation and disintegration of

enterprises. For instance, the Hope Group in Sichuan Province was China's largest

private enterprise, a pure family business, when the enterprise developed to a certain

scale, it could not sustain, and four brothers divided the enterprise into four groups,
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which eventually led to split the family business. The fundamental reason lies in the

disadvantages of the family operation. It can be said that the family management mode

set a credit during the China's private enterprises development, will also be bottlenecks

of further development of the Chinese family business.

2.1.1.4 Family business system obstacles.

The quality of enterprise management depends on the establishment of enterprise

modern management system and a good implementation, while in the family of

management, the implementation of rules and regulations often occur with violation

and collision.

On one hand, owing to family members’ multiplicity of roles and complexity of the

relationship, it is difficult to rationalize the relationship between the role of life and

the role of work, the translocation phenomenon tends to occur, family members are

often in trouble of the conflict of a variety of role. Many family members are

employees in companies, the subsidiary of owner, board chairman and manager; need

to obey the command of their superiors. However, they are also the relatives of board

chairman and manager, and even their elders, such complex relationship infiltrates

into day-to-day work that it is more difficult to coordinate business affairs and handle

staff relations.

On the other hand, seen from other employees, family members are the privileged

class in the company, they often take special care at a greater or lesser extent in the

implementation of rules and regulations, then become a natural habit, which

eventually led to a variety of regulations in the family business are merely formality.

It is not fair in the implementation of rules and regulations, especially between

entrepreneurs and general family members, general family members and outsider

members, if family members made errors, they can escape responsibility due to

nepotism, so that the seriousness of the enterprise system is under attack; in turn

affect the healthy development of enterprises.

2.1.2 Lower level of managers’ professionalization

Small and medium-sized family businesses in China face a common problem, that is,

the management level is generally not high. The professionalization of small and
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medium-sized enterprises’ managers is low; the gap between China and developed

countries on average management level of enterprises is considerable, which has

become one of the important factors that constraint China's small and medium

enterprises to develop sustainable, stably and healthily. According to a survey in 2008,

more than half of managers’ initial work were technical posts, followed other three

initial positions according to the proportion: management work was 14.9%; business

work was10.4%; education work was 7.7%, while those managers from the technical

status of the enterprise onto the management positions are mostly lack of professional

training and systemic management knowledge, which formed a bottleneck when they

are engaged in the management of enterprises, professional manager has become one

of the most scarce human resources in small and medium-sized enterprises in China.

(YaZheng Wen, 2009)

2.1.3 Second-generation successors’ weak will of inheritance

Chinese family businesses still face another problem that is many second-generation

successors do not want to take over. For example, in 2004, Zhejiang University City

College founded a class named "entrepreneurial talent incubator class ", "selected" out

29 students of undergraduate students in the third year for additional training; the

curriculum includes "organizational design start-ups," "corporate finance business,"

"Business expansion strategy" and so on. The vast majority of these students have a

family business background, 26 of whose family assets are more than millions of

RMB and even nearly billions. During the time from their graduation to 2006, no one

go back home to help their parents, the first batch of 29 graduates of this class found

jobs in different industries themselves except one chose to start his own

business.(WenZhao Xu, Zhang Jiang, 2006)

There are three main reasons: first, the persons in the high-level leadership in the

enterprises are mostly their elders, it is very difficult to manage in a normal mentality;

second, there are too many constraints to work in own family business; third, even if

do their best in the work, the success will also be considered as it depends on the

performance of their parents and achieve results easily, self-worth can not be

recognized. Precisely because of these psychological burdens, many second-

generations prefer to start their own businesses than to take over. In addition, there is

also a part of the second generations having little interest in management. A survey
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named “ways of Zhejiang businessmen to cultivate successors" shows that 37% of the

"second generations" want to create their own business; 45% believe that they have

not had the quality of succession, unwilling to accept the company of parents.

2.2 Difficulties to separate the ownership and managerial authority

Separation of the ownership and managerial authority of family business and hiring

professional managers will meet a lot of difficulties in the current situation of China's

social and economic background. According to literature, our observation and

personal experiences, the following four points are the main problems and difficulties

which family business should to overcome during the separation process.

2.2.1 The impact of traditional culture

The first major difficulty is that the traditional concept of a long period of time in

China -- a close family relation and the no-confidence on the outside people. This

traditional culture is deep-rooted concept in people’s mind. Compared to the typical

characteristic of abroad family business, the Chinese family businesses are in a

country of a long and profound cultural tradition, their feelings of logic based on the

private trust are strikingly similar, and generally exist in almost all the family

businesses . Chinese family businesses are based in family members and usually the

core is male consanguinity in family business. The main leader and managers are

family members.

2.2.1.1 The power of culture

Cultural tradition is the most profound collective consciousness of a nation or a

country. It has accumulated for thousands years. People from different societies

(cultures) may hold different values with varying degrees of intensity (relevance) and

direction (Hofstede, 1980). Each culture has its own value system. The impact of the

changes of family business can not be ignored. A management system changes in a

certain cultural tradition, if the new system is in accordance with the concept of

cultural traditions, the cost of change will be lower. Also the cost of changed will be

higher when the idea of running the new system is against with the traditional cultural.

Separation of ownership and managerial authority of family business is the change
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that runs counter to the existing cultural traditions. Anthropologist Li Yiyuan said:

"There is a close relationship between a nation's cultural identity and corporate

management, or it can be said that the management itself is a kind of cultural

expressions."

2.2.1.2 The "family" culture of Chinese nation

The Chinese nation's traditional culture, passed from generation to generation for

thousands years. The enormous and profound system is a factor which can not be

ignored when any system changes. In particular, "from the deepest cultural level that

have been handed down in is still the core of Chinese behavior is' family 'concept."

(Wang Dingding, 1992). By deeply impact of the cultural of "family", in the process

of the family business management system changing, the impact of cultural traditions

can not be ignored even more. "Family" culture is infiltrating almost every aspect of

family business: the capital comes from family’s assets, enterprise management

comes from family members, and successors are the members of family and so on.

Family members help and mutual trust with each other were beneficial to the early

start-up of enterprises. But when the enterprise developed beyond the limits of

management capability, this sense of "family" cultural will be the restrictions on the

introduction of the outside staff, impeded the further development of family business.

The interests of families are more important than any other interest, due to the impact

of this concept, family business owners divided corporate executives as outsiders and

their own subconsciously based on blood ties. Outsiders are non-blood relationship,

friendship or colleagues and they are pushed very far by the people within the circle,

trust is very low.

Family business has a long culture basis and deep-rooted ideological root. China had

more than two thousand years of feudal monarchy, the Confucian ideology

standardized people's thinking and behavior. Fraternizing in daily life to family,

family or rule-based extend-family relations integrate resources and coordinate the

activities of human relationships and organizations, it was became the action rule of

Chinese people in the long-term study observation and inspection. Confucian culture

–the dominant traditional Chinese culture, accumulated the organization and patterns

of behavior of family business.
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Followed the Confucian ideology that the father of family business always as the head

of the family in general who are responsible for operation and management. Family is

the most important sentiment in all Chinese people’s hearts. The degree of kinship by

blood became a ruler as people’s trust the system. Therefore, in the family business

management style, the entrepreneur of family business is the core, from near and far

relatives composited the pattern of differential sequence management system

according to the degree of kinship. Fei Xiaotong (1947, differential sequence pattern,

native China) brought up the famous idea of "differential sequence pattern" more than

half a century ago. Differential sequence pattern was created by the numerous

personal networks. Put "I" as the center, through into the water like a stone, and links

of the social relations just like the ripple circles in the water after throwing, the more

outsider of the circle, the lower of trust between people, the close relationship

between people and level of trust is diminishing. This pattern of differential sequence

though that the near and far relationships between relatives are the standard to operate

and allocate the resources and expand their business network through social relations.

These relationships are also the formation of parental authority and inheritance system.

Fundamentally speaking, the root causes for the formation of family business

management mechanism is under the guidance of the trust mechanism in

Confucianism. All the trust, all the cornerstone of business relationships are built on

kinship or relatives and purely personal relations. Owners of family business are more

reliable for kinship, fear to be deceived if given the family business to outside people

and lead to themselves and future generations to suffer the loss of property.

In the aspect of corporate culture, the owner's personal preferences and characteristics

of family business are always become the corporate culture. Culture influences ethical

decision-making both directly and indirectly by interacting with other variables.

(Hofstede, 1997).Founder’s individual values are often reflected in the characteristics

of corporate culture and become the main part of the corporate culture. This first

generation’s management enabled family business to develop from small to big. The

traditional concept and long-term success of the first generation lead to distrust of

outsiders.

The difficulties of traditional culture aspect are the main and the hardest problem of

separation ownership and managerial authority.
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2.2.2 The change of management pattern

A long time, family operation made family business management had distinctive

features, the family rules mean management rules in most instances. Family operation

model the color of "family" is very strong. At the initial stage of development of

family business or enterprises were facing difficulties, it had two major advantages of

family operation that were a stronger affinity and cohesion. Affinity in the

management can help the authority of managers can be fully reflected. Managers can

take full advantage of the relationship between personal authority and family blood

relations. Action as what the leader said and convincing by all staff, management is

simple and effective. Cohesion manifested as family members can trust with each

other, work hard in unity, devoted them in the work, even gratuitous. But as the

development of the family business, the defects of family operation are more and

more revealed. First, the family management system is lagging behind. Family

operation management excessive focus on blood and kinship values only trusted on

relatives and friends and neglected building scientific management systems. Even

there is relatively complete management system, but no specific rules and regulations.

At the same time, there are too many family members involved in the management

and they are all in very important positions, there will appear the phenomenon that

they are prone to focus on family and not so care about the rules. This phenomenon

leads to ignore the scientific management system. Second, the implementation of

management systems is so difficult. Family members have a great impact on

enterprises, making the process of enterprise management complexity, and the

evaluation of the performance of family members will be lurking "minefield", that is

more emotional, less objective criteria. So all of these make the existing management

system not so orders and objective, business management system exists in name only,

difficult to implement.

2.2.3 The social credit crisis and imperfect laws and regulations.

A good social credit is very important to create a good economic environment, it can

not only to make the best use can be achieved, make the best use of assets, but also

can reduce costs. Poor social credit has increased the plight of small and medium-
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sized family businesses. Its performance for the two aspects, on the one hand, society

do not trust family business, on the other hand, family business do not trust the

society. Family business does not trust outside employee, employee can not use their

talent, resulting in centralized management of family business and the lack of human

resources. Outside managers do not trust the family business. They may be not only

lack of professionalism and even self-serving. There are cases that managers use the

assets of company by himself and irresponsible, causing the ethics of professional

manager is not correct in social atmosphere. At the same time, China's relevant laws

and regulations have to be perfect in order to form better legal environment for

development of family business.

2.2.4 There is no effective professional managers market.

As development of small and medium-sized family business, they are more pressing

needs of high-level talent. But there is lack of an effective market of professional

managers where they can find a suitable and trusted high-level talent. At present,

China has not yet formed a mature professional manager market; some are good while

some are not professional and ethics. It is difficult to bound managers effectively

because lack of reliable credit system.



Does family business mean family operation?

16

ChapterChapterChapterChapter 3333:::: LiteratureLiteratureLiteratureLiterature ReviewReviewReviewReview

In this chapter we present some main ideas of family business and the relationship

between ownership and managerial authority both from foreign and Chinese scholars.

This chapter also includes the theoretical framework which points out the theory and

model we use to analysis the research questions.

3.1. The definition of family business, ownership and managerial

authority

In order to research on family business, the first theoretical problem is how to define

the family business. As Handler (1989) said: "to define family business is the first and

most immediate challenge for the researcher." That is because family businesses cover

a very wide scope, include many types, the factors involved are very complex.

Family businesses are the businesses owned and controlled by members of the same

family (Chua, Chrisman, &Sharma, 1999). This definition includes two components:

one is about ownership, and the other is about management.

Kelin E. Gersick (1997): no matter the family businesses are named after the family

members or there are many senior leaders in the enterprise. That can not determine

whether an enterprise is a family business. Which to define the family business is if

the family owns the ownership of the enterprise. In other words, whether the

ownership of enterprises is in the hands of the family members, this is the reason to

divide family businesses and non-family businesses

Rosenblatt (1985): the major ownership or control belongs to a family, and at least

one of the family members operates the enterprise, this enterprise can be considered

as a family business. Clearly, this definition not only require owners of family

businesses have the ownership of enterprises, but also to control, at least partly

control the management authority of the enterprise.
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Hollander & Elman, (1988): the family business can be defined that one or more than

two members of the family own and manage the enterprise.

Liu Xiaoxuan (2000): the character of the family business is that a business owner

owns the major rights of control and bears the major risks.

After compared and analyzed different viewpoints. We think that a family business

can be defined as: when a family or several close families own all or major part of the

ownership, and control all or part of the management authority, the enterprise is

family business.

The definition of ownership is that ownership of enterprises includes residual claim

and residual right of control. Residual claim: enterprises’ claim of the balance which

business income deduct all the fixed payment of the contract. Residual rights of

control: the decision-making rights of the business activities which not set in the

contract (Lang Xianping, 1999).

The definition of managerial authority: the rights to manage business, investment and

some other matters (Lang Xianping, 1999).

3.2 The situation and development of family businesses in the world

Family business is the world's most universal form of enterprises and plays an import

role in the world’s economy. In the world, both developed and developing countries,

family businesses are still in the process of developing.

Kelin E. Gersick, the American scholar believes that "even the most conservative

estimate that the enterprise owned or operated by family accounting for 65% to 80%

of all the enterprises in the word. 40% of the world's top 500 enterprises are owned or

operated by families in America. The value created by family business currently holds

50% of GDP and provides 50% of the jobs. According to investigation of the Institute

of American family business, the family companies provide 78% of the new jobs. At

the same time, these family enterprises are no longer only closely held private

companies and family-run shop, but also many listed companies. According to

"happiness", in the world's top 500 largest enterprises, there are 175 family businesses
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in the listed companies, 42% of them are still under the control of the family. The

family still controls a larger stake in these enterprises.

The United States is the first country in the world to achieve the separation of

enterprise ownership and managerial rights in order to establish a modern corporate

enterprise system. Managerial authority succession of family business in America can

be divided into two types: (1) inherited by family members. The managerial right is

succeeded by a family member. For instance, members of the Watson family were the

company's chairman of IBM before 1993. Anheuser – Bush Company was founded in

1852, from then to now, it had such a strong family color, chairman and CEO was

always held by the core family members. (2) The introduction of professional

managers. For example, in 1973, DuPont Company decided to appoint Irving Saul

Shapirowith to be the chairman and CEO who was not the DuPont family member

and had no chemical expertise and management experience in chemical production.

The reasons for DuPont Company's Board of Directors to take this extraordinary

action, on the one hand, as a result of DuPont family had no successors who was good

at business management; on the other hand, the U.S. federal government in a public

request started to control chemical safety and environmental pollution caused by the

chemical industry, the Board predicted that the Government's intervention.

Family businesses in the United States are built on the basis of the contractual

relationship and individualism. In family relations, the individual status in the social

take precedence over the relationship between family members or relatives many

aspects of life, the individual and the family is relatively independent main, daughters

and sons have no obligation to assume responsibility for family, personal behaviors

without being bound too much by factors in the family, parents did not have the

authority to impose the will to their children, parents usually show full respect on

their choice of career. Therefore, the examples of the family members take the

initiative to abandon the right of inheritance enterprises engaged in their favorite

career is common. In this regard, parents will be very "open" to transfer managerial

power to non-family members. At the same time, "equal opportunities", "fair

competition" concept are important aspects of American culture. These concepts

make the family business leaders tend to use standard “Meritocratic” instead of

"nepotism". There is no exception in the selection of power transmission object.
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In the long-term market economy in the United States, creating a large number of

high-quality professional managers, enterprises also formed a relatively complete

professional managers incentive and restraint mechanisms. It has been more than a

century since U.S. professional manager class appeared in 1841, professional

managers class has became a mature and complete class, play an increasingly

important role. Meanwhile, a comprehensive legal system in the United States

increases the wealth of credit resources, simplifies the transaction process, saves a

large amount of transaction costs, and increases management efficiency for family

enterprises. Therefore, the higher the opportunity cost of family circumstances, when

the company develops maturely and stably, they often control companies through

holding stocks, and employ professional managers to do the day-to-day management.

According to scholars, Professor Lang Xianping’s (2006) researched of corporate

governance, currently in Europe, the top 15 largest family control more than 20% of

listed companies. Belgium and France and even reached 36.63% and 33.80%, the role

of family enterprise in the host country is very important.

In Southeast Asia, the largest 15 family-controlled listed companies accounted for a

large part of the total market value in the stock market, as well as the a large part of

the gross domestic product. According to the 2006 "new wealth" in China Hong Kong,

Indonesia, Korea, Malaysia, Philippines, Singapore, China Taiwan, Thailand and

other countries in Southeast Asia. The proportion of the first 15 families businesses in

the total market value of listed companies were 34.4%, 61.7%, 38.4%, 28.3%, 55.1%,

29.9%, 20.1%, 53.3% and the proportion of GDP is 84.2%, 21.5%, 12.9%, 76.2%,

46.7%, 48.3%, 17.0% , 39.3%, the family businesses nearly have controlled the

Southeast Asia’s national economy.

As we see, no matter in the developed countries or in the developing countries, family

businesses are playing important roles in the national economy.

3.3 The development of family businesses in China

Annual output value of the private ownership firms now has reached 52% of China's

GDP. The firms also provide 70% of the new jobs. And family businesses account for

at least 90% in private ownership in China's economy, in these family enterprises,



Does family business mean family operation?

20

there are not only family workshops or small businesses, also many partnership

enterprises and listed companies. Family businesses create half of China's GDP,

expand employment and promote social development. The rapid development of the

family businesses helps China's economy go up quickly.

3.4 Current situation in China’s family businesses

3.4.1 Scale

Most family businesses in China are small and medium-sized but there are also some

large enterprises. In China, small and medium-sized enterprises in different industries

have different standards, but most refer to the number of employees fewer than 2000,

or the sales less than 300 millions RMB. (Standard Provisions for small and medium-

sized enterprises 2003), the histories of many Chinese family business are very short.

Today, the majority of family enterprises are still small businesses. Even in the more

developed Zhejiang Province, The number of small and medium enterprises also

accounts for 98% of the total enterprises.

3.4.2 Capital Source

The capital to start the enterprise is always from the family. After that, the

development capital is also nearly from self-accumulation of the enterprise. The

business income and borrowing from relatives and friends, now still is the main

channel of funding sources. The proportion of bank loans is still small.

3.4.3 Family business Ownership

Many Family members own the family businesses; family members occupy the

dominant position in the shares. In 2005, investigated in Wenzhou City which family

business grows best in China showed that: in 88 enterprises, 36 enterprises’ owners

100% owned the shares, other 52 enterprises partly own, of which 17 owners holding

more than 50%.

3.4.4 The managerial authority
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Most family members control the managerial authority. The Research of the National

Federation of Industry and Commerce shows that in China's family business the

ownership and managerial authority are closely linked and controlled by the business

owners, "board chairman and CEO," always both are the owner, family members take

many important positions in the enterprise, the enterprise are deeply family-controlled.

3.5 The difference between family rules and enterprise rules

There are too many differences between family rules and scientific enterprise rules.

Especially in China, the color of "family" is very strong which leads to the family

rules are very different from modern enterprise rules.

Figure 3.1: The comparison of family rules and enterprise rules

Source: family enterprise system innovation, Yin Huanhong, Social Sciences

Documentation Publishing House, 2005, p. 114

Item Family requirements Enterprise requirements
Motives of members Altruism Egoism
Purpose of action Satisfy by emotion Satisfy by economic

benefits
Evaluation standards of
HR

Family, relatives Knowledge, abilities,
achievements

The base of Interpersonal
relationships

Blood, kinship Positions, structure

Guidelines of treatment Emotional factors Rational principles

The border of personal
interests

Rather ambiguous Very clear

The formation of right Naturally Competition
Interpersonal
communication

Informal communication Formal communication

The main incentives Emotional support Economic benefits,
bonuses, salary

The status of members Basic equality between
generations

Inequality between
members

Internal structure Informal, non-standard Clear, fixed
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From the above table we can see, the character of family operation is "people manage

company", and the professional management is "the enterprise systems manage

company". People manage the company depends much on people, it can be the

biggest advantage and also may be the biggest disadvantage and become the obstacle

of development. If the people are professional and capable, the company will develop

quickly and in the right way in his charge. On the contrary, if the people are not

competent enough but he is in charge of the company, then the future of the company

is worried by others. On the other hand, the enterprise systems manage company is

more scientific and objective. Everyone must comply with the regulation and

management system. Beckhard and Dyer (1983) discussed the dilemmas facing

family businesses as they attempt to become more “professional”. They pose three

possible strategies for family firms that emphasize the possibility of: Professionalising

the family; professionalising non-family members; or bringing in professional

management.

3.6 Compare with Japanese family business

1. Enterprise management model

The roles of "leadership" and "parent" are confusion in the enterprise management of

Chinese family business. In the management, the family ethical is often instead of

corporate ethical intentionally or unintentionally. In the internal management of

family business, it forms an order of seniority and position hierarchy, and establishes

the blood relationship as the main line and the special trust in order to sustain this

internal management system.

As the tradition of Japanese, employees have a special feeling on entrepreneur and

entrepreneurs’ family. One of the most basic corporate loyalty performances is the

employees are loyal in entrepreneurs or their family members. The members of

Japanese family business are both blood relations and the outside persons who are the

entrepreneurs and cooperated (Chen Fanghua, 2007).

Family businesses in Japan simulate the blood relationship of family in the

management, the "lifetime employment" and "working- year sequence" are fully

reflect this (Chen Fanghua, 2007). The "lifetime employment" is an unwritten implicit
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contract between family employers and employees in Japanese family business. It is a

labor obligation for lifelong employment; the employer will never easily dismiss an

employee out of absolute necessity. Such as Matsushita Electric Company, during the

great depression of the Japanese economy, the family boss Konosuke would prefer to

reduce half the production not to dismiss an employee. And in order to match

"lifetime employment", there is distribution system called "working- year sequences"

system, the status and wages of employees are gradually increased with the

accumulation of working time. As a result of "lifetime employment", there is lack of

labor market, Japanese family business often accompanied by the form of corporate

welfare in exchange for the loyalty and awareness of group of staff. It can promote the

long-term cooperation and close relations between the corporate and employees and

between staff and enhance the feeling of ownership of the enterprise. Therefore, in

Japan, family business is often called "club", the club is for all of society's existence.

Family business looks more like a big family and has harmonious interpersonal

relationships. It plays an extremely important role for enterprise development and

performance improvement.

2. Professional manager mode

By the impact and disseminated of traditional family culture, the Chinese family

business owners often do not believe outsiders; it is difficult to absorb the outstanding

non-family members to the management. As a result of the ownership and

management rights are concentrated in the hands of family members, it forms a

narrow group of family members as the core in the enterprise. But in Japan, the

situation is different. As early as chaebol era, Japan's first-generation of family

business entrepreneurs and family governor managed company together. When

developed to the second generation, the entrepreneur went behind the scenes and

acted as the owner of shareholders, the actual control rights were given to family

governor. To the 1930s in 20th century, family businesses would no longer left the

location of senior management to family members had been a common practice in

Japan. After the World War II, the vast majority of enterprises in Japan managed by

professional managers at that time, such as Toyota, Mitsui and other companies all

employed the professional managers who were prestigious in the industry in charge of

enterprises, and the majority of the middle and lower levels of management positions

were external professional managers, it had also brought the democratic and scientific
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decision-making. Japanese family business employed professional played an

extremely important role of business development.

However, members of the family ties not so closed in Japan than in Chinese family

business, responsibility and obligation is not strong. So the various roles in the family

are not necessary to play by family members. Fukuyama (1998), said that "he would

rather give rights of inheritance to capable outsiders, nor to the low--capacity son",

which is widespread in Japan. Therefore, in the Japanese family business, the

ownership and managerial authority are not so close as in China. Many large

enterprises have already achieved a professional management, such as Toyota,

Panasonic and other companies. Many family members are not involved in the family

business. In small and medium-sized family business in Japan, the control of the

management of family members is also far lower than China.

3. Enterprise succession mode

Inherited from father is still the mainstream of the Chinese family business

inheritance pattern, as long as the son has the ability to run businesses, this kind of

succession beyond reproach. But the problem is that not every young generation of

family business can do business manager positions, not to mention a particular family

business, even a generation or several generations can be capable, there is no

guarantee that the young generations will be able to manage the business successfully,

it may easily lead to family business "rich can’t maintain three generations".

The son who is the successor of family business in Japan is not entirely decided by

birth order in blood, but from the various family members (including foster child and

son-in-law). In the merit-based election, there is no limit of the paternal lineage,

which made transmission process can be more scientific. The difference property

inheritance patterns between the China and Japan are likely to result the different

performance of the family business of these two countries.

3.7 Theoretical Framework

3.7.1 Corporate Lifecycles Theory
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Adizes (1998) believes that growth and aging of corporate are similar with those of

organisms represent through the relationship between flexibility and controllability

these two factors, in accordance with these two factors, the corporate lifecycle can be

divided into three phase, 10 times, the three phase are gestation stage, growth stage, as

well as aging stage.

In accordance with the three stages of the family business life cycle---the initial stage,

expansion stage and mature stage, Yue Zhuo and Min Zhang (2003) analyze changes

of family enterprise system from the ownership structure, control power allocation

and corporate governance structure (corporate governance structure is a system

arrangement about the relationship between the owner of corporate and managers or

other stakeholders.)

Figure 3.2: the change path and mode of family business

Source: Yue Zhuo, Min Zhang, the general analytical framework of changes in family

business and applied in China, 2003.

Seen from the above table, it can be said that China’s family business is in the phase

of quasi-classical family business as a whole, specific analysis is as follows:

Firstly, Private family business ownership structure

By the end of 1996, the owner's personal possession was 82.7 percent of shares in

initialinitialinitialinitial stagestagestagestage
(classical(classical(classical(classical familyfamilyfamilyfamily
business)business)business)business)

expansionexpansionexpansionexpansion stagestagestagestage
(quasi-classical(quasi-classical(quasi-classical(quasi-classical familyfamilyfamilyfamily
business)business)business)business)

maturematurematuremature stagestagestagestage
(modern(modern(modern(modern familyfamilyfamilyfamily
business)business)business)business)

ownershipownershipownershipownership
structurestructurestructurestructure

Single ownership
structure

open ownership to
family members

Open ownership to
society

controlcontrolcontrolcontrol
powerpowerpowerpower
allocationallocationallocationallocation

Concentrated in the
hands of
entrepreneurs

Distribute in the family,
significant control power
is concentrated in the
hands of entrepreneurs

Open to
professional
managers, family
reserve significant
control power

corporatecorporatecorporatecorporate
governancegovernancegovernancegovernance
structurestructurestructurestructure

Combine the two
rights together,
without a formal
governance
structure

Two right are
concentrated in the
family

The two rights
have a greater
separation
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companies and other private investors (mainly owner’s brothers) occupied 13.1

percent of shares. It meant that entrepreneurial family-owned share reached 95.8%.

Other investors, including the masses, organizations, government departments,

foreign investment, etc. hold less than 5% of the shares altogether. This shows that the

family has a controlling stake in the company which is a major business risk bearers

(HouYi Zhang, 1999). Seen from the sources of funds in enterprises at the end of

1996, the owners’ shares have a rapid upward trend. It can be inferred: enterprise

development funds needed rely mainly on the mobilization of endogenous financing.

This inference can be confirmed by the following data: the most important private

source of funding operations is the accumulation of their own, in particular, the

capital construction (71.1%) and fixed-asset investment (accounting for 80.7%) areas.

The other two channels of funding are loans from financial institutions and raising

funds from the relatives and friends (China Private Economy Yearbook, 1996).

Secondly, the private family business control power allocation

Control power of enterprises mainly includes two aspects: business decision-making

power and the power to select and supervise the operation members (Zhang, 1999).

From the perspective of decision-making power, the family business is to monopolize

all powers. Among them, the significant decisions made by the owners separately

accounted for 58.8% and consult with the main managers (mainly are the owners’

brothers and relatives or friends) in decision-making account for around 30%; general

management decisions made by the owners accounted for 54.7% and consult with key

managers (mainly family members) in decision-making accounted for 34.5 percent

(HouYi Zhang, 1999).

Thirdly, family business governance structure

Corporate governance structure distributes ownership and control power mainly

through the explicit and implicit contracts to solve a variety of agent problems.

Effective governance structure should enable the people who take risks have control

power, or the contrary; those who have control power afford the risk. According to

above analysis, in China's private enterprises, owners are the main stakeholders.

Therefore, we can draw the following conclusions: the vast majority of China's

private enterprises take the family system; furthermore, China’s family business is in

the second phase of the quasi-classical family business in changes of family business.
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3.7.2 Property Rights Theory

Coase (1998) presented a core argument through analysis of the production system

structure: property rights problem is the key or decisive factor in corporate

performance. Clarity of property rights here, including two levels of meaning: clearly

definition of property rights in the legal ownership and the optimal allocation of

property rights in the structure. Then property rights determinism can be divided into

property rights attribution determinism and property rights structure determinism.

Property rights attribution determinism makes Coase's transaction costs theory as the

basic analytical tools which makes enterprise is a compact structure of reducing

transaction costs and possessing authority characteristics as the logical starting point

for analysis, the determinism focus on exploring property rights attribution and the

relationship between incentive mechanism and corporate performances. Property

rights structure determinism makes the compact relationship as the basic analytical

tools, and makes enterprises are a series of "links to the contractual relationship," as

the logical starting point for the analysis, focus on analyzing the structure of property

rights and the relationship between incentive mechanism and corporate performance.

Property rights theory suggests that clarity of property rights is a prerequisite for an

efficient exchange and at the same time it helps people to engage in economic

activities to create a reasonable certainty can be expected to protect the driving force

of economic activity, to avoid conflicts that people as competition for scarce resources.

3.7.3 Agency theory

Agency theory was originally proposed by Jensen and Meckling in 1976. This theory

was later developed into contracting cost theory. Enterprises are consisted of a series

of contracts, including the contractual relationship among capital providers

(shareholders and creditors, etc.) and the capital operator (the manager), enterprises

and credit, enterprises and customers, enterprises and employees.

Agency theory mainly refers to the contractual relationship between the provider of
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enterprise resources and the user of the resources. According to the agency theory, the

principal owner of economic resources is the client, the manager who is responsible

for the use and control of these resources is an agent. Agency theory suggests that,

when the manager of enterprise is also the owner of the enterprise, they have all of the

residual values; manager will be hard in work for themselves. In this situation, the

agency problem does not exist. However, when the manager is not the owner, he is an

agent and he absorb the new economic resources from outside through the way of

issue stock, then manager will has an incentive to improve the service consumption,

self-relaxation and reduce the work strength. Jensen and Meckling thought that

agency costs will be divided into monitoring costs, compliance costs and residual

losses. Monitoring costs refers to the cost of outside shareholders to monitor

managers of over-consumption or self-relaxation; in order to obtain the trust of the

outside shareholders, the expenditure of agents self-restraint occurred (for example,

report operation regularly to the client, engage an external independent audit, etc.),

this cost is known as the compliance cost; as a result of the inconsistency of the

interests of clients and agents led to the other loss, that is the residual loss.

Agency theory also believes that when agent has more information than the client and

the asymmetric information will reverse impact to effectively monitor the agents

whether it is appropriate for the client's interests. Therefore, the client must establish

the appropriate mechanisms to monitor agents. The cost of client monitoring agent is

a part of the agent’s salary, so for self-interest considerations, the agent need to set up

internal audit so that clients fully understand the extent of the efforts of managers, in

order to reduce the risk adjustment of agent’s salary.

After separating the ownership and managerial authority of family business and

employing outsider professional managers, there will have agency problem.

3.7.4 Pocket theory

Pocket theory is built by Mao Lixiang who is the owner of FOTILE. Mao LiXiang is

also a very famous economist in China. He is successful in managing family business.

He agrees that even as family business also should be clarity of ownership and

managerial authority. How to make it clear? He has a theory called the "pocket"

which can be the best explain. The theory is that it is the best to put money in pocket,
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different family members have different pockets. Otherwise, enterprises will be laid to

a "time bomb", and finally will lead to division of family business and family

members. In FOTILE, the asset of his wife, his son and himself is in one pocket

because they are a group. The money of his daughter and her husband is in another

pocket because his daughter has married and now living in her husband’s family. If do

not separate the property in time, it must lead to controversy among the family

members.

The pocket theory can be seen as the concept of "Dilute the family system", which is

the idea and experience of Mao Lixiang and his son in the process of the venture. Mao

Lixiang does not want to force his children to take over the family business, but

according to their capacity and expertise to enable them to start independently.
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ChapterChapterChapterChapter 4:4:4:4: ResearchResearchResearchResearchMethodologyMethodologyMethodologyMethodology

In this chapter we describe the research methods we choose and the information

required for this study. We will also present our motivation why choose these methods.

You also can find the process of selecting cases and samples to analyze our research

questions in this chapter.

4.1 ResearchMethods

There are two types of methods are used for doing research. These are quantitative

method and qualitative method. It depends upon the nature of the task and the

preference of the researcher to use either one of these methods or a hybrid of both can

be put together in order to achieve the desired goal. (Flick, 2006)

Qualitative research involves an interpretative, naturalistic approach to the world.

This means that qualitative researchers study things in their natural settings,

attempting to make sense of or to interpret phenomena in terms of the meanings

people bring to them (Flick, 2006). The main purpose of qualitative approach is to

describe a situation in detail and gain well and depth understanding of a certain subject

instead of measuring. And Qualitative research is about producing and analyzing texts,

such as transcripts of interviews or field notes (Flick, 2006).

Quantitative method is based on representative sample of population, large enough to

make results general for the entire population, within estimated level of accuracy. The

method is used to measure things with the help of numbers, graphs, tables and other

statistical tools.

In our research, we mainly use qualitative method. We put more emphasize on the

case study and interview in order to describe the research questions more clearly. We

make this choice due to the character of our research topic. Our research is family

business, it is better to do case study to analyze the research problems. And talk to the

owners of family businesses are the best way to get primary and useful information.
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Of course we considered other research methods before just like focus group. A focus

group may be defined as a form of organized discussion and is a well-established

methodology in social research (Klaus, 2005). It requires five to ten individuals gather

together and discuss on an issue or some selected questions face to face. The

advantage with focus group is that the analyst can make observations of the

participant’s feelings, attitudes and reactions in a way which is often hidden in the use

of other methods like surveys or telephone interviews (Klaus, 2005). In our research

we can select some people who have had some personal experience in family business.

We think we will get a lot of useful information by this way. It is really a good way

to collect information. But it is hard to organize and select so many professional

people to talk together at the same time because we are distance away from China

now. It is not economic to go back China to do such research. Another reason is that

we are only students and we have no ability to organize so many professional people.

So we give up the choice of focus group.

4.2 Information Required

As we said before, our research topic is family business including the management

problems and the relationship between ownership and managerial authority. Due to

this special topic the information and data have special requirement.

We choose corporate lifecycles theory, property rights theory, agency theory, pocket

theory as the theoretical framework. So we need deep and detailed information which

related with the content of these theories. The internal information and attitude from

the owners and managers of family business are needed.

We can learn a lot about the management problems and how family business operate in

the professional way on the articles, books, journals, internet and many other channels.

But these are all secondary data which come from previous researchers. It is better if

we can get information directly from the owners or managers of family businesses.

What do they really think about these problems? What are the difficulties they meet in

the management because family involved? What are the in-depth attitude of separation

owner and managerial authority? Do they really accept to employ professional

managers? How to operate after separating the ownership and managerial authority?

What is the role of family members? What is the future of family business? There are



Does family business mean family operation?

32

many questions we can ask. The answers from their mouth are very valuable and

important.

Our focus is mainly on small and medium-sized family businesses in China because

they are the main part of the Chinese private economy and they have more problems

in this transition period. So we should choose some small family businesses. But there

are also many big family businesses in China and they have already developed from

small to big, they have successful models and experiences which can be learned by

many small family businesses, so we also choose a big and successful family business

to analysis the reasons of success and scientific management models.

In all, we need the real cases which are representative in family businesses. So we

choose case study and interview as the main methods to collect information.

4.3 Case StudyApproach

Researcher Robert K. Yin defines the case study research method as an empirical

inquiry that investigates a contemporary phenomenon within its real-life context; when

the boundaries between phenomenon and context are not clearly evident; and in which

multiple sources of evidence are used (Yin, 1984). A case study is one of several ways

of doing research whether it is social science related or even socially related. It is an

intensive study of a single group, incident, or community (Shepard, Jon; Robert W.

Greene, 2003). Rather than using samples and following a rigid protocol to examine

limited number of variables, case study methods involve an in-depth, longitudinal

examination of a single instance or event: a case (Yin, 2002). The detailed

examination of a single example of a class of phenomena, a case study cannot provide

reliable information about the broader class, but it may be useful in the preliminary

stages of an investigation since it provides hypotheses, which may be tested

systematically with a larger number of cases (Abercrombie, Hill, & Turner, 1984).

The reasons we choose case study approach are as followings: our research questions

focus on China’s family business and the relationship between ownership and

managerial authority. We want to find out the possible answers to our research

questions. The research process is a qualitative research; the detailed examination will
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help us have a deeper understanding about the case and our research questions. Case

study provides a systematic way of looking at events, collecting data, analyzing

information, and reporting the results. According to (Yin, 1994) a case study approach

is preferred when ‘how’ or ‘why’ questions are to be answered, when the researcher

has little control over events and when the focus is on a current phenomenon in a real

life context. Our research questions are all about ‘why’ and ‘how’, as a result case

study method may help us gain a sharpened understanding of why the instance

happened as it did, and what might become important to look at more extensively in

future research.

4.4 InterviewApproach

An interview is a conversation between two or more people (the interviewer and the

interviewee) where questions are asked by the interviewer to obtain information from

the interviewee. An interview is used to allow maximum opportunities for dept,

interpretation and expansion of study (Lavelle, Ellen; Zuercher, Nancy, 2001). It is a

very common and useful method in the study of business administration.

As we study the Chinese family business, we find the people and companies are all in

China, it is very difficult to conduct interviews from here because of the distance and

due to the time limitation of this dissertation, so we choose the way of telephone

interview.

Telephone interview is a way of online interview which is an indirect way. Whilst

there is a vast body of literature concerned with qualitative interviewing (Becker and

Bryman 2004; Burgess 1984; Flick 2002; May 2001) the online approach to

interviewing remains a new and innovative research method.

Advantages of telephone interviews over online interviews include:

• Ability to receive and give verbal cues

• It is quicker to speak than type

• It is easier for the interviewer to bring the interview back 'on topic' quickly
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Carr and Worth state that 'Studies which directly compare telephone and face-to-face

interviewing tend to conclude that telephone interviewing produces data which are at

least comparable in quality to those attained by the face-to-face method'. (Rezabek,

Roger, 2000)

Telephone interview is also a way of primary research (also called field research)

which involves the collection of data that does not already exist. The information

obtained through the telephone interview has the characteristics of targeted and rich.

And this useful information is also first-hand and obtained directly. Telephone

interview has advantages of convenient, timely, cost-saving. However, there is

shortcoming in a telephone interview that is not face to face chat may cause

communication barriers and misunderstandings.

We have telephone interviews with the owners of two family businesses, we have

prepared before the interview. We are aware that there maybe many challenges to

interview on this topic. We should be very careful to guide the interviewees to answer

the questions in appropriate way and get what we want. If we ask questions about the

problems of their company it may course nervous and embarrassed. So around the

topic, we design a number of important questions in advance. And we also discuss

some other questions and talking-points when meet an emergency.

4.5 Case Selection

When selecting a case for a case study, researchers often use information-oriented

sampling, as opposed to random sampling (Bent Flyvbjerg, 2006). This is because the

typical or average case is often not the richest in information. Typical cases reveal

more information because they activate more basic mechanisms and more actors in

the situation studied. In addition, from both an understanding-oriented and an action-

oriented perspective, it is often more important to clarify the deeper causes behind a

given problem and its consequences than to describe the symptoms of the problem

and how frequently they occur.

There are several reasons that we choose FOTILE Company as a typical case: on one

hand, the company is a family business, it was founded by Mao Lixiang and his son
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Mao Zhongqun in 1996, the whole family co-hold about 80% shares in FOTILE, the

same as other family enterprises, the family's position in the company is decided by

the family as a result of they own the vast majority of the company’s equity, corporate

decision-making highly concentrated in the hands of the family; on the other hand,

FOTILE is some different from other traditional family businesses. Apart from the

chairman, vice chairman and CEO, from the CEO assistant to general managers, none

of them are family members, what’s more, nearly 70% managers and above in the

company are doctors, masters and undergraduates introduced from other places.

Meanwhile, the Board of Directors also absorbs some non-family members to

participate in the development of FOTILE. In conclusion, we may find out something

to answer our research questions from the special management model in FOTILE.

We choose two family businesses in China as the cases to interview. One is Great Wall

Company; another is Wuxi City Sincere Refractory Ceramics Co Ltd. (NRC). The aim

of the interview is to select a representative and typical features family business, as

well as professional owners and leaders of family business who can give us useful

information.

There are two reasons we choose Great Wall Company. First is that the Great Wall

Company is a company with issues and dispute on succession and management

between family members. The owner doesn’t know how to deal with the situation.

This is a typical model of many small family businesses in China. It is representative

to interview this kind of company. Second is that the owner of this company is our

friends. He would like to share his experience and problems with us though he wants

to be anonymous in the thesis. He is willing to describe his problems, worries and

feelings detailed; it is very important and valuable information because very few

people will talk about their own problems clearly if he is unfamiliar with you.

We choose Wuxi City Sincere Refractory Ceramics Co Ltd. (NRC) because it has a

unique success in management though it is not a large-scale family business. It is as a

success model and learned by other companies in the city. Successful management

help the enterprise develop faster and better. The concept of this family business is

that family business is only a form, when operate and manage they should forget it is

a family business. The family members involve in the management in a professional

way. The employees of this family business are satisfactory working in the company.
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The owner of NRC Mr. Cai Yuejun and the managers in this family business are very

professional and helpful to our study.

We prepare some questions in advance and talk to the owner of NRC Mr. Cai Yuejun

through telephone. We plan to talk to 5 senior managers in NRC but it is time cost and

they haven’t so much time to talk to as one by one. So we send the questionnaire to

them and they send back to us with the answers. The 5 senior managers are from

production department, sales department, financial department, technical department,

logistics department. Their answers are very useful.

We design different question to these family business due to the different situations

and problems they have. In the interview of the owner of Great Wall Company, we

are more focus on the internal relationship between family members and problems in

family management because Great Wall Company has common problems and

complex relationships in management. Our purpose to interview this company is to

know the reasons of these problems and make the problems clear. In the interview of

NRC, we ask more questions about the experiences and methods in successful family

management. This is a good example to explore the professional management of

family business.

4.6 Data Collection

Collecting data has the main emphasis on answering of any research question. So

based on that significance there are two ways used to collect the data which are

primary data and secondary data (Ghauri & Grønhaug, 2005).

4.6.1 Primary Data

Primary data can be relied on because you know where it came from and what was

done to it. It's like cooking something yourself. You know what go into it. In the

research work primary data has significance in order to provide answers of the

research questions.
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Primary data

Experiment Observation Communication

Human Mechanical

Natural
settings

Contrived
settings

Surveys Interviews

Mail Phone
Email

Personal

Figure 4.1: Primary Data Source

Source: Ghauri, P. & Gronhaug, K. (2005) “Research Methods in business Studies”,

3ed. Prentice Hall

We will gather primary data mainly through communication, just like interview with at

least 5 executives in the middle or high level in two types of family businesses and e-

mail or phone conservation with them for necessary information we need. We are

concerned with the executives’ views on the separation of ownership and managerial

authority, and the persons interviewed are family members and non-family members.

We hope to get comprehensive data.

4.6.2 Secondary Data

Secondary data analysis consists of collecting data that is compiled through research

by another person and using that data to get a better understanding of a concept. A

good way to begin your research using secondary data that you are collecting to

further support your concept is to clearly define the goals of your research and the

design that you anticipate using. (Schutt, R., 2006). An important thing to remember

when defining your plan is to ensure that you have established what kind of data you

plan on using for your research and the exact goal. Secondary data is helpful for us to

better understand and explain our research problems. We collect secondary data in

many ways, such as books, articles, journals, websites, reports about family business,
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etc. We take FOTILE as a case study. The information and material we get are from

the website of FOTILE and internet.

Using secondary data can allow for the analyses of social processes in what would

otherwise be inaccessible settings. It also saves time and money since the work has

already been done to collect the data. That makes the researcher avoid problems with

the data collection process (McCaston, M. Katherine., 1998).Using someone else's

data can also facilitate a comparison with other data samples and allow multiple sets

of data to be combined. There is also the chance that other variables could be included,

resulting in a more diverse sample than would have been feasible before. In short,

primary data is expensive and difficult to acquire, but it's trustworthy. Secondary data

is cheap and easy to collect, but must be treated with caution.

Secondary Data

Internal Sources:
1. Invoices
2. Reports from different
Departments
3. Warranties
4. Complaints
5. Brochures &
catalogues

External Sources

Published:
1. Books &Articles
2. General statistics
3. Annual accounts
4. Research reports
5. Industry statistics

Commercial:
1. Panel research
2. Scanner research
3. Monitors
4. In-shape research &
reports

Figure 4.2: Secondary Data Source

Source: Ghauri, P. & Gronhaug, K. (2005) “Research Methods in business Studies”,

3ed. Prentice Hall



Does family business mean family operation?

39

ChapterChapterChapterChapter 5:5:5:5: DataDataDataDataAnalysisAnalysisAnalysisAnalysis

In this chapter we will present the empirical data--results of case study and interviews.

We search the information on internet to analysis FOTILE’s successful model. This is

representative of the successful big family business. We also talk to two owners of

small family businesses. One has some problems and in a dilemma situation, another is

very successful in family management. We also use the theoretical framework to

explain the situation and problems.

5.1. Case study: FOTILE

In so many family businesses in China, FOTILE is a typical family business case in the
aspect of separation of ownership and managerial authority. And we will analyze this
case according to corporate lifecycle theory, pocket theory and property rights theory.

5.1.1 Introduction of FOTILE

In 1996, Mao Lixiang and his son Mao Zhongqun founded FOTILE Company in
Ningbo which is in Zhejiang province in China; and specializes in electric and gas
appliances, integrated kitchen solutions, R & D, manufacturing, sales and is devoted to
providing technical, humanized and expert solutions for every family kitchen. FOTILE
has now become the leading brand in the China kitchen appliance industry and has
successfully entered into the global market. Mao Lixiang, the Chairman of FOTILE, is
also a senior economist in China.

According to corporate lifecycle theory, the development of FOTILE can be divided
into three phase: initial stage, growth stage and mature stage. At present, we think
FOTILE is in the mature stage.

5.1.2 Initial stage-----Traditional family system

At the early start-up, the family system is the first choice of the business model for
private enterprises; this option has its inevitability. Take FOTILE as an example,
founding FOTILE in fact was a very risky action. At that time, the Hood market in
China has been basically monopolized by SACON, YuLi and ROBAN these three
well-known brands, it was difficult for FOTILE to enter Hood market the risk can be
imagined, if fail, it could be Waterloo. Therefore, other people were not willing to
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participate in investment, and only his wife, son and daughter understood and
supported Mao Lixiang. Zhang Zhaodi, the wife of Mao Lixiang, was a deputy
director of a township enterprise, resigned in order to help Mao Lixiang start up
company, his son Mao Zhongqun was a master of Shanghai Jiao tong University
which is famous in China, he took the initiative to give up the opportunity to study
abroad and teach in university in order to develop FOTILE. Why? Because they have
the common ideal, common interest, understand mutually and risk-sharing, in one
word, they have a blood relationship. Naturally, the family system became preferred
business model for the vast majority of the early non-public enterprises.

According to Mao Lixiang, family enterprises have their unique advantages. Firstly, it
can quickly make a decision in management and investment decision-making, can
seize the fleeting business opportunity; this point is other forms of enterprises can not
be comparable. Secondly, there is a very strong internal cohesion. The third is a
strong emphasis on cost control and financial control, can effectively avoid
unnecessary waste and loss. However, the advantages may also transform into
weaknesses sometimes, such as the arbitrary decision-making and may lead company
to decline. Therefore there is not an absolute right and wrong system and business
model is also not the determining factor in the success or failure, the key is that
whether a company is able to establish a standardization and institutionalization,
democratization of decision-making mechanism as well as modern enterprise
management mode in the market economy.

5.1.3 Growth stage-----Dilute the family system

It is necessary for private enterprises to use family management system at the stage of
start-up, however when the enterprise completes primitive accumulation, this model
of family system enterprises tends to restrict the development of enterprises in the
future. Enterprises will have to abandon the original business model, and establishing
the modern enterprise system under the conditions of a market economy, handle
relations between operation and ownership rights, decentralization and centralization,
internal talent training and external talent recruitment, arbitrary decision-making and
scientific decision-making and so on different aspects. In this way, the family-run
enterprises can glow with new vitality, and truly make "home" feeling better. And
FOTILE chooses the way of diluting the family system.

How to dilute the family system? Mao Lixiang pointed out the separation of
ownership and managerial authority was the primary content. When his wife entered
into the factory, he made a strict provision that relatives of the two sides can go to
work in the factory, but they can not serve as a workshop director and above. In order
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to avoid confusion in management, and ultimately lead the enterprise onto the fate of
collapse or division especially in family business because of important positions were
almost held by relatives, Mao Lixiang adopted a highly Chinese traditional way: kneel
down to his mother. When dismissed younger brother requested to enter into FOTILE
to be a person in charge, Mao Lixiang who emphasis on family emotion but not want
to undermine enterprise management system, knelt down to his mother for about 10
minutes. He presented his reasons to the old mother, to seek her understanding. "This
kneeling is a process between traditional power and the strength of the system; it
should be a very difficult and painful process." Director of Privately-run Economic
Research Center in Chinese Academy of Social Sciences, Professor Yingqiu Liu said.

There are nearly 30 family members in Mao, but Mao Lixiang withstood the pressure,
allowing only eight relatives to be general staff in the company, and more relatives
were refused, or some developed with the help of his funds. Mao Lixiang’s kneeling
has a symbolic meaning: FOTILE completes the conversion from the traditional
family management system to the modern enterprise management system. Defining
property rights is one of the most important characteristics in modern enterprise
system; in the family business the main performance is to define the internal family
members’ property rights. On this point, Mao Lixiang has a famous "pocket theory":
it would be best that all the money are placed in a pocket, otherwise there will be a
"time bomb" in the enterprise, would eventually lead to division of families and
enterprises.

Coase (1998) presented a core argument through analysis of the production system
structure: property rights problem is the key or decisive factor in corporate
performance. In FOTILE, Mao Lixiang is the Chairman and his son is vice chairman
and Chief Executive Officer (CEO), the whole family co-hold about 80% shares in
FOTILE. For the purpose of incentive, the company also transfers property among
managers, but it is a limited number. Therefore, the property of FOTILE is very clear.
In this sense, FOTILE is a family system business, yet it belongs to a family system
enterprise in the modern sense. On the one hand, the same as other family enterprises,
the family's position in the company is decided by the family as a result of they own
the vast majority of the company’s equity. Corporate decision-making highly
concentrated in the hands of the family. On the other hand, FOTILE is some different
from other traditional family businesses. Apart from the chairman, vice chairman and
CEO, from the CEO assistant to general managers, none of them are family members,
what’s more, nearly 70% managers and above in the company are doctors, masters
and undergraduates introduced from other places. Meanwhile, the Board of Directors
also absorbs some non-family members to participate in the development of FOTILE.
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Then, the one-sidedness and limitations of decision-making are avoided and the risk
of enterprise development is reduced.

At present private enterprises also can not completely deny the family system, not
only the macro environment has not mature, but also professional manager class has
not yet formed. Its meaning is not that there are no excellent professional managers in
China, some are difficult to invite, as the role of professional managers,
responsibilities he should have: above all, in the aspect of skills, it requires that he has
leadership to unite the majority of people, if not, he maybe leave after one month.
Secondly, he is able to grasp market trends. As well as the most important point is he
is a person of good moral quality, there is no problem with higher salary, moral
quality is extremely important. Therefore, Mao Lixiang's view----it is necessary to
dilute the family system, neither is completely negative, nor is it completely certain,
but from the middle.

5.1.4 Mature stage----Succession

Mao Lixiang chooses his son to be CEO can be attributed to the following factors: on
the one hand, Mao Zhongqun has outstanding personal abilities, and educated well,
has an academic background of graduated from Shanghai Jiao tong University; on the
other hand, it is has not formed a professional manager class in China. In addition, the
interpretation that is difficult to deny is: stick to the family system. It is difficult for
entrepreneurs to set their own assets to the people outside the family to manage.
Allowing their children to take over is the first choice for entrepreneurs; this is also a
feature of eastern culture. In the early shift, Mao Lixiang made up Mao Zhongqun’s
deficiencies in the management and operational aspects through the approach of
adding CEO assistants or excellent managers.

However, at the same time Mao Lixiang also hopes that the company takes the
initiative to introduce professional managers. "At that time, I can be the Chairman of
the Board, my son can be Chairman, and then hire a CEO with high-paying,
meanwhile, can set up some independent directors to participate in enterprise’s
decision-making. This will make our business more dynamic. "

In 2002, Mao Zhongqun took over his father Mao Lixiang to manage comprehensive
work of FOTILE. Mao Zhongqun was different with his father in the management
style, he selected authorized management style, after setting goals, gave work to the
department heads, gave them adequate trust and authority, however, the premise of
trust in people was the election of the people. Director of human resource department
JiuAn Pan said, Mao Zhongqun did give people the impression that a boss was doing
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things, especially the desire from the heart for professional managers, as well as to the
professional managers’ trust and fully authorized, the kind of recognition was a very
strong sense.

Ningbo in Zhejiang province is a place that the local private enterprises are developed,
it is not surprising that there are one or two professional managers in a corporate, but
as FOTILE such a not very large company, it is special that there are more than a
dozen professional managers from strong foreign-funded enterprises. Since 2000,
FOTILE entered the outbreak period. Its talent development model gradually
transferred from the "self-produced self-sell" to "introduction." Director of
manufacturing department is from Sanguo in South Korea, director of human resource
department is from Minolta in Japan, manager of integrated kitchen is from Procter &
Gamble in the United States, minister of business administration is from Fuji Xerox in
Japan, sales director is from Coca-Cola in the United States, minister of Logistics is
from Siemens in Germany, procurement minister is from Electrolux in Sweden. The
value of FOTILE brand was assessed in 2008 for RMB4.261 billion yuan, for 4
consecutive years won the industry first in 500 most valuable brands in China, far
exceeding the industry's other brands.

FOTILE does good in the reform of the traditional family system, that is, dilute the
family system; it takes China's current economic and legal environment into account,
but also considers the heritage culture of traditional family, it is an effective way to
make the Chinese family business develop better in the future.

5.2 Interview 1—Great Wall Company

In this interview case, we try to analyze and solve the company’s problem with the

pocket theory and agency theory.

5.2.1 The current dilemma

We are very lucky to interview the owner of a typical family business in Jiang Su

province where family business is an important component of the local economy. The

Great Wall Company has some problems nowadays and the problems are also the

same problems of many other family business. Through interview with this company

owner, we have a deeper understanding of the problem of the family business. The

interview is through telephone. (See the interview questions in the appendix)
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China Great Wall Company is a family business which products fire-resistant

insulation, environmental protection, glass fiber reinforced plastic products and has

engineering capacity. Overall, since it was built in 1980, because of the hard work of

the first generation, the company was developing quickly. However, in recent years,

due to the drawbacks of family management and it’s time to the period of succession,

the internal management of this family business has a lot of problems. We are lucky

to have the chance to interview the owner of the enterprise Li Chao, listen to his

dilemma choice at this time.

First of all, let’s look at the management structure of the Great Wall Company. The

owner of the company and the highest leader is Li Chao. There are also four other

family members as senior manager of enterprises expect him. His younger brother Li

Yue is in charge of production department. His son Li Xudong is in charge of sales

department, head of the financial department is his daughter Li Xiaoqin. The current

CEO is Wang Wei, his son-in-law.

Figure 5.1: Management Structure of the Great Wall Company

Source: Authors

According to Chinese tradition, the successors of family businesses are always

owner’s son. But at that time Li Chao’s son Li Xudong was too young, so his son-in-

law Wang Wei was appointed as CEO. In these years, the performance of Wang Wei
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is not so satisfactory. He is a person who spent more time on leisure than work. Li

Chao now wants to transfer his son Li Xudong as the CEO of the company and give

him the major property right. Li Yue also supports his nephew Li Xudong. But Li

Chao’s daughter Li Xiaoqin and her husband Wang Wei strongly oppose it. Because

the enterprise is lack of clear management regulations and the performance appraisal

system, management is random. There is no clear assessment of the two succession

candidates, so a debate took place. Daughter thinks that they have been charge of the

company for many years. There were no major mistakes, so they do not want to give

up management authority. Others think that the family business should be taken over

by the son, this is the traditional concept, and they believe that Li Xudong may do

better than his brother-in-law and bring a higher level of management.

Li Chao expressed his concerns about the future of this family business. The

relationship among his son, daughter and son-in-law becomes tense because of the

problem of succession. He is biased in favor of his son. But he doesn’t know how to

confront his daughter and son-in-low. More importantly, they three all haven’t studied

in universities, lack of scientific and systematic knowledge of business administration.

As the development of enterprise, the deficiencies of their management will become

more and more revealed.

Are there other candidates who can take over the enterprise? Li Chao answered: Yes.

She is his younger brother Li Yue’s daughter, Li Nan. She is a well educated girl with

high sense of responsibility and strong work ability. She studied abroad after

graduating from university. Her major is corporate management. In all she is a very

good candidate. But she does not want to participate in family business. She has other

choice. Because she thinks that the relationship between the young and old relatives in

the family business make management very complicated and it will impact her

objective judgments. The second reason is that, she has more space and opportunities

in the outside world. The last is that she does not want to participate in the

competition between her brother and sister in order to keep amicable.

5.2.2 The way to solve—Pocket theory

We think the Great Wall Enterprise encountered a bottleneck for development -

human resources bottleneck and management bottleneck. Shortage of talent and poor
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management are the most important issues currently confront, which are major

problems of a lot of small and medium-sized family businesses. Shortage of talent is

because the first generation of the family are always busy with business, lack of time

to educate future generations, and they also are not aware of the importance of

education. They think that future generations can inherit the family business. There is

no question to find a job and earn money. From another point of view, the future

generations of small family business live in favorable environment from childhood,

they always do not focus on learning and studying. However, up to now they found

that the lack of the education has become an obstacle and a major problem to the

development of family business, but it is too late. Mismanagement because of too

many family members involved in enterprise management for a long time, the

relationship of their relatives always made the implementation of the rules and

regulations not objective. Because of the restrictions of education level and traditional

concept, the first generations generally do not recognize the importance of

management. In general, they are not losers, but there is a problem of management, if

these problems can be solved, the family business will develop even better.

Another very important aspect in our interview is about the separation of ownership

and managerial authority. We asked Li Chao will he separate the ownership and

managerial authority, employ professional managers to manage the business, family

members have only have the right to ownership and supervision. His answer is that he

hopes and supports to do because there are many problems inside the company. In

order to better development of enterprises, this is a very effective way. But at the

same time he also worried about the difficult to solve many current problems. One is

that if employ professional managers, some family members will lose their job, this is

a problem. Second problem is that the selection of professional managers is a difficult

issue; it is risky to hand the family business to the external manager. However, Li

Chao also said if he employ professional manager, the ownership and managerial

authority will be completely separated. Family members will not participate in

corporate governance only have the ownership and supervision rights.

We think in order to solve Li Chao’s problem, use the pocket theory is the best way.

First, he can divide the assets into different pockets according the family members.

And then distribute different pockets to his son and daughter, his son has a pocket, his

daughter and son-in-law have another pocket, make the property rights clear.At last, if
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they are interested in taking over the company, select the competent one. Or they can

start their own business. FOTOLE is a good example which Li Chao can learn from.

5.3 Interview 2--NRC

Another family business we interview is Wuxi City Sincere Refractory Ceramics Co

Ltd. (NRC). It is successful in family management. We learn another aspect of family

business. We interview the owner of this company through telephone. We also use the

approach of questionnaire to interview other managers in this company. They are very

professional and very helpful to our study. (See the interview questions in the

appendix)

5.3.1 The current situation of NRC

Wuxi City Sincere Refractory Ceramics Co Ltd. (NRC). The company is a

professional company which is engage in fire-resistant, ceramic material production.

The company has high reputation in the industry. It is not a large-scale family

business but has a unique success in management. Successful management help the

enterprise develop faster and better.

The enterprise was founded in 1985, the founder is Cai Yuejun's father,Mr. Cai Shanda.

The old name of the company is Xincun Refractory Ceramics Company. 2001 Cai

Yuejun taken over the company from his father as second-generation and renamed it as

Wuxi City Sincere Refractory Ceramics Co Ltd. (NRC). After 8 years of development,

the company has embarked on the fast track under Cai Yuejun’s scientific management.

When talking about the succession process and the difficulties encountered in the early

succession, he still remembered in his memory.

He said at the fifth year after the foundation of his father's company, he graduated from

high school and joined this family business. He worked in workshop as other workers.

The objectives and direction were very clear at the beginning of the company. And the

early stage was difficult, involving less problems of the distribution of benefits

between family members. It was easy to communicate, it was unity in action and the

work was effective. However, the initial management of the company was relatively

simple, lack of a clear management system and the division of labor was not clear,
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relying on family management.

In 2001, after ten years hard training, Cai Yuejun had sufficient capacity in charge of

the company, he took the burden of his father, determined to make good work and

career. He found the main problem is to change management model after he taking

over the company, because the ideas and methods in the management of previous

generation managers were no longer meet the needs of present management. It was

very difficult to adjust and must employ new talent managers to make management

substantial enough. It was difficult to implement the adjustment of human resources,

the key factor was the distribution of benefits.

5.3.2 The successful way

He has adopted the following ways to improve and restructure the management of the

company. The first is to reform the regulation of distribution of benefits. Second

adjustment and find more suitable places to a group of prevenient managers. Third,

introduce new middle-level managers and employees. Last but not the least, promote

corporate governance system and the model which adapt to current situation.

Now the management structure of the company is that production department, sales

department, financial department, technical department, logistics department, and

general manager room. Managers are constituted both by family members and

external staff. The model of management changes from direct management to indirect

management. In accordance with the actual situation of the company, he reformed

company's management level, focus on high-performance, energy saving and increase

efficiency of management. The role of family members in the company is accordance

with his or her actual ability in work. Retain competent people, remove who are not

competent from management positions. In companies, regardless of family members,

non-discriminatory, performance decided staff’s positions. Because of this the

working atmosphere among employees are very well and they have a positive

performance, the management is efficiency.

Mr. Cai Yuejun is 40-year-old this year, his son Cai Weicheng is 18-year-old. About

the succession, although it maybe after 10 years or more, Cai Yuejun also considered
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it before. For training successors, Mr Cai thinks these should do as the followings:

first, to increase interest in participating in business management, the successor

should know and care the business in everyday life as soon as possible. Second train

the successor with the spirit of hard work. Third, professional, sense of responsibility

and love are very important. Forth, bring up the sense of insight, integrated

management capabilities. Now he often allows his son practice in the company to

learn from old staffs that are familiar with the operation of the company during

vacations in order to let him know the actual feelings of the company's strengths and

problems. We asked: what are the wishes of the next generation of successor? Is he

willing to take over the family business or choose another career? Mr. Cai is more

open-minded in this question. He said that it depends on his son himself. They will

not force him. They will let him do what he likes. Of course, it is the best that he can

take over the family business; the key is the ability he has.

On the question of will the company employ professional manager in the future as well

as in what case company need to hire professional managers? Mr. Cai answered: if

there is no competence successor he will employ professional managers, in order to the

sustainable development of enterprise. So what kind of professional managers will be

hired and how to supervise them? Professional manager should be able to bring

development to the enterprise and he or she should have an integrated capability,

honesty, high sense of responsibility as well as aware of the actual situation of the

company. This kind of professional manager is needed. And family will also formulate

operating systems to monitor professional managers.

In general, Mr. Cai himself summed up the successful aspects of his management.

There are about 4 points. First, benefit distribution is the most critical issue, in his

company; he cares of the interests of each member, so there is no contradiction in this

issue. Second, employing on merit recognition, and based on the ability, performance.

Third, he reformed management systems. Fourth, his influence and prestige is very

high in the company, staff are very respect him. The problem of family management

is still the implementation of the management system, because the genetic relationship

between the relative is a resistance which makes the regulation lack of enforcement,

which is the universal problem of family businesses.



Does family business mean family operation?

50

About the issue and the status quo of all the Chinese family business, Mr. Cai also has

his own views. The distribution of benefits issues, human resource issues and the

implementation of the management system are major problems. The corresponding

solutions are: the distribution of benefits should be clear and there must have

regulations. Regardless of family members and external employees, their ability and

performance is the key factor of position. Management System implementation

should be treated equally. We also ask is it necessary to separate ownership and

managerial authority as well as what is effective model of family business? Mr. Cai

stresses that the purpose of the separation ownership and managerial authority is to

help family businesses are better operated and development. Family business is very

difficult to develop only rely on family members; it requires a variety of talents. If

their family members can not bring development to the enterprise, at this moment in

order to develop business it is necessary to hire professional managers to manage

enterprises, this is a very clear way and the only approach. Family business must be

aware of this; the starting point of all is to the survival and development of enterprises.

Family business is only a form, when operate and manage they should forget it is a

family business. After separation of ownership and managerial authority, family

business can use agency theory to employ professional managers, family members

may also participate in the management if they are competent.

It is very pleasant to chat with Mr. Cai. He is a person with charisma, professional and

dedicated. We think this may be a reason of his success. He has given us a lot of

useful knowledge and inspiration.

5.3.3 The view of managers in NRC

We also use the questionnaire to other managers to see from another point of view of

the scientific and successful management of this family business.

Seen from the result of questionnaire, the staffs of this family business were satisfied

with the management. Pan Chao who as the technical department manager said: If I

used the form of scoring points, I gave 80 points. In our company, family members

not involved in so many departments, they can do their work very well. Another

manager Qin Junjie said: the company establishes "people-oriented" management
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concept, the leaders care to the needs and self-development of every employee. They

gave employees chance to develop and improve their own qualities. Accountant Wang

also said that: the incentive was very good and gave employees job satisfaction and a

sense of achievement, I will not leave this company even if other companies gave me

a higher salary.

When we refer this question: how to deal with the relationship between them and

family members in their everyday work? The managers all pointed out that they

encounter problems of communication between them very few. Everyone is equal,

maybe there are small problems, we will sit down and deep talking about the problem

and solve it. When we meet very difficult issue we will solve it together in a

reasonable manner. There are also some problems in family management, that are

managers are also lack of a clear division of labor and standardization.

The managers also hope in the future they prefer successor of family businesses like

this: he must be honest and steady, unruffled when he meet problems, solve problems

in an orderly way, he also should be smart and insightful. Many managers believe that

the company is now in good condition and steady development, there are no big

problems and so no need to hire professional managers. If the company will expand the

scale and cover wide areas in future development, if the successor is not competent,

then we must hire professional managers to consolidate the stability and development

of family business. Professional managers should have professional knowledge, ability

and work hard.

Overall NRC is under scientific management of Mr. Cai Yuejun. He gets rid of

shortcomings of family business at the end of his tether and forgets this is family

business in management, so he succeeds and becomes the model in family business.

There are several differences between a typical case and cases to interview: firstly, the

scale of the three companies is different. FOTILE has now become the leading brand

in the China kitchen appliance industry and has successfully entered into the global

market. While Great Wall Company and Wuxi City Sincere Refractory Ceramics Co

Ltd. (NRC) is small and medium-sized. Secondly, the current management mode and

situation is different. FOTILE dilutes the family system, and the other two companies

use traditional family management mode. Thirdly, the results of management are
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different. FOTILE and NRC are basically successful in the management; however, the

Great Wall Company receives a bad result on this aspect. Because of these differences,

we choose these three companies to analyze better from different perspectives.

Seen from the case and interviews above, we can know the family businesses have

both positive and negative points, we can not say absolutely it is good or bad. What

we can do is enlarging its advantages and minimum disadvantages according to the

situation of family businesses.
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ChapterChapterChapterChapter 6666:::: ConclusionConclusionConclusionConclusion

In this chapter you will see the conclusion of our research questions. And we will point

out some recommendations and suggestions.

6.1 Conclusion

After the theoretical and empirical study of family business, especially the small and

medium-sized family business in China, we get the conclusion that in this transition

period of Chinese small and medium-sized family business should separate the

ownership and managerial authority. There are mainly the following three reasons: the

disadvantages of the traditional family management, lower level of managers’

professionalization, second-generation successors’ weak will of inheritance.

Of course there are many difficulties during the process of separation, such as

traditional culture, change of management pattern, social credit crisis and imperfect

laws and regulations, no effective professional managers market. So what the owners

of family business can do is change the concept, abandon the thought of "rule of man",

turn to the implementation of the "rule of law and system," implementation the

institutionalization of modern management.

After the study we find that there are two models for family business to operate in

professional way after separation of ownership and managerial authority. One is that

family member can be the CEO or senior managers in the company if he or she is well-

educated and competence. Other model is that family members are all leave family

business only play the role as the supervisor, employ outside professional managers.

We agree two strategies from Beckhard and Dyer (1983), that are professionalising the

family and bringing in professional management.

There are some large family businesses like FOTILE, China's second largest company

in kitchen production area has a very clear separation of ownership and managerial
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authority. All the senior managers are not family members and relatives expect the

chairman and CEO Mao Lixiang and his son are both well educated.

But many small and medium-sized family businesses have problems to appoint family

members as CEO in a professional way due to many problems. So employing

professional managers is a good way to solve above problems in many small and

medium-sized family businesses. However, professional managers in China is still a

relatively new occupational group, and China also has not yet formed a mature

professional manager team and lack of reliable credit system, how to choose a

competent professional managers is the issue that many family businesses concern.

Professional managers can be selected on the basis of their competence, which is they

should have the special ability to adapt to the highest executive in this particular status.

6.2 Recommendations

Firstly, implement the corporate governance model that ownership and managerial

authority are separated in professional management. To achieve sustainable

development, professional management is the inevitable choice, and to implement

professional management, the implementation of corporate governance model of the

two rights separated is the foundation and key. Owners should give adequate control

power to professional managers in the day-to-day management, and the owner should

focus on strengthening the supervisory power, but not to interfere too much and

crowd out manager’s managerial authority.

Secondly, Family businesses must change their concepts and establish the corporate

culture of "trust" and "reciprocity", nurturing employees and professional managers

with the power of culture in order to create a comfortable atmosphere and incite

professional managers to work harder. Family businesses want to win trust and

recognition of the market, the establishment of a good corporate culture is essential.

Enterprises should carry on the traditional Confucian spirit, do business with sincerity,

establish enterprise credit management system and shape the corporate values of

honesty and trust and the corporate image of "trust" and "reciprocity". With the

establishment the corporate culture of "trust" and "reciprocity", professional managers

will work for the enterprises more consciously to make family business develop better.
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Thirdly, scientific and rational employment mechanism is the protection of family

business talents. Managers of family businesses are mainly from two channels: one is

external recruitment, and the other is the internal selection and training. Professional

managers are still a relatively new occupational groups in China, the class of

professional managers has not yet formed in China, how to choose competent

professional managers is the issue that many family businesses concern. In China, the

research results of the Chinese Entrepreneurs Association impact broadly on this

aspect, competency of professional managers, can be summarized as nine areas: self-

awareness, leadership, innovation management, decision management, enterprise

culture, enterprise operations internationally, organizational management, control

management and resource management. According to the present situation in China,

professional managers can be selected and trained refer to the following professional

managers Competency Model:

Loyalty
Individual Quality Sense of Professional Mission

Professional Conduct
Physical and Mental Health

Manage Skills:
▲Self-Awareness
▲Leadership Art
▲Innovation management
▲Decision Management

Leadership and Management Ability ▲Building of corporate culture
▲International Business Management
▲Organization Management
▲Control Management
▲Resource Management
Professional Skills

Figure 6.1: Competency Model of Professional Managers

Source: XinQiang Guo, Competency Model of China’s Professional Managers, 2009.

As a result of the separation of powers (separation of ownership and managerial

authority) is usually not complete in the family business, a family control the actual

operation of enterprises, and meanwhile, it is also the controlling shareholder of the

enterprise, ownership and managerial authority of the enterprise actually are not
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completely separated (Xiao Meng, 2004). If an enterprise has a strong cohesion within

the cultural and someone of the family have adequate management capacity (the

standard can be referred to the model above), the family business does not have to

hire an external professional manager blindly, in such a situation selecting family

members is beneficial to the develop enterprises, but the number of family members

in the decision-making level should be controlled at best, owners should actively

admit non-family members to this level to avoid the one-sidedness of decision-

making (JiLin Liao, JianYi Liu, 2009). However, when the scale of the family

enterprise becomes so large that it loses the cohesion of culture and there is no

suitable manager within the family, it is time to consider hiring professional managers

from outside.

Fourthly, establish contract system in the enterprise. Although most of China's family

enterprises had no formal and standardized compact version in the beginning of the

introduction of professional managers, after professional managers entering the

enterprise, they will sign service contract protected by law with enterprises, business

owners and professional managers should be clear about their own rights and

obligations. Owners would undertake to provide professional managers what kind of

salary, conditions, power, etc.; managers undertake to complete designated objectives

during the working time, tasks, after managers leaving the enterprise, the

responsibility to keep secrets in the trade secrets, patents, non-competitive contracts,

stringent requirements must be made to ensure that both sides keep their promises and

are not jeopardized.

Fifthly, establish and improve the manager's incentive mechanism in the family

business. Professional managers work for the enterprise, not only for material

treatment, more for the spirit of dignity and the realization of self-worth, encouraging

approaches can be changed and innovated. According to Ping Pan (2009)

● give the manager confidence, respect, caring and such spiritual incentives. Trust

means owners delegate powers to professional managers moderately, let managers

participate fully in the major decision-making of corporate, don’t excessively

intervene managers in the operation and management; make the managers have sense

of belonging and satisfaction through respecting for the personality and caring in the

emotion.
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● the stock options. This can "tied" manager's heart, especially the core professional

managers. Through stock options, the professional managers also become a member

of the corporate interest community. It may constraint effectively manager's

opportunistic behavior.

● precipitate welfare system. This is not only something attractive but also an

expedition. Enterprises have an excellent welfare system, including deducts a

percentage of profits, housing, and shares and so on. However, these welfares can not

be received one-time, and need to go through a period of expedition period. Only

when professional managers work for certain years and achieve the requirements, it

can be truly realized.

Sixthly, owners should pay attention to professional managers’ training and actively

help their self-growth. "The 21st century will be an era of human resources

competition ", to establish learning organizations and carry out effective training, and

actively help professional managers to enhance themselves. These are the most

critical work to win the loyalty of the managers. Practice has proved that money cost

on manager's education and training is the most effective long-term investment at the

same time, professional managers will be more loyal because they deeply understand

the feelings of the self-development and treated as important in the enterprise.
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AppendixAppendixAppendixAppendix

InterviewInterviewInterviewInterview withwithwithwith MrMrMrMr.... LiLiLiLi Chao----theChao----theChao----theChao----the ownerownerownerowner ofofofof GreatGreatGreatGreat WallWallWallWall CCCCompany:ompany:ompany:ompany:

Hello, we are students in Blekinge Institute of Technology, Sweden. This is a study of

family business management survey which is related to our Master Thesis in Business

Administration. Thank you for your time. Thank you for your answers, the answers are

very important to our study.

1.What about your company, especially the management structure?

2.What are the problems of your company?

3.Are there any other competent successors in your family?

4. Do you think it is necessary to separate ownership and managerial authority and

employ professional managers?

5.What are the difficulties during the separation period?

InterviewInterviewInterviewInterview withwithwithwith MrMrMrMr.... CaiCaiCaiCai Yuejun----theYuejun----theYuejun----theYuejun----the ownerownerownerowner ofofofof NRCNRCNRCNRC

A:A:A:A:QueQueQueQuesssstiontiontiontionssss aboutaboutaboutabout FamilyFamilyFamilyFamily BusinessBusinessBusinessBusiness ManagementManagementManagementManagement

---------Focus on family business owner

Hello, we are students in Blekinge Institute of Technology, Sweden. This is a study of

family business management survey which is related to our Master Thesis in Business

Administration. Thank you for your time. Thank you for your answers, the answers are

very important to our study.

1. Please introduce your company. (Overview, development process, management

structure especially how family members participate in)

2. What are the characteristics, advantages and disadvantages of the business model at

the beginning period of the company?

3. The problems and difficulties during the second generation succession.

4. How to overcome difficulties in the management after succession? What

management model and methods are adopted?
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5. How to deal with family member’s position in the company?

6. How to train the next generation successor in the future?

7. Is the next generation successor willing to manage family business? Or choose other

career?

8. Will the company employ professional managers (family members have owner

authority but not participate in management) and under what situation?

9. What kind of professional managers will be employed in your opinion? How to

monitor professional managers?

10.What’s your successful experience and problems in family business management?

11. Do you think the problems also exist in the Chinese family business family? And

what is the solution?

12.What kind of management model is the most effective in family business?

13. How do you think about the separation of owner and managerial authority, to

employ a professional manager to manage? What kind of management model will be

adopted after separation?

InterviewInterviewInterviewInterview withwithwithwith otherotherotherother managersmanagersmanagersmanagers inininin NRCNRCNRCNRC

B:B:B:B: SurveySurveySurveySurvey QuestionnaireQuestionnaireQuestionnaireQuestionnaire aboutaboutaboutabout FamilyFamilyFamilyFamily BusinessBusinessBusinessBusiness ManagementManagementManagementManagement

---------Focus on outside managers

Name: Position: ____________

Hello, we are students in Blekinge Institute of Technology, Sweden. This is a study of

family business management survey which is related to our Master thesis in Business

Administration. We hope you can help us to finish the questionnaire. Thank you for

your answers, the answers are very important to our study.

1. Please introduce your company. (Overview, development process, management

structure especially how family members participate in)

2. Does the company employ professional managers, such as CEO, CFO, etc.?

(1) If yes, what are their positions?

(2) If no, who have the managerial authority, family members, internal senior staff

or others?

3. What are the characteristics and problems of the company’s family management

model at this stage in your opinion?
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4. In the family business, what kind of family members can manage the company better?

5. Is there any need for the company to employ professional managers in the future?

Why?

6.What conditions should the professional manger meet in the selection?

7. As an outside employee, do you face the universal problems of family business

during the work? How do you deal with the relationship with family members in the

company?

8. In general, please talk about you satisfaction of this family company’s management

(specific).

9. Please talking about your view about family members manage the company, as well

as how the family business can be managed better.


