UNIVERSITY OF JYVASKYLA

School of Business and Economics

Family Business Classification in the Czech Repuldi

29.9.2007
Jan Krejci



JYVASKYLAN YLIOPISTO TALOUSTIETEIDEN TIEDEKUNTA

Author

Jan Krejci

Name of the thesis

Family Business Classification in the Czech Republic

Discipline Nature of the thesis
Entrepreneurship (Family Business) Master thesis

Time Pages

10.10.2007 79

Tiivistelma - Abstract

Although in the family business research field és¢ablishing of the comprehensive framework

has proceeded substantially in recent years, $eareh has focused on family businesses w
steady and functioning market economies. The airthisf master thesis is to discover what
family businesses in an emerging, fluctuating afdrming economy are like and how the res

from the traditional research can be applied teg¢Hamily businesses.

The research was performed on a random sample exfhCfamily firms using the F-PEC model

thin
the

Llts

of family influence. Along with the results, the pacts of the historical context on validity and

relevance of the F-PEC was observed, concludingviogther such standard method of family

business research can be used for non-traditi@mosoenies and bringing forward suggestions
F-PEC extensions or adjustments for these casemgAWith the F-PEC questionnaire,
additional questionnaire was handed out to betiiimate the nature of the respondent firms.
The F-PEC results showed missing formal governamdamily businesses, simple ownersl
structure (100% ownership, no holding). Firms aeddehigher score in the Culture sub-scale
lower score in the Experience sub-scale. The egulicate that the F-PEC scale is usable fol
Czech environment, especially for newly establistiechs however it should be adjust
(especially for restituted businesses) to take asideration the shortness of free-ma

history and the period of entrepreneurial inacfiuit the Czech Republic.
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1 GROWTH OF FAMILY BUSINESS FIELD

Family business has attracted attention of resesscHuring the second half of the™20
century. Although the existence and importanceaaiify businesses has been known much
longer, it was in the last 50 years that the reseas realized their specifics and the need of
establishing a separate research field to progibgribe such specifics. Like in any field of
research, better understanding leads to betteonpesthce. Research results of family business
research help all scale of actors within familyn&. They help families sustain the ownership
and growth of their firms, they help family and n@mily managers cope with the
dimensions of family business, they help consuitayite better councils, they help scholars
educate next generations of family business comstsitas well as founders and successors
and they help successors rise to their occasiamoAgh the importance of family business
remains unguestionable, there is a long-lastingeré debate over the definition of it since
the emergence of the field. A whole breed of dabns and a set of attempts of theoretical
frameworks and empirical studies have arisen (d@eaCChrisman & Sharma, 1999, p 21).
Despite the frenzy effort and numerous impressittengts, no framework or definition
received general acceptance. After the quantityootributions to building a framework had
reached some level, a qualitative change was esghextd occurred eventually. The F-PEC
scale of family influence (Astrachan, Klein & Smips, 2002) represents a qualitative
progress in terms of rigor, complexity, feasibilijyd integration. It is also suitable for
interconnecting with already well accepted threeleimodel (by Tagiuri & Davis) with three
spheres of business, ownership and family intedddk a family business. The scale itself is
in no way perfect. The authors say it “is only theginning”. It's the beginning of
establishment of the independent family busineseareh field, which is also connected,
according to the authors, with “understanding dfamal peculiarity”*

The Czech Republic could be a shining example oh statement. A fluctuating historical

development “crowned” by the era of commurfisensensitive geographical location as well

! Similar thought was presented by Bird, Welsch, &atan and Pistrui (2002, p. 347), who connect it
with culture and time, notifying that researchedaapts are not everlasting.

2 The label “communism” is inappropriate from theifichl-science point of view, because it didn’t

resemble neither practically nor theoretically treginal concept of communism. Also communists

themselves are reluctant to call it communism forerreasons than just embarrassment. Bolshevism



as certain sociological aspects — all of theseritried to a full scale “peculiarity” of local
business environment. The oldest family business#®e world — those over 200 years old —
formed an association called Henokiens. If thereewse Henokien member business within
the Czech Republic, it would have to survive Napoie continental campaign in 1805, as
well as his campaign against Russia in 1812, Rassinpaign to Paris in 1814, Austrian loss
to Prussia, Austrian-Hungarian loss in the Firstrd/oNar, the Great Depression, the
annexation by the Third Reich, the defeat of therdriReich (severe bombing), brutal
confiscations by communists, 41 years of commuaxgloitation of the looted property, the
fall of communism and “wild” capitalism of the 1990various foreign armies conquered or
invaded the area eight times in last 200 year8.isthe beginning of 1990, there weren’t any
private firms in terms of European capitalism.

In research, ignoring family businesses that haeepbtential to be (in the presence or in the
future) a major part of the national economy woldd(or rather has been) short-sighted and
assuming that Czech family firms are identicalhait nature to their western peers would be
unscientific. In order to enable full scale devetmmt for Czech family businesses as well as
the Czech family business research field, it islvib prove the existence and illustrate the
nature of family businesses in the Czech Repubtid 80 evaluate characteristics that
distinguish them from family businesses in othartdes. This research attempts to function
as a starting point, a review and a motivator fibreo researchers and a motor to the whole
field in the Czech Republic.

It presents an application of the above mentionddEE model to a specific business
environment. The outcome of the F-PEC applicatsoexipected to show that the environment
could influence the results and that the envirornséould be taken in consideration when
performing such research. Together with the F-PE£€2ts, an extra questionnaire was given
out to evaluate the F-PEC ability to seize theityeal

The F-PEC model was chosen for its simplicity anthplexity plus for possible flexibility
when taking local specifics into account. A singtedition family business definition would
be much harder to adjust. Moreover, single conaiétitend to be misleading in unexpected

environments like the Czech one.

would be probably the most correct label howeve€rech language communism is the only term

used.



Together with the F-PEC questionnaire, the respatsddled out another sheet asking further

details on their business and family, which serf@dassessing and explaining the F-PEC
questionnaire results.

The sample includes 15 cases of family firms ofowss ages, sizes, legal forms, spheres of
business and family involvements. In most casesnthst senior family member or the most

senior manager of the firm was the actual respanden



2 STATE OF THE ART

2.1 Historical Background of Czech Business

The purpose of this chapter is not to explain cetghy and truly a history of a nation. One
can doubt if such description has ever been domélioever be done. However, to understand
contemporary social issues anywhere in the worltk must understand local historical
background. For Czech business environment, tlaersient is particularly applicable. It
could be even assumed that there are no stronifigenoes on the business environment than
historical events. Following paragraphs focus oticat events in the Czech history regarding
economy, society and its relationship to businesspecially the forming of Czechoslovakia,
the Great Depression, the World War 1l and Jewllodaust and most importantly post-war

events including the rise of communism.

2.1.1 Until 1939

During last few thousand years, numerous natiortsites have come to the area or tried to
conquer it — the Celtics, Huns, Avars, OttomansmBies but primarily German and Slavic
tribes who have been struggling for the dominaneer ahe territory since the end of the
Migration Period and whose co-existence is tramgréhroughout the entire modern history
of the Czech Republic.

For describing and analyzing the present statd@fsbciety, it is necessary to name major
influences and historical events that formed tloe@ss of societal development. As this work
focuses on entrepreneurial issues, the regionabriioof capitalism will be analyzed in
particular.

The crucial subject, traversing throughout therentiodern history of the Czech Republic is
the of the Czech and German nations. More than |lEemrmium of mutual wars, pacts,
occupations and rivalry gave existence to a verggiex and thorny relationship.

The complicated geopolitical situation after thesFiworld War was used by Czech and
Slovak diplomats to form Czechoslovakia — a muttoraal state with dominance of artificial
and purpose-built nation — Czechoslovaks (Czechakla represented 20.7% of

the dissolved Austro-Hungarian Empire area and%6o4 its population (Tétauer, 2004, pp
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11-12)). Although no real nation had a substantihjority in Czechoslovakia
Czechoslovaks did. Such configuration diminishe@ thfluence of the German and
Hungarian minorities and enabled wider independenc&erman speaking countries.

The German minority represented a privileged grimuB00 hundred years until 1918 when
the territory was occupied by the Habsburg Monar&hithin Czechoslovakia they lost this
rank and naturally did not appreciate it, espegialfter inefficient attempts to establish
certain minority autonomy. Despite this privileggubsition since 1620, they haven't
developed any substantial difference in lifestyle weealth. The differences were larger
between imperial (Holy Roman Empire) and non-imgdeterritories than between German
and Czech ones. (Correspondence with Bohumil DfleFae German minority was severely
struck by the Great Depression of the 1930’s. TheaGDepression came delayed to
Czechoslovakia and created a wave of frustratisautyhout the German minority as the
trough of the depression did not come until theetioh recovery in Germany. The support of
Hitler among the Germans in Czechoslovakia waserrise in that period and created much
national grudge and hatred. (Tétauer, 2004)

2.1.2 World War Il

The territories with German population were annelsgdsermany (a fraction by Poland) in
1938 according to the Munich Treaty signed by theaBBritain, France, Germany and Italy.
In 1939, Germany invaded the Czech Republic. Tl@@nic environment changed root and
branch. German government centrally planned ancerged production. They seized all
major armament production capacities. The exchaatgewas set unrealistically to enable
German investors to buy properties cheaply (Geroagital rose by 900% until 1945). Some
640,000 people were drafted for slave work in Gewynaltogether 78,150 Jewish people
lost their lives during the wérThe Jews represented a group with a strong engageim
business and trade since their social growth af@48. Another fact influencing the
development of business and political environmerais vihe willingness of the pre-war
governing parties, the nobles and rich people mega to collaborate with the Nazi occupants

% In the Czech Republic, there were 3.5 millionzeitis of German nationality and 6.3 million of
Czechoslovak nationality in 1910. (Tétauer, 2004)

4 According to the Encyclopedia of the Holocaustt ttepresents 66% of Czech Jewish population,
which is a low figure compared to about 90% in Rdjaabout 79% in Slovakia or 83% in Lithuania,

but gigantic compared to Germany’s 24% or ltaly784l
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(supposedly to save their lives and properties}hiWithe Czech society this resulted in a loss
of trust in capitalism (after the Munich betray#loapitalist Britain and France) and hatred

towards the rich.

2.1.3 Post-war era 1945 - 1948

One of the most controversial parts of Czech hjsk@gan once the war was ovéFen days
after the war, on T®May, the government in exile passed a law (sometineferred to as a
decree) that superseded all legal actions madegltiie war and confiscatedl property of
German and Hungarian states and citizens in thech@©séovak territory, all property
necessary for economic and state functioning wasumder state supervision. On "24
October 1945, a wave of “decrees” nationalizedrafies, banks, insurance companies, and a
majority of industrial companies, especially in \weandustry and food-processing industry.
(Czech Parliament Web pages). This reflected amwaigg influence of the Communist party
and its headquarters in Moscow.

The Postdam agreement included an expulsion oficet@ermans from non-German
territories. There were about 3,100,000 ethnic Gesnin Czechoslovakia before the war.
300,000 to 500,000 are estimated to be killed in viaout 300,000 fled from the advancing
Red Army. Around 400,000 were expelled “spontanB@uswhich meant all-nation
unorganized ethnic mob (genocide-like) violencailtesy in “death marches” to the borders
and approximately 30,000 civilian casualties. (Tiéta2004). Reflecting on this violence the
Postdam agreement called for systematic, organaetl humane deportations that were
applied to remaining 2,256,000 Germans in Czechekia. Post-war period Czechs and
Slovaks — about two-thirds of the Czechoslovak pexqmiin 1930 — represented about 94 %
of the population by 1950. Despite these dire esjght economy recovered surprisingly well
once the war was over. The output in 1948 outperéar the pre-war figures. (Jirasek, 1993,

quoted in Hanzelkova, 2004).

2.1.4 Communism

The rise of communism in Czechoslovakia was incditMe once the US and the Soviet
Union agreed on the line of demarcation. With thed RArmy in the Czech territory, the

® Here, more than anywhere else, it is hard to comavith a neutral description, without causing
disapproval of either opinion party. It is attengpte only present figures and facts without judging

right and wrong.
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chance of restoring democracy was close to zere. diaction held in 1946 seemed like
democratic, but the major democratic parties ofypae era were abolished. In February 1948,
the communist coup finished all persisting elemeftdemocracy and the terror broke out.

To understand the impact of communism on the Cgeclety and especially entrepreneurs, it
IS necessary to clarify that not all Eastern Bledonomies were principally same. Most of
the European communist regimes either did not dareid not intend to cancel private
property of production factors and private businaegertaking. Countries like Hungary,
Poland or Yugoslavia indeed nationalized all of ldrge businesses and essential producers,
but private farmers, tradesmen and similar busieatiies were allowed. This was displayed
mostly in the word “people’s” in the names of swduntries. It was planned to be only the
first stage on the way to socialism but later itdee apparent that no further changes are
going to take place. Czechoslovakia, however, Wadid a rigorous path to socialism and, in
1960, changed its name to Czechoslovak SocialipuBe. The nationalization continued
after the communist coup in 1948 with help of termad new laws passed in the dictatorial
“parliament”. Already in May 1945, all companiestlvimore than 50 employees were
nationalized. Violent agricultural collectivizatiofconfiscation) between 1948 and 1956
destroyed over 250,000 business entities. (Toteditaeeb page). The next step was an illegal
monetary reform, which resulted in expulsion of €meslovakia from the International
Monetary Fund. In 1953, the communists simply ildated money possessed by the people.
All securities were invalidated including life inswanprograms and all other insurance
products. The purchasing power of the populaticpped dramatically and inflicted further
damage to already poor performing Czechoslovak @ognsuffering from high inflation
caused by senseless governmental spending. (Wikijped

The communist regime persecuted its opponents, wdre mostly the elite of the nation —
entrepreneurs, scientists, teachers, politiciangynglists, activists, clerics, yeomen and
antifascists. Between 1948 and 1989 over 10,00@lpedied in concentration camps and
prisons, were shot while attempting to escape, e&eeuted, killed during interrogation or
just vanished. About a quarter million citizens g@mprisoned of political reasons and
similar amount managed to emigrate to the Westti#ara300,000 were persecuted in schools

or workplaces. (Totalita.cz web page)

2.1.5 Post-communism

After the fall of the Iron curtain in 1990, form@&/arsaw Pact countries tumbled down to the

new market system which represented a challengtheftransition. Although numerous
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painful reforms were announced, the western palittystem implemented in the transition
countries has shown to be quite ineffective in pasthese reforms (mainly due to populism).
The minds of all thinkers remained on the macrellevfocusing on such notions as inflation,
unemployment, international trade or GNP, probdddgause that is what it takes to succeed
in the developed countries. During following yeiisas become much more apparent that the
most crucial changes are within the minds of thepfee It is not wealth that separates these
two worlds. It is the way of thinking — hatred, gnmaverageness, equalitarianism, lack of
independence, inability to make free choices ardike.

When in 1989 Czechoslovakia took the first stepa@s a free market system, it was more
than clear that former business owners were deeth&nly some of the firms could have
been and were returned to their lawful owners altfmomainly in a desolate state. Often the
former owners had to be refunded by cash since sinesses no longer exisfed.

Some traditional business families became all cfudden the renewed owners with no
abilities or knowledge about the firm or businedsatgsoever (in communism, former rich
were not entitled to higher education). In the goweent, a strongly reformist and
economically liberal approach eventually prevailéthe government attempted to privatize
most of the remaining industry. The most promidmginesses were sold to foreign investors
(like Skoda to Volkswagen). Those unwanted weregpided by so called voucher method. In
this method, every citizen of 18 years of age deohad a right to purchase 1,000 vouchers
that could have been used for bidding for shareth@fprivatized businesses in a computer
simulated market (similar to auction). The process designed to equitably distribute all
available shares at fair relative market valueth&citizens. The amount of property within
this auction was in book value 13,000 crowns peizen, which made it really good
investment with the price only at 1,000 crowns. s that, not all citizens actually

purchased the vouchers (only about 90%), whichrtesc how pathetic economic thinking

® The total values of the looted property and restituproperty and reimbursements are virtually
indeterminable due to high inflation rates in yearsund the both events (1948 and 1990), illegal
monetary reform in 1953 and the fact that the ntavidue was not assignable in communism (in
today’s terms, most of the companies had zero \iald®89). In this case, any reported value figures
are easily refutable, so they are not a part sfghper.

"The ministry of finance and later prime ministe®92 — 1997) Vaclav Klaus: “...anytime there is an
opportunity to make a reform or deregulation actioshould be made, because there is never going

to be a better chance to make it.” (www.klaus.cz)
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some individuals had, especially considering thamerous investment funds offered

immediate cash for the vouchers at up to ten thaliseowns. After a five-round bidding, the

“market” prices were established and people obthiteir shares. Despite governmental
intentions, about 70% of the people entrusted taurchers to investment funds. (Centre for
economics and politics, http://www.cep.cz). Gerlgrahis method resulted in widely spread

ownership not dissimilar from “national” ownerslt{gee chapter 4.5.1).

The lack of know-how and experience and imperfestiof the legal environment caused a
high rate of bankruptcy basically all along earys9which resulted together with the Central
Bank intervention to an economic crisis in 1997.e3é events damaged the image of
entrepreneur, which remains even after 10 yeangraiegative.

2.2 Present State

18 years after the fall of communism, Czech econamg¢ Czech business have changed.
With only a few large firms left in the ownership siate and some of those possibly staying
theré, Czech economy can be labeled as a market ecoribineye is a functioning stock-
exchange with approximately 40 stocks and 100 bdwedsg traded. The political system is
stable and democratic with some major corruptisngs being pointed out by both domestic
and international organizations (Transparency iagonal, OECD and similar).

Systems within business are mostly adopted fronm@ey. Governance system composes of
the supervisory board (Aufsichtsrat in German),clihis optional for limited companies and
obligatory for joint stock companies and of the @kere board (Vorstand in German) for
corporations and one or more executive heads (@#stihrer in German) for limited

liability companies. Both bodies are elected bydbmpany’s general meeting.

2.3 Statistical description of Czech business

The figures of family business in the Czech Repmuhblie not available yet. Gathering such

data would require scientific and statistical difom. However, the available data about

8 CEZ (Czech Power Company) is the last company dgoeeto be privatized while Czech Post,
Czech Railways, Czech Airlines, Prague Airport @&utlweiser brewery have been a subject of

political quarrels regarding privatization plans.
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business in general can reveal a glimpse of fabulyiness. All following data are publicly
available at the Czech statistical office web pagatess stated otherwise.

The rise of the number of business entities dutimgdemocratic history (see Graph 1) was
continual. It reflected the emergence of entrepmenes well as foundation of business

companies and partition of large state-owned indlggiants to smaller and more operative

companies.
' )
Time series of number of business entities
Total and
entrepreneurs Inc.
2 500 000 18 000
- 15 000
2 000 000 +
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Graph 1: Number of business entities in the CzeepuRlic. Source: The Czech Statistical

Office, http://www.czso.cz/

For comparison (excluding agricultural entrepresguhe amount of entrepreneurs in Finland
was 218,600 at the end of 2005 whereas in the CEsgpublic it was 1.6 million.
Considering that the Czech Republic has got apprately double population of Finland,
there are almogt times moreentrepreneurs in the Czech Republic than in Fahldime same
comparison with legal entities (mostly limited coanpges and joint-stock companies) shows
that there were 237,600 entities in Finland, alnresiching the Czech figure (267,800).
Analogically, we can say that there dwaf capital companies in the Czech Republic than in
Finland. The reason for such disproportionalitylddoe a subject of research. In the future,
surely some of the individual entrepreneurs esthbtiapital companies to reduce risk. The
excessively high number of individual entreprenecas be ascribed to immaturity of the

economy. Furthermore, a glance at the legal présigsi for both forms in both countries can
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reveal another possible reason. The basic camtaded for establishing a limited company in
the Czech Republic is CZK 200,000 (€ 7,250), apimaxely 10 average monthly salaries,
whereas in Finland it is € 8,000, not even 4 aweragnthly salaries. Not only it is harder to
gather the money for a capital company start-ufhénCzech Republic but also the liability

limit of the limited company is much higher, increasimg business risk. However, obtaining
a trade license in the Czech Republic does notk@im Finland) include registration in the

Trade Register, it costs only approximately € 38 #re entrepreneur is allowed to exercise
business from the day of the administrative action.

In Table 1, an up-to-date count of business eatitge displayed with their division by

economic sectors and legal form.

Business entities Total Entrepreneurs Corporations Other
Sector Abs. % Total Register| Total Inc. Ltd. Coop | State
Agriculture 137,752 | 571 121,729 198 4,469 835 3,513| 1,586 38
Industry 585,216 | 24.22| 500,936| 4,956| 53,302| 3,836| 47,152| 1,192| 213

Services 1,692,690|70.07| 1,165,450 | 12,132 209,999 | 13,178 | 190,868 | 11,488 | 429

Total 2,415,658 | 100|1,788,115| 17,286( 267,770|17,849| 241,533 | 14,266 | 680

Table 1: Total numbers of business entities in @zech Republic, 30 September 2006.

Source: The Czech Statistical Office, http:/wwsazz/

The table shows that only a fraction of entrepresm&oluntarily signs in the Trade Register to

improve their trustworthiness. It also shows theero90 percent of capital enterprises are
limited liability companies, 6.6 percent are jogtbck companies, about 40 of which are
publicly traded at the Prague Stock Exchange. Tm®uat of state entities has been

decreasing since 1990 from original 3,500 to preséf.

The relatively high number of entrepreneurs inctudatrepreneurs with a business license
(90 percent) as well as self-employed farmerso#isdnot include self-employed individuals

with other certificates allowing business undemgk+ private medical doctors and dentists,
veterinarians, pharmacists, attorneys, solicitarefaries, tax consultants, tax auditors,
authorized experts, designers, architects, brok&espreters, and other similar professions as

well as creative professions, freelancing artistsj othef. These professions are usually

°® Complete list available in the Trade Licensing Adt. 455 of the 1991 Coll., section 3, paragraph
1,2 and 3
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bound to specific knowledge, talent or skill ofiadividual and they do not constitute a basis
for a generations-long business.

Unlike in other countries, farming cannot be regards a traditional family business sector,
since the collectivization in the 1950s. The average of an agricultural business entity is
much larger than in other countries (see chap8&_Lp.

Of the business license holders, only approximagelyalf is actively exercising business

(correspondence with the Czech Statistical OffR@0)6). The remaining half includes also

cases where employees were sacked and hired apremigurs but kept performing the same
work at the same place, because that enabled hethnmployer and the employees to cut tax
costs. In 2005, the government introduced a lavghening up the general conditions for

entrepreneurs that probably lead dozens of thogsahohostly inactive entrepreneurs to give

in their licenses however the overall number ofegreneurs still kept rising.

In the Table 2, share of entrepreneur counts irséotors of the economy is displayed. The
high counts in trade are caused by the width o $igictor, which includes wholesale, retail

and repair of vehicles and house appliances. Thsteation sector is often the case of fake
entrepreneurship where employees have businesgctiinstead of employment contracts

to lower their tax duties and increase flexibility.

Sector Share
Trade and repair 29.85%
Real estates and renting 16.79%
Construction 11.59%
Agriculture and forestry 6.58%
Hotels and restaurants 5.50%
Other services 4.97%
Transportation 3.94%
Metal 3.64%
Wood processing 2.66%
Electrical and optical 2.33%
Textiles 1.92%
Health care 1.52%

Table 2: Share of number of

entrepreneurs, Source: The Czech

Statistical Office, http://www.czso.cz
If we look for typical family firms or industriehat are typical for family businesses we find
out that, in general terms, the form of busineswicis greatly determined by the sphere of
business. The business form of power plants isrgépalifferent from the business form of
restaurants or shops. In some industries, foundinfiym represents a huge investment

expense, extensive people search or even longabtireaucratic licensing process. For
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family firms (if they ever get so far), it is moli&ely to grow from self-employed founder
micro-firms to larger business rather than to bé&aldished as large businesses (this
assumption is valid for all businesses in generbtjgether with the fact that the Czech
economy is only 18 years old and the fact thatittggins only affected small businesses
(under 50 employees) it brings us to the assumgtan large Czech businesses are either
exceptionally successful and fast growing (potérfidimily businesses), bank- or fund-driven,
or foreign.

Estimating typical family business industries defgeon the definition of family business
used (especially whether a single entrepreneur frnoonsidered a family business), but
generally it is valid that the larger starting lens are present within the industry, the lower is

the chance that family businesses appear in thesind

2.3.1 Agriculture

The Czech agriculture sector is characterized lyelaverage size of a farm. 71 percent of
the soil is used by 2,833 legal entities, the ramgi 29 percent by almost 40,000 farmers.
The average soil of one company is 84.2 hectahesEU high. The EU average is 15.8
hectares and for example in Poland it is 6 hectdres parameter probably reflects the fact
that agriculture was (unlike in Poland) an objdatnass nationalization and unionization into
large Cooperative companies (similar to Russiarkkat and Sovkhoz). The reminiscence of
these Coops can be also seen in the number ofuligrad Coops nowadays. During the
restitutions, soil was returned to 190,000 indialdu(80 percent of them less then 5 hectares)
and forest land to 130,000. Nowadays there aretalfif)j000 self-employed farmefs.

2.3.2 Industry

The importance of foreign capital in the industsattor was on a rise from 26.1 percent of
employed in 2000 (and from 0% in 1989) to 33.6 eetcin 2003 These companies
represented 21.2 percent of the amount of indlignterprises (generating 48.5 percent of

revenues in the sector). In 2006 under foreigntabpbntrol, there were on average 1,413

' These can exercise business under specific consliiccording to the Agriculture Act 252, 1997
Coll.

1 The EU figures are not wholly comparable since tieder either to a different period, a differendliistry or a

different proportion. Generally the European figuage substantially lower.
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enterprises with over 100 employees, 2,633 ensapriwith 20-99 employees, together
employing up to 750,000 employees (employee tatad.286 million). There are 550,000

entrepreneurs without employees reported in 200@. dnly trace of family business in the

official statistics of the Czech statistical offic® a number of “helping family members”

which is 36 thousand in 2006.

In 2004, Bedrich Danda, the chairman of the Czeuinepreneur Association said at least 140
thousand of business licenses represent familynbsses as well as 20% of all limited

liability companies Rrofit 2004/45). However, the Association has no scientiesearch or

statistical activity and the sources supportingsfadement are not clear.

2.3.3 Foreign capital

In 2004, 22 percent (or 48,200) of the public leditcompanies and 9 percent (or 1,450) of

the incorporated companies were under foreign abgantrol.

Sector Registered total | Public | Private | Foreign | Households
Agriculture 137,752 178 7,447 1,765 121,759
Industry 585,216 509| 86,374| 37,607 498,034
Services 1,692,690 1,653 | 280,705| 98,943| 1,266,643
Total 2,415,658 2,340 | 374,526 |138,315| 1,886,436
Sector Registered total | Public | Private | Foreign | Households
Agriculture 137,752 0.13% 541%| 1.28% 88.39%
Industry 585,216 | 0.09% | 14.76% | 6.43% 85.10%
Services 1,692,690| 0.10%| 16.58% | 5.85% 74.83%
Total 2,415,658 | 0.10%| 15.50% | 5.73% 78.09%

Table 3: Owners of business entities in sectorscohomy; in absolute and relative figures,
Czech Statistical Office, 2006

2.3.4 SMEs

According to the official statistics of 2004, foling sectors are domains of the
entrepreneurs without employees

1. Wholesale and retail trade; repair of motor velschkmotorcycles and personal and
household goods. (566 thousand entities)
Real estate renting and business activities (398sidnd entities)
Manufacturing (262 thousand entities)
Construction (244 thousand entities)

o k& 0D

Other community, social and personal service a®s/i(178 thousand entities)
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Following sectors are agriculture, hotels and rasiiats, and transport.
Domains of micro firms witll to 5 employeesre same in top three spots, and same in further
spots with altered order. The trade sector domsnaith 71 thousand entities (31.7 percent of
all firms with 1 to 5 employees).
Among firms with 6 to 19 employees, a high numbecanstruction (5600) and education
(4200) sectors can be recognized.
Manufacturing and education sectors dominate fiwite 20 to 249 employees with 8,200
and 4,200 business entities respectively (26 angeident of such firms respectively).
Among large companies (over 250 employees) marnufagt represents 920 firms (46
percent). Following sectors are state held secteas estates, and trade.
According to the Eurostat report on SMESs, the anhofimicro firms represents 95.2 percent
of all Czech enterprises, the second highest inElde(Poland 96.3 percent (highest in the
EU); Slovakia 73.3 percent (lowest in the EU); AlasB6.7 percent; Germany 83.0 percent;
Finland 92.1 percent). These micro firms howeveplesnonly 32.6 percent labor (ltaly 47.1
percent (highest in the EU). The amount of smathdiin the Czech Republic only represents
3.9 percent (second lowest in the EU after Pofar@lovakia holds the EU-high with 20
percent). (Eurostat report on SMES). Between 202903 the micro firms contributed the
most in the growth of employment while large companeported job reductions in the same
period. In 2003, over two thirds of the newly e$itdied businesses were operating in the
sector of services.
The same report also provides amounts of entegmse&arious European states per 1,000
inhabitants. The Czech Republic belongs to thedsginank of countries according to this
criterion along with Italy, Spain, Malta and Cypirwgth Slovakia, Germany, Romania or the
Baltic states on the other end of the ranking).
Regional density of enterprises within the Czeclpuddc varies, as shown in Figure 1.
Expectedly, Prague holds the highest rank with todensity of businesses than the “thin”
regions (Vysocina and Moravskoslezky kraj). Unexpécare the high density values in

former German regions where the traditional businewners were expelled and new

2 A possible hypothesis here is that due to the yofithoth Czech and Polish economies, the micro
firms high figures will transform (mature) in thetdire into small firms (presently low). On the athe
hand the Polish and Czech economies have a diffetercture and Slovakia which shared a similar
history with the Czech Republic stands on the osié of the ranking, so this might be a coincigenc

as well.
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population has been attracted through generousrigovmtal subsidies. These regions often
suffer from unemployment, insufficient infrastructtand low education level.

A difference can also be seen in distributionsrdfepreneurs and capital companies. While
entrepreneur distribution is quite uniform (witheBue only 58% more than the lowest value),
the capital companies’ distribution is fluctuatifigrague 6.5 times more than the lowest

value).

Low
B Medium

Figure 1. Regional density of capital companieft)(lnd private enterprises (right). Source:

The Czech Statistical Office. http:///www.czso.cz

2.3.5 Franchising

Another category of businesses that deserves émélgzed from the family-business point of
view are franchising businesses. It is a conveatiovay of making business in the Czech
Republic, especially for the SMEs or micro-firmscoarding to the Czech Franchise
Association, there were about 90 franchising systemnetworks in the Czech Republic in
2004, operating about 750 franchisees with abd@dlbusiness premises.

Franchise enterprises can fall under the familyinmss label in terms of ownership,
management of operations and even successionahabtbe considered family businesses
according to the strategic management criteriongesithe business idea and strategy are
mostly determined by the franchisor.

2.3.6 Investment incentives

Since April 1998, the government has been issuimgdtment incentives — tax holidays, site
preparation, personnel training or direct subsidfscording to the governmental agency

Czechinvest, the total amount of incentives has laggroximately 400 million euros and 51
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thousand jobs were “createtf’ Another hundred thousand jobs were created additipin
sub-contracting firms. About 50 thousand jobs west due to the investments. About 90%
of the number of incentives (not of the amount méentives) was attributed to foreign
investors. However, according to the World Banlad#ie Czech government has spent some
16.5 billion euros altogether on investment incentivesofit, 2006/14). The governments
realized that the success of their major economognam issue is politically sensitive hence
the reported costs are less than 2.5% of the cesdi$ cistilled by the World Bank from other
governmental reports. Generally the incentivesgaadted to foreign investors. The fact that
some of them are family businesses (for examplendgl) cannot be considered as a
“helping hand” for family business in the Czech Rlc. Instead, such subsidies are
generally considered by economists as market ti@ber or money stolen from small
businesses to sponsor their larger competitors.pieerova (2006, p. 2) points out that
supporting single private enterprises from pub$tate, municipal or similar) resources is
illegal by the General Agreement on Tariffs andderas well as by the EC agreement and
also by national legal systems in every countrye 8lso proves that the aggregate impact of a

subsidy can never be positive worldwide and onlyadigbly nationwide.

2.3.7 Remarks on society and legal conditions

Previous chapters tried to statistically descrifoe $tate of business in the Czech Republic.
However, there are other than business variablasitifluence family business. They are
mostly societal (demographic) characteristics. Tdmech society represents quite typical
society of Europe with the population growing olderd having negative net population
surplus. From standard Western-European socidtidgfers in religiosity. Over 60% (in
2001) of people stated they are atheist. The nurmbegligious people is dropping severely
(by one third within a decade) due to their ageofie over 50 years of age represent over
60% of believers). There is a positive correlatimtween education level and atheism. The
rate of divorce is relatively high, about 60% in03Q(3 divorces on 5 marriages). More than
60% of children are conceived within marriage, dlmme sixth of all children are the reason
for marriage and slightly over 20% are born outsitgriage (this figure is on a rise). The
abortion rate (aborted / (aborted plus born)) heenldecreasing from almost 50% in 1987 to
32% in 2002. (Czech Statistical Office annual régor

3 This figure represents a subsidy of about an ageaagual salary per one created job.
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Legal conditions result from the history within t&rman sphere of influence (The Holy
Roman Empire, the Austrian Empire, the Austro-HuiagaEmpire and the Third Reich). For
the purpose of this work, the most important aratioental law system and German
management model. The model uses a two-level mar&gewith General meeting electing
the Supervisory board, which elects the Manageniodard. The Supervisory board is
obligatory for joint-stock companies, but optioriat limited liability partnerships and so-
called commandite partnerships (in Anglo-Saxon legal system, thisembles limited
partnership (GB) or limited liability limited pamnship (US)). The membership in a
Supervisory board is incongruent with a membershipanother board (supervisory or
management) in the same or similar business sphede forbids making or mediating
contracts with the company or other companies énsgphere of business. In firms with over
50 employees, at least one third of the SuperviBagrd is elected by the employees, which
naturally makes the mere existence of the SupewiBoard undesirable and (together with
other factors) resulted in the past in even larg@amanies being limited liability companies
(for instance the most popular commercial televidioense holder CET21, second and third
largest GSM networks Paegas and Oskar, gas distmboompany RWE, IBM local branch
and many others).
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3 AIMS OF THE RESEARCH

3.1 Underlying assumptions

The first assumption that underlies the whole neteas that in a healthy market-based
democracy there should be a class of family busesesand perhaps a social class of family
business owners. The assumption flows from thetfeatt all known healthy and developed
market-based democracies posses such classes$aarldese companies represent the engine
of the economy. The research problem arises frandifference in business environment
between an 18-year-old market economy like the Kzawe and centuries old market
economies like the US or the UK.

There are two main research questions resulting tree difference in business environment.
The first one aims at the existence of such congsarthat means asking whether there are
any family businesses or whether there is a classigsinesses representing the engine of the
economy.

The second one aims at their characteristics; riiedns asking whether they are same or
similar in their nature to their western colleaguebat the possible differences are and what
the differences result from.

Since the title of this study contains word clasation, there is apparently another
underlying assumption — that there indeed are fafimins that this research is going to be
conducted on and that they have certain qualibiat dre worth describing and that they are
sufficient to classify family businesses. If allettassumptions are correct, answering the
research questions requires also determining satgnpal qualities as well as determining
how the contemporary research methods lapse irridegr family businesses in different
business environments and how they should be adjwstcording to business environments
they are used in.

3.2 Business families and family businesses

The simplest classification of post-communist copfamily businesses would probably be
to divide them to restituted (traditional) and ngwktablished.

Choosing a traditional family business (restitutedjuld probably be more suitable for the
qualitative research since the tradition can playew role in the business. Perhaps newly
found businesses are just desired by the foundbetome family businesses and therefore

could twist our view on family businesses. On tlieeo hand, newly established businesses
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are undoubtedlyan intentionof the founder whereas restituted businesses waegeired
without particular business objectives. Nevertheleach companies have been in market
operation for several years now, so they can besidered as held by business families and
not just by accidental owners.

The question arising from the information providsal far — historical and statistical — is
whether there are any%or further generation family businesses in thedBzRepublic or
whether all family businesses can be treated asngfasince the existing business families
have not been managing their business for nearlyesis. It is not their organizational
structures that are set, it is not their produet iB being produced, it is not their partners,
customers or markets that are supplied, it is Ineit tstrategy that has been exercised and the
business has not been a complementary part ofathdyf This question leads again to the
main topic of this thesis — what is a family busisf@ How is it different from non-family
business? What common characteristics do familynkases have and why? How searching
and finding these differences and similarities abate to our knowledge and understanding
business and further perhaps to a better perforeniangusiness?

Answering these questions should provide enouglvlatdge to decide about the influence of
family in existing businesses.

Once it is clear the situation is specific and @z&mily business cannot be generalized as a
regular family business, there are two startingnsoio choose from when assessing the
existence and nature of family businesses in thecl&Republic. The first starting point is
that due to historical development, there arenyt esal family businesses in the Western
meaning of the word. In this case, all businessghtmdevelop into family businesses but
enough time hasn’t passed yet. The non-existencdowoost probably have heavy impact on
economy as family businesses represent an esseatialf any healthy economy.

The second starting point counts with existenciuiily businesses and assesses their role in
the economy, differences in their nature as wethag sorting. It enables better counseling,
education and guidance for the businesses to axlegwivalent status to that of Western-like
family businesses and to enhance their performandemportance.

Another group to consider is the large multi-naglofamily businesses that invest in the
Czech Republic. In recent years for example Hyun@arrefour, LG, Samsung, TCPA (a
joint venture of PSA Peugeot Citroén and Toyotaylly®koski or Robert Bosch have invested
in the Czech Republic. Are their investments suéadb be treated as family businesses? Are
they increasing family business importance in tteedh Republic? Do they represent the

innovative, socially and environmentally responsibackbone of the Czech business?
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With respect to the mentioned investors, in thigdgt they will not be considered family
businesses. They are not doing what regular falilsinesses are supposed to do — things
that the definitions of family business are based ©Bhey are not building a long-term
investment, contrarily they are probably only gotagstay as long as the workforce is cheap,
they are not innovative — the innovative capaciaes in their home countries and their
investments in the Czech Republic create produatagpacities. They probably don’'t have
any family members in any positions within the Geécanches. They are not dealing with

succession, professionalization, or family cultorgpower over the company.
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4 THEORETICAL GROUNDING OF FAMILY BUSINESS

RESEARCH FRAMEWORK

4.1 Development of family business research

Aldrich and CIiff (2003, p. 575) clainiamily businessvas a synonym tbusinessonly a
hundred years ago and the logical separation oftwlresystems (family and business) is
resulting from reflecting on complex social and emmic changes during the 2@entury.
They see however no need for separation and ratheerstand business as a part of the
family system. The social and economic changesdoio-historicalaccording to the authors)
summed up in their paper range from the positiowamen in families, time spent together
in families, influence of parents on their childserchoice of career and socialization to
marriage, divorce and birth rates. A factor not timered in their paper is macro-economic
development of production from primary (mostly &gtiural) to secondary (industrial) and
later tertiary (service) and quaternary (researcid aducation) sector resulting in
specialization, labor division and expert educatibwo hundred years ago, a farmer could
count on any of his sons to become a farmer angriinthe family business. Any of the sons
was “qualified” enough — that means raised at emfarto become a farmer and not many of
them had another possibility. Nowadays, approxityat8% of businesses operate in services
(including quaternary sector). How many of his d@reh can an expert dentist expect to follow
his career and take over the practice? How marigirelni stay in family business just because
there is no other job? Ricardo’s theory of compeeaddvantages discovered the brilliance of
specialization and resulted in labor division axtreme rise of competition. Even farmers
need qualification and “gift” today and even thagi not be enough to survive in business.
Experts are needed in every sphere of human actimto hundred years ago, the task for a
successful incumbent was to transfer the tacit kedge to successors. Today, tacit
knowledge itself is of no use in majority of pradems, it is only an extra advantage that can
be used once the primary qualification criteria aret. Marx’s mirages of “the rich” are
overcome through the speed of change and requitsnoenkeeping wealth. The wealthiest
people nowadays (barring oil-sheikhs and the Iga)rich within last couple of decades. The
predecessors of people like Bill Gates (Microsdftg Waltons (Wall-Mart), Amancio Ortega
(zara), Larry Page, Sergey Brin (Google), Ingvantgaad (lkea), Carlos Slim Helu (America
Movil), Karl Albrecht (Aldi), Larwrence Ellison (Grcle), the Michelins or Steve Wozniak

(Apple) were most probably pure proletarians intthees of Marx. The interchange between
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the fabricated classes of the rich and the poaever rising (supporting the elements of
Hegel's theories that Marx underestimated or neégthc

4.2 Points of View

Family business has been the most common form sinbss undertaking in the history.
Despite its crucial role in numerous civilizatiofi&rd et al., 2002, p. 337), the concept was
not researched separately until mid“2@ntury. There are various points of view thatifgm

business or family businesses can be approached fitois interesting that any of these
possible approaches did not lead to a “discovefyfamily business field (and all the other

connections it has) much earlier.

People

Family

Business

In this model, family business can be seen fronodtpns. The position labeled as “People”
represents the role and importance family busirseBage in individual lives, lives of people
related to the business — owners, employees, memjagembers of boards, family council
members, spouses, successors and other figuregyir®uof this dimension of family

business focuses on psychology (Dyne & Pierce, R&ntial psychology, philosophy (Yan

& Sorenson, 2006), anthropology or other sciendesctd at human being. The positive
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factor of this dimension is that human being haanbeentral to millennia of research and the
scientists can utilize gathered information (firgras well as methods) for application in the
family business field. The surprising point howeigethat although all people spend at least
30 percent of their time at work and roughly mdrart a half of the people work in family
firms, the need of introducing a separate acaddmid has not been recognized until the
1990s. The second dimension labeled “Economy” doed#es the influence of family
business in the economy as a whole. Substantadlitymily businesses for economy (society)
is mentioned almost in every article written on tbopic (Sharma, 2004, p. 22) — mainly in
employment, export, value creation and innovatknem the economic (outer) point of view
however, family businesses are very similar to feondy businesses — both have costs,
revenues, prices, profits, crises or booms. Thre {hoint of view called “Business” stands for
elements that, family businesses symbolize withie business activity — responsible
ownership, long-term reliability, integrity, tragits, and personal sacrifice. It seems that this
dimension is perceived among researchers as theimpertant one, at least their activity
tells so (review in Bird et al., 2002, pp 340-34The family business field originated from
this point of view, which can be seen in attemptsét boundaries primarily towards the
entrepreneurship field (much more frequent thaangtts to build distinctiveness towards
family research field, psychology or economics)vesl as in ways of defining family
business. Definitions based on economics (for exarffamily businesses are that part of
economics where families have decisive power”) amify (for example “family business
means family that decides about business”) soumticutious within the frame of
contemporary family business field. Researchersthia field rather try to define the
dissimilarities (for example through comparativeds¢s Anderson, Reeb, 2003; Coleman,
Carsky, 1999; Gudmundson, Hartman and Tower, 1898) “regular” or “normal” (that is
non-family) businesseéé.They try to grasp fine nuances mostigide of firms that make the
firms specific. Less research (Dyer, Mortensen,520€ focused on the “macro” level — on
legal, societal, social or traditional environmetiitat are stimulating or retardatory to family

business, on tools and restrictions governmentsildhase or avoid. For example Burkart,

1 Reflecting on the huge number of family businesses their majority among firms as well as their

historical dominance (Aldrich, CIliff, 2003), it wislibe more appropriate to study family businesses
within the entrepreneurship field and establishoa-family business research field. Contemporary
configuration looks as if physiology studied le&tfded people and a branch of physiology for right-
handed people were established and building itadbmies.
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Panunzi, and Shleifer (2002) researched impadtoélf and tax conditions on family wealth
management actions.

Among the main topics in family business (and pbdp@aumber one topic (Chua, Chrisman,
and Sharma, 2003, p. 91)), research of the pramfessccession illustrates clearly how these
points of view are connected. Succession is relBedradhrough personal, family and
emotional concepts (Kansikas, Hanzelkova & Krejdp07), entrepreneurial and
organizational ones (Bjuggren & Sund, 2002) as wasllegal and economic (Burkart et al.,
2002).

4.3 Founding a Research Field

Family business researchers have obviously spentreus effort on finding as correct and
complete definition of family business as possil@each definitions are essential for every
field of research. Only with a solid cornerstone tiew knowledge can be sorted and formed
into a science. It is one of the tasks that aretimeed for example by Sharma (2004, p 5) as
definition of boundaries. The closest discipline @he one that arched over family business
before it became an independent discipline is prereeurship. Nowadays, family business
research field has got multiple links and “intetsmts” with other areas of research like
management, economics, commercial law or marketing.

Entrepreneurship research field itself is a new @820s) compared to other fields within
economics (for example management” t@ntury at the latest) or in general (for exangde
sophisticated science as genetics, 1905 or chaosyth1898). This “youth” could be ascribed
to the fact, that the economic system is ever-cingngnd throughout the history, there might
have not been circumstances that would have adwbcdéveloping theories regarding
entrepreneurial activitie’s.

Compared to family business field, entrepreneurdiefd has made better progress in
installing basic definitions. Terms like entrepreneopportunity exploitation, innovativeness
or intrapreneurship are defined as well as theiction in wider scope, how they overlap to
other fields like management, marketing, econonsosjology or psychology. Entrepreneurs
are classified and sorted into groups or typolagiEstrepreneurship field has also

accomplished respect through description (or exgtian) of why are entrepreneurs essential

*The ultimate question here is: Would knowledgeodfty’s entrepreneurship theories have helped an

entrepreneur in Medieval or Ancient times to achibetter results in business?
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for society, why entrepreneurial behavior is spe@ahd thus has to be studied separately and
how it is connected (although not identical) toetffields. In family business, Shane and
Venkataraman (2000, p. 217) claim a framework efcepts and their relations, that is able to
predict phenomena that have not been predicted flgneework of another field, is needed.
Bird et al. (2002, p. 337) call it “body of knowigel that expands understanding of the
domain”. They also mourn that entrepreneurship hapr such framework and suggest their
own framework. Apart from if one agrees with thepinion, it is apparent that the
entrepreneurship field has gone much further itding both its framework and respect than
the family business field.

Hoy and Verser (1994, p. 18) made a great contdbuby defining overlaps between
entrepreneurship and family business domains —dbkdike the position of the entrepreneur,

which is seen from different points of view, théerof risk and innovation or growtfi.

4.4 Distinctiveness

The distinctiveness mentioned by Sharma (2004, )pwés researched with focus on
proprietary, entrepreneurial and managerial gealias well as tacit knowledge and human
resources management. She also reviews the aeareddarch results according to the level
of analysis — individual, interpersonal/group, argational and societal (p. 9). Such
structuring is very helpful for understanding theltirdimensional and complex issues of
family business. In the individual level, her deston of family firm stakeholders (p. 10)
splitting them into external and internal groupsoatontributes to differentiation of the field.
The internal group of stakeholders includes famigmbers (besides traditional stakeholders
— owners and employees). In the group level, his &gency theory and resulting rules of
management and governance that are questioned rhiy fdbusiness researchers. The
researchers also analyze succession process ilevtkls The organizational level focuses on
specific resources represented by characteristidsgaalities of organizations or institutions
that provide advantages (or generate disadvantégetmily firms. In the article of Sirmon
and Hitt (2003, p. 341), these are standing foriqueness of family firms”. Although the
authors do not focus on the organizational level tey try to define functional differences
regardless of where they emerge from, they statdowimg “salient and unique

characteristics” — human, social, survivability goatient capital and governance structure.

'® The title Emerging Business, Emerging Field: Enteepurship and the Family Firm seems quite

improper to refer to such an old thing as famityng are as to emerging.
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The last (and probably the least) level of analgfisn focuses on building “self-esteem” of
the family business field by proving the key rokefamily firms within national economies
and societies.

Analysis level FB specific subject of research Oubene
Stakeholders _ _
Stakeholders like family
Founders
o members, founders and
Individual Successors N
successors are specific for family
Women .
_ business.
Non-family employees
Agency theory Classical agency theory lapses|in
Group Conflicts some cases, although there hasn’t
Succession been agreement on why yet.

o Family businesses possess a
Organizational Resources

range of specific resources.

. Family firms are dominant in
_ Importance for national o
Societal ) many western capitalist
economies _
democracies.

Table 4: Review of analysis levels in Sharma (2@9-23)

Another source of distinctiveness is represente@bgmundson, Hartman and Tower (1999),
who describe differences in family business stmateghey point out that although
theoretically strategic planning and business egias within family business are based on
different concepts, there is scarce and contradjotimpirical evidence on the case (p. 38).
These theoretical grounds perhaps lead to genemlooa that family businesses must act
differently within strategic decision making, hoveeythe empirical evidence shows no such
regular difference in strategic orientation. Thehaus specify issues connected to business
strategy where the empirical evidence discovereeciBp particular aspects of family
business strategy — such as inward orientatiomeslgrowth and smaller internationalization,
or long-term commitment (p. 28). Nevertheless, ehase only partial characteristics that do

not prove the actual strategies of family busingessaliffer.
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4.5 Defining Concepts in Family Business

In the previous chapter, an outline of various apphes to family business as a phenomenon,
to family business field and family business reskeavas made. Many of the research papers
and opinions of researchers lack the specificaifamhat they refer to as family business.
Finding out what laymen or outsiders think familysiness is for example by making a
survey in the street would be interesting. Howewther research fields show us that the
“‘common” meaning of words might be profoundly difat the scientific meaning (take
ordinary words like idiot, schizophrenia, weightagty, alcohol, silicon, blindworm, wood-
chuck, platonic, annals — they are all of everydag but have completely different, broader
or more specific meaning when it comes to science).

A stereotypical picture of a family firm would prably focus on size, relationships to
customers, ownership and participation of more fiamiembers or generations. These criteria
dominate also the scientific attempts to defineilfarbusiness, although in order to stay
rigorous the concepts within the definitions areyvprecisely defined as well. Whereas
laymen could say a family firm is one where moraegations are engaged, a scientific
definition based on this idea would have to defirey concepts. What is family? Do in-laws
count? Do cousins count? Do adopted children, fatiédren, divorced couples, stepchildren
or step-parents count? Is a single person a fanfilg?gay couples a family? What is a
generation? Does a successor of the same famirgigon, but 20 years younger, count as
the next generation? Can the older generation bedbensuccessors (for example in case of
an early death of the founder)? What is involvementhe company? Is it ownership? Is it
employment? Is it everyday presence? And furthéatvis ownership? The amount of work
spent on the topic shows how complex the issuadshaw asymptotic the research effort is.

4.5.1 Defining Ownership

The ownership criterion is one of the most popuBefore using ownership for defining
family business, it should be made clear what osmpris. Legal ownership, as the most
common one, can be defined sxcially supported power to exclusively control arsd for
one's own purposes, that which is owr{@dikipedia). “Socially supported” in this sense
represents a sovereign authority (for example thie)senforcing the adherence to the law and

inviolability of life and property. However, theeze other types of ownership not backed by
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any legal frame. Psychologi¢alownership, as a possessive feeling (Brundin, Matia
Samuelsson, 2005, p. 5) can but does not necgsseie to be connected with legal
ownership — there are all four configurations ploies+ owning with feeling, owning without
feeling, not owning with feeling and not owning out feeling.

In the matrix in Table 5, these are displayed bsirtipossible “nicknames”. The top-left
configuration — my property — represents possedsigkng about one’s property. The top-
right — my office — stands for people caring fontfs they don’t own — like the equipment in
their offices. The bottom-left — Easy money — représ easily gained property that could be

not accompanied by possessive feeling. The botight-represents apathy for other people’s

property.

Legal ownership

Yes No
Q.
=
5 | & |Myproperty | My office
c >
=
o
IS
L
(@]
e
2 § Easy money | Your property
&
a

Table 5: Legal and psychological ownership matrix

The first and the last case are quite natural -pleecare for what they own (Dyne, Pierce,
2004, p. 441) but do not care for what they doavat. The case where legal ownership is not
accompanied by possessive feeling is less commbstitiumaginable. It could be connected
with “price” paid for gaining the property. In upbging of children people imply that a hard
earned property should be of higher importancedpsipgical bond) than an easily earned
one (as in case of vain Russian zillionaires). fidmeaining case is of interest of the business
research field. Person psychologically bound tgerty that is not his or her is an occurrence
which (not only) business researchers analyze we#n interest (like Pierce et al., 2001).
Brundin et al. (2005, p. 5) call it possessive ifegland focus on its connection to

7 Perhaps “psychical” would be more appropriate asajpeng to human mind, not to the science
dealing with human mind, but the word psychologisalgenerally used in both senses, although

semantically incorrect when used as “psychical”.
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responsibility, Koiranen (2006) points out the eiffnce in perception of legal and
psychological ownership by society. This difference@ be seen also between legal and social
ownership. Social ownership represents a conceptishalike to psychological ownership,
except that the “owners” unrecognized by sociegy fieeir ownership collectively (Koiranen,
2006, p. 113}® Dyne and Pierce (2004, pp 440-442) also link thespssive feelings to
positive attitudes, self-perception and respornigbil

If we consider the business sphere, the importah@sychological dimension of ownership
is comparable to its legal dimension. The legal efision brings certainty (the owner is a
specific person or persons), integrity (the ownean cact freely with the property),
accountability (the owner is held responsible tog property) and security (the owner can
claim his property rights) for the business. Thgcpslogical dimension brings responsibility
resulting in nurturance (continuous, emotionallgdxhcaring), personal sacrifice (high status
of the property in the owner’'s value hierarchy) addntification (property becoming an
extension of the owner (Dyne and Pierce, 2004, 44))4 Koiranen (2006, pp. 114-115)
concludes that psychological ownership in a farbilginess is a feeling of owners, managers
or employees that the companytlieirs Similar to Dyne & Pierce, he sees its roots ime“t
human needs for efficacy, self-identity and pland ds routes in possibility to control the
target, intimate knowledge of the target, and itimgsone’s self into the target”. Koiranen
also tries to establish a link between psycholdgma@nership and entrepreneurial drive,
which he characterizes by “proactiveness, innoeatss, risk taking, growth orientation,
industriousness and intentionality”.

Hall (2005) mentions also negative aspects of pdggical ownership such as destructive

imposition (property becomes a burden for the oyvner

4.5.2 Defining Family

Family, like ownership, represents one of the dldescepts and often is considered a
primary economic unit of a society. The conceptyéneer, is so complex and distant from the
business field that any further contemplating @sislogical or anthropological aspects in a

business focused paper would be inappropriateallaicd abundant. For business field, the

'8 In the Czech Republic, the communist party kepbihticing and explaining the collective form of
ownership over 40 years and they never managedetsu@de people to feel possessive and

responsible about the (state) property they werataiaing.
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legal frame of family is determinant as well ad status of the family institution in the world
that is being researched.

The legal frame (in terms of the western civilipa)i grants extraordinary status for family
institution. Familial ownership is a one-of-a-kiathong legal ownerships. Hereditary rights
are unique and essential concept (not only) ircéietalist society’ In the Czech Republic, the
protection of primary heirs is assured by the Iangkanting the status of forced heirs whose hegitag
claims are untouchable by the will of the testatéenerally, hereditary laws are based on the
assumption that interests of every member of alesifagnily are collateral or equivalent. In
other words, that each family member would prefdrep family members’ interests to
interests of other people. However obvious or sgfflanatory this proposition is, the word
nepotism, meaning favoring or patronizing relatjvieas definitely a negative connotation.
The question of the origin of such coherence ofilfgnwhether the coherence preceded
societal agreement and is innate or whether inhisthical issue instilled in the people, is not
going to be discussed within this thesis. It isyokhown that all known civilizations hold
these ideas true which indicates rather to an entigtn an ethical concept. (Pinker, 1994).

If the coherence of family members’ interests isead on as a universal quality of family, it
could help defining who is and who is not a parthaf family, where the boundaries of family
are. As Dreux and Brown (1999, p. 31) point ougniflies operate with an emotion-based
rationale” and the members “are valued solely bseaaf who they are”. However, that
doesn’t mean at the same time that people that@réamily are not valued because of who
they are. A family definition based on this qualityuld precisely tell which family members
are too distant to be considered family but it doedsily include non-family members which
are close enough in family members. A definitionfamily should also be universal, not
subjective.

The effort in defining family has been scarce iner family business research literature.
Generally researchers note that the word family iedar to a nuclear family, meaning a
married couple and their children (obviously thare numerous variations); and to a greater
family (kin) where all relatives are included (agawith variations). However they don’t
resolve whether there should be a difference betweelear-family firms and greater-family
firms. (Koiranen lecture, 2005) and they often dapecify if these are distinguished in their

particular research papers. Due to the size ofeandamilies in the region (1.3 child per

9 The abolition of all hereditary rights is among thtop goals in the Communist Manifesto
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woman’s lifetime in the Czech Republic in 2006)rniing nuclear-family firms might be
complicated, especially when certain educationeeige or skills are required in the firm.

In this paper, these two meanings are not distsigad and both types of family firms are
examined. Family businesses are way too scatteratie Czech Republic, to split them
further by various criteria. Moreover, the F-PECdmalouses a variation of extended family
definition: a group of persons including those who are eitlféspoing of a couple (no matter
what generation) and their in-laws as well as tHegally adopted children.

An issue that is necessary to resolve — althoughmamtioned in any research literature — is
the case where a firm was looted and returnedftongly. Should the new owners feel like
let's say 4' generation? It would be myopic to ignore the défece between d"4generation
traditional and # generation restituted business, on the other hmrldgacy (perhaps
including the family name) of one’s grandparentekluchanges the approach of the business
owners to their property. For that reason suchnass will be considered as regular higher
generation family firms and the whole issue willtbeated systematically through adjustment
of the F-PEC model.

4.5.3 Defining Succession

The original meaning of the word succession refersvhat happens with property, titles,
throne, office or rights of a person after the Heait the person. Nowadays, the transfer of
such items to the successor occurs also duringnttembent’s life. In family business,
succession represents a continpedcessrather than a single-shot act or event (Handler,
1994, p. 134). The process includes involvementthe business, learning, taking on
responsibility gradually, taking over managementvai as ownership and also incumbent’s
letting go. It is one of the crucial subjects adearch within the family business field. Barnes
& Hershon (1994, p. 377) call it “one of the mogbaizing experiences”, Chrisman et al.
(1998) prefer the wortlardestand Shepherd & Zacharakis (2000, p. 25) callouliesome,
but approach it from a more personal (behavioasigjle. Handler (1994, p. 133) says it is
“central to the firm’s existence.” As we can seee importance of the issue is widely
accepted among the family business researcherdnifiefs of succession also vary,
particularly in their focus on either ownershipneanagement. Shepherd & Zacharakis (2000,
p. 26) define succession as managerial controkteanStavrou (1998, p. 135) talks about
involvement in the company. A definition of sucdeascoming from legal grounds would
focus on ownership for that is the legal essengmufer. A non-owning successor can still be

pushed out from the firm against his will whereasoavner-successor cannot. On the other
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hand, legal environment is volatile (especiallytiansition countries) and it can persuade
family firms to undergo formal ownership succesdiefore thaeal personal decisive power
and responsibility are transferred (for exampletlhg threat of rising taxation) or to not
perform ownership succession before the demise hef ihcumbent (for example by
differences in inheritance and gift taxatiSh)Management is much less influenced by
formalities, although there still are differencedagal environments among countries.

The research on succession deals with many criisaes in both personal and organizational
levels, analyses of which are beyond the exterhisfwork. Frequent topics in research of
succession — besides the organization of succe#tsielh — are tacit knowledge, abilities,
commitment, incumbent retirement, or successioat&el conflicts.

The challenge of succession is often a consequate founder or incumbent being central
to the firm’s strategy, operations, and businedatioms (on both supplier and customer
sides). Thus when losing a founder, the firm migke its business contacts at the same time
with losing the leader. Another frequent case, igiirt connected to the first one is the
founder’'s emotional linkage to the firm. Handle®94, p. 138) describes it strikingly as a
case wherdhe business represents an extension of himselthatosuccession issues get
mixed up with the founder’'s own personal conceroualthe monument he will leave behind.
The reasons behind this attitude of the founded l&a entrepreneurship and further to
psychological research.

Strict definition of succession is not necessarédguired within the scope of this paper,
however, if no other clue is given, the ownershipcgssion is referred to since it is simple to
detect and assess. Another reason is that mosnalzed firms deal with their first

succession hence the description should focuseamlgldefined and provable events.

4.6 Dimensions of Defining Family Business

The possibilities of how to define family businese countless. Chua, Chrisman & Sharma
(1999, p. 20) point out that a theoretical defomti‘must capture the essence differentiating
family businesses from all other firms”. They afdoess that the theoretical definition should
be broad and inclusive. Behavior of the firm (agpdy the authors meant long-term strategy

or routine of the firm) is the key difference ingltonstruct and the authors connect it with

21 a family firm were defined as a firm where session already happened at least once and suacessie
defined as a transfer of majority ownership, inhslégal environments it could lead to an interegtionclusion

that all family business founders are dead (thedatl turns the business into family business).
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business vision of the family or families who reg@et the “dominant coalition” meaning the
powerful actors within the company. Sharma (20043)pdescribes it as “determining the
vision and control mechanisms” and “creation ofquiei resources and capabilities”. Chua et
al. (1999, p. 23) also strongly distinguish openadi definitions (used for empirical
researches) from theoretical definitions (used detting the paradigm) and describe their
mutual dependence and usefulness. Their notewoetigw of the operational definitions
used in family business literature shows how végiditee definitions can be.
They range from very specific as
a company in which more than 50 percent of thengoshares are controlled by one
family and/or a single family group effectively tams the firm and/or a significant
proportion of the firm’s senior management is memi®m the same family.
to very simple as
owned and run by the members of one or two families
Both of the examples chosen from Chua et al. (1p92;1) are at the first sight irrelevant as

possible theoretical definitions. They use terrke lisignificant”,

effectively”, “owned” or
“run” which are too ambiguous to be used for thaocaé definitions. Moreover, they clearly

exclude scores of firms that would be consideredllfafirms had other definitions been used.

4.6.1 Definitions Based on Ownership

The definitions focusing on ownership vary from gete (100%), controlling (presumably
over 50%), dominating, significantly influentialilsstantially influential, influential, 60% of
the equity, concentrated, majority, to just “owrps. Interesting point is that some scholars
make clear that by ownership share they mean Jwmeeswhereas other scholars seem to
avoid the possible difference between voting rigimd stock ownership.

When considering ownership there are types of ganditions that principally differ from

each other as shown in Table 6.

Ownership <50% but | <50% with a| <50% with a
o 100% >50% - _
conflguratlon decisive peer superior
We control the firm We have to
) We have the contro . We have to follow
o No other parties and can keep contrd| . compromise to
Description of the firm but could orders of the
know our secrets.| of the firm in the o control with other .
lose it in the future. controlling group.
future. owner group(s).

Table 6: Ownership configuration from the poinwvadw of a business family
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The table shows that with ownership share under &@s&ituation of the business family can
still vary. If the other owners are scattered, egaming less than 50% of shares can lead to
having decisive power (or even solitude) at theegelrmeeting. However the family can lose
its position if an investor buys out other ownesteares. If the other owners are not scattered
but they are not united, the business family ia position to find a “coalition partner” at the
general meeting. If the other owners are unitedhere is a majority owner, the business
family is in the weak position and usually onlyithabilities can keep them actually running
the business for its owners.

If the ownership criterion were the only one usediéfine family business, it would mean
that all business entities legally functioning aslesproprietor entrepreneur are family
businesses. That would fit the required “inclusitegture of a definition but it would impede
or foreclose any conclusions (even theoreticaluabach heterogeneous set of companies.

If a condition were added that at least two famigmbers were supposed to be owners of the
business to constitute a family firm, none of tledegoroprietor business entities would be
family businesses, since a physical person canagltially (or entirely) owned by another
physical person.

These assumptions lead to the conclusion ¢latership alone is inappropriate to be the

family business definition criterion.

4.6.2 Definitions Based on Succession

Definitions focusing on succession require eitheraaticipated (planned) or more narrowly
an undergone trans-generational succession. Fitlséyatter requirement will be coped with.
If only a companyafter succession can qualify for a family business ihds many more
conclusions to the issue. The survival rate of iesses in general increases over the time —
the older business, the smaller the chance of seadown. The critical period of a company
comes within its first years (Chrisman et al., 199Bhus, a company after succession —
possibly existing for at least 24 years on aver@gpxkhard & Dyer, 1983 cited in Handler,
1994, p. 133) — can be regarded as a mature complatyre companies however possess
other than family-based qualities that differemtiahem from businesses in general.
Classifying family businesses this way means pedatig their position of a subset of mature
businesses. As this is not the case in any ofdbearch literature (defining family business as

a subset of mature business), such approach weulthdystematic.
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In case of a planned succession, the definitianase open (inclusive) but it is also bound to

a greater extent to soft data — what is a plannedession, does it need to be written, or does
it need an actual successor to be available? A mmmipe approach suggested by Donnelley
(1964, cited by Chrisman et al., 1999, p. 21) rezgutwo generations to have been involved
(“closely identified”) with the company. That meatf®ereis a successor or successors, who
are strongly linked to the company, so the anttappaof the succession is achievable and it is
not just a dream of the founder. However there Wlboémve to be a precise or written plan

(including the choice between potential successors)

4.6.3 Definitions Based on Involvement

The definitions focusing on involvement usually uiq at least two family members to be
active within the firm (Lyman, 1991 cited in Chriamet al., 1999, p. 21) by various means.
However, it is hard to imagine that any organizatiath 2 family members involved would
be a family business if their involvement did notlude ownership or governance. Even a
family-governed business with non-family ownersfiipr example bought out by a multi-
national company) would be risky to treat as a Rarmnusiness, since without ownership the
family can lose all its power by tomorrow and igisestionable how the family influences the
strategic management as a fundamental part ofiadsass Other cases of involvement of 2 or
more family members in one firm (without ownershae quite regular in some cultural
backgrounds (at least Mediterranean and Latin Asagrand have little to do with family
business essence. Davis & Tagiuri (1985, cited lmisthan et al., 1999, p. 21) insist on
influenceof these at least two members. Involvement astmds too unspecific to be a
cornerstone of a definition. On the other handpiild be a supporting criterion, after the core

criteria — whatever they are — were met.

4.6.4 Scale and Typology Definitions

Since the practical part of the research involveel E-PEC family influence model, this
chapter is given a more thorough consideratiofoduses on three approaches — two scales
(Astrachan’s, Klein’s and Smyrnios’ F-PEC scale family influence, Uhlaner's Family

Orientation Index) and one typology (Sharma’s Stakder mapping identification code).
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4.6.4.1 The F-PEC

As more and more approaches to defining family hess appeared within the family
business field (apparent from previous chapters) thie state of agreement was nowhere
close to the final solution, many researchers zedlthe fragmentation and attempted to bring
their colleagues and thus the whole field forthatgeneral agreement on family business
definition. Zahra and Sharma (2004) call the rededragmented, descriptive and lacking
theory, Bird et al. (2002, p. 338) call for largeamples, but also more theory and
internationalization. Astrachan, Klein and Smyrni@902, p. 45) call it a “plethora of
definitions”. Astrachan et al. (2002) brought fogpnesently probably the most discussed
measurement instrument for evaluation of familyibesses. The F-PEC scale of family
influence expresses the reality that many reseeschedually started to perceive — it is
impossible to simply describe family business and businesses by such description as
family and non-family. There are too many significaariables that have to be taken into
account when deciding about the extent of famifjuence. Rather than this bipolar approach
to familiness, they introduced a continuum approd their multi-dimensional approach
they try to reflect on the large quantity of allrtsoof variables within the family business
definition dilemma. They focus on “the extent andmmer of family involvement in and
influence on the enterprise”, which they like tdl ¢éamiliness”, suggesting not only that
family involvement is continual variable but thatcomprises of certain sub-criteria that are
too heterogeneous to be “bulked” into a single @alm case of a single value model (for
example familiness F = 0.80), the heterogeneoueriai would be interchangeable and
cumulative. Such model would possibly generate lamialues for diametrically different
firms (for example 200 years of family tradition @fe firm would be interchangeable with
100% family ratio in management in another firm)o RKatter how hard the effort is in
defining family business, any consensual definitisihould be useful and usable for
understanding family business. The single value ehaduldn’t tell much about the target

firm besides the fact that the family influences tinm somehow
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Ownership Generation in ownership Overlap between family

Management Generation in management values and business values
Governance Generation in governance Family business commitment

Family member count

Figure 2: The F-PEC Scale Scheme with the Powereence and Culture sub-scales

In the F-PEC model, the authors managed to elimioateria that are substitutable with other
criteria — in other words to include only one aibe of each kind. This was done through
factor analysis and internal reliability coeffictamrsting. Such approach enabled the model to
be concise, easy to describe and to apply (thet gather information from firms). Another
substantial feature of the F-PEC model is that @swormed upon both theoretical and
empirical bases. The separation of the sub-scalésepretically grounded and relations and
correlations of partial variables supported by te&oal concepts and empirical evidence
(stochastic methods, factor analysis). Sharma (2002) considers these two approaches as
complementary when building up her family businggmlogy (see below). The sub-scales,
unlike the Family Orientation Index (see belowk aummated. That means answers within
one sub-scale are summed up to arrive at the salb-salue (which isiot summed up with
other sub-scale values).

An aspect which is not reflected on by the F-PE@lescs the self-perception of the firm.
Klein, Astrachan & Smyrnios (2005, p. 324) expldiroy unachievable replicability of the
results. It is based on the fact that the reseaschiee not able to avoid two hypothetically
same firms to be assessed differently, thus pgsdisiying one of the paramount ambitions

of the whole model — internal homogeneity and miugxalusivity.
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4.6.4.2 Family Orientation Index

- - - Uhlaner (2005) suggests an approach to
Guttman scale in family business

Easy criteria [e.g. »50% family ownership)

\

overcome the shortcomings of the single

value model mentioned above. When

Half-way family firms

developing her Family Orientation
100% family firms

Index, she tests the assumption that it is

|
bifficult eriteria 2.2, | nogsible to sort numerous criteria used in

performed succession)

Nan-family firms various definitions of family business (or

Half-way family firms

at least some of them) according to their

difficulty. That means creating a “funnel” of crite where more difficult criteria are applied
to sets of firms that have (previously) met easreria. The next step is to combine the
criteria into a single index. The procedure (cal&gtman scaling) is supposed to solve the
problem of broad-versus-narrow definitions wherensodefinitions include almost all
companies and some barely any. The Index is a aiiwellscale (unlike the F-PEC sub-
scales; see above). That means that the questienoansists of questions/statements
regarding the same dimension and they only diffethie extent or strength of attitude.
Uhlaner admits “analytical complexity” of such apach and its unfitness for diverse sets,
however, based on existing broad-to-narrow rangeefihitions, she sees an opportunity of
analyzing family firms from this perspective. Anethdistinction from other methods is that
self-perceptions of analyzed firms are also inatudie the development of the method
however they are not used directly in the indexfbutthe purpose of later validation of the
whole scale.

Noteworthy is the fact that this research is atiuleed on the SMEs where the single criteria
or definitions are the most misleading (for examible ownership majority criterion which
places all sole entrepreneurs within family busses$. The Family Orientation Index also
ignores family involvement in the Board of Direcoit is motivated by the usual non-

existence of the board of directors in the targetlsand medium-sized enterprisgs.

L This is also fitting to the Czech environment, vehéhe Board of Directors is replaced by the Sugery
Board with different legal and functional statusofdover, firms are generally smaller in the Czedpublic

(see chapter 2.3) and limited liability companieg’tthave an obligation to set up supervisory beard
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4.6.4.3 The SMIC

Sharma’s (2002) typology of family firms is an atiat to create a system for unambiguous
classification of family firms. Such system is re#lf-purposed but serves as a source of
distinctiveness for research and counseling. Shg@gf82, p. 13) underlines this thought
stating “..it is difficult to have confidence in our researahdings that may be based on
samples that are a hodge-podge of different typdsms.” Sharma emphasizes the idea that
each group of family firms has different charadtecs, qualities and needs. Thus, being able
to describe such qualities and give advice mealitsirsyp the broad and heterogeneous set of
family firms into smaller and more homogeneous geowBesides internal homogeneity, she
aims at mutual exclusivity (sets are not overlagpicollective exhaustiveness (every firm is
in a set), stability (sets are not changing), aldvant language usage (sets are properly and
logically labeled). These aims can be traced a$ iwalther researchers’ attempts on family
business classification. In this respect, it ishaf essence to declare that mutual exclusivity is
only corresponding to methods based on traditidghabry of sets. Sets are defined by
mathematical sentences — statements that are gahéror not valid for each element of the
system universe. For example A is a family firmisBhot a family firm. Every method, like
the SMIC, presupposes thatis a family firmandA is not a family firmcannot be both valid

at the same time. These methods define sets asvaslapping (see more in chapter 5.1.2).
However, the F-PEC model is based on the theorfuzdy sets and the non-overlapping
criterion loses its meaning there.

According to Sharma, in h&takeholder Mapping ldentification Co@®MIC), there are 81
possible configurations of family involvement rdsg from the traditional and generally
accepted 3-circle model, out of which 9 cannot leated as family firms (firms with no
family owners). She distinguishes 3 modes of fanmiyolvement in each of the overlapping
segments in the 3-circle model — no involvementarhily member involved, and multiple
family members involve® These modes used in segments of family ownerserags (4),
family owners (5), owner-employees (6) and famigpdoyees (7) generate the 72 types of
firms, described as a four-parameter elemegh,§474], where the parameters a, b, ¢ and d
equal 0, 1 or M. The whole model results from aengenerabtakeholder Maguggested for

visual description of internal stakeholders.

2 The reasoning for such division is not statedyatategory-model would be just as logical. Pertiapssults

from the extensive scope of the author.
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Although the Stakeholder Map model distinguishedenaand female family members, the
SMIC model reflects only on total counts of famityembers in each area of the 3-circle
model. The Stakeholder Map, unlike the SMIC, alces into account family membevat

of business. Both of the techniques ignore posshistence or importance of non-family
employees and non-family owners. Such omittancédcbe misleading, since it doesn’t say
anything abouproportion of family influence. Having many family owners @osot mean
having majority family ownership; 1 family employemuld mean the only company
employee or one of a hundred of employees. A go@anele is to compare two imaginary
firms, both with SMIC [4506070]. One is a typical sole entrepreneur without empés, the
other one is a multimillion corporation with an doyee who bought some shares at the
bourse. From his family point of view, the compay4,5,607¢], since he is an owner, he is
an employee and he is a family member. Apparestlgh company is possibly not a family
firm. Assuming that the SMIC should only be applied actual family firms leaves us
primarily with the original question of defining @hfamily firm concept, because Sharma
mentions no other key to this. One key could bé tihe family dimension in areas 4 and 5
refers to the family with the largest ownershipdidoHowever, there could be a situation
where having the largest block in ownership doegmdnt the family with the largest
influence on the firm (for example in an acquisitachily firm, where the new owner has the
largest block but the original family owner has tipié management and employee positions
along with a strong ownership influence and refeito other minority owners).

Compared to the Family Orientation Index, the SMi@ot focused only on the SMEs but its
application to some firms is problematic (for abenentioned reasons) and the SMIC is not
at all based on stochastic methods which leaveslamnce for errors.

Although the F-PEC model doesn’t reveal so muchuaiite subject business family as the

SMIC model, it tells more about the subject fanilysiness (which is the idea).
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5 METHODOLOGY

The outcome of the theoretical chapter was thatnlbst advanced and promising way of
defining a family business is currently the F-PEGde of family influence by Astrachan,

Klein and Smyrnios. The F-PEC questionnaire wagtedbfor the research performed on a
set of Czech firms with high probability of beiranfily firms. Since obviously the process of
choosing (reasoning) the approach is partially sabcious or not directly connected to
examining the theoretical background of the isdims chapter, besides describing the

methodology, tries to grasp the main course othireking-theorizing process.

5.1 Choosing Methodological Approach

5.1.1 Simplicity vs. Accuracy

To set the borders to the family business conceg@tdefine it, there are two main desirable
gualities. First, the definition should be accuradkat is describing precisely the concept, so
that no substantial item is left out and at the es@ime no abundant item is included. This of
course includes reasoning why these items are iougrwhich makes it scientific (Zahra,
Sharma, 2004, p. 334). The second goal is simyliEitom the nature of the task, these two
are contradictory, if not reciprocal. No simpleid#ion is probably precisely accurate and no
accurate definition is simple. Defining any compleoncept is a struggle for maximizing
(balancing) these two aspects. It resembles theseaaf a young researcher who gradually
turns from a person knowing very little about evleinyg into a person knowing everything
about very little — an expert scientist. Anothertapdor could be the Heisenberg uncertainty
principle in quantum physics, which states thad impossible — even in ideal conditions — to
accurately measure conjugate variables at the smmee(like momentum at the same time
with position of a particle). The more precisely weasure one of the variables, the less
accurate we can be about the other one. The clessssnblance of this dilemma can be found
in economics. Theroduction possibility frontiespecifies a set of combinations of outputs of
two products that can be produced in full efficign&lthough any combination lying under
the production possibility frontier can be (anduadly is in real life) produced, there is no
possibility of producing a combination lying ovéretfrontier. Similarly, when describing a
concept, one must sacrifice simplicity for accuraog vice versa. The following graphs show
a production possibility frontier of products A aBdand what could be called “Description

possibility frontier”. Description A is rather sigpbut not very accurate. Description B is
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rather accurate but very complicated. Descriptiois & description which does not utilize all
available knowledge and methodology. It could beeanore accurate without getting more
complicated or it could get simpler with keeping ttame level of accuracy. Apparently, as
simplicity and accuracy aspects are much more atisthan the production volume of a
product, defining the frontier in this case is miender than within production theory (which
Is neither anything easy). Researchers try to &ndescription that would lie as close as
possible to (ideally on) the frontier. Regular @@ then helps to increase the possibilities of
describing, to shift the frontier, by finding newelationships, information, variables or
constants. Nowadays, the simplicity aspect is the mursuit the most often, because modern
science has developed to a stage where virtuadlgyghing can be described accurately, given
that the description can be infinitely complicatdthe goal and direction of research is to
enhance the description possibilities however pentaneity and sort of turbulence of the
process does not guarantee any specific or anticpasults. It can also result in abandoning
existing theories and possibly to a drop of thecdpgon possibility frontier.
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Figure 3. Graphic description of production podgipifrontier, “description possibility

frontier” and its shifting through new knowledge.
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The challenge of describing complex systems leathenaatics professor Zadeh (1973) to
formulate the incompatibility principleAs the complexity of a system increases, human
ability to make precise and relevant (meaningft#iteaments about its behavior diminishes
until a threshold is reached beyond which the ieci and the relevance become mutually
exclusive characteristic3.he principle is in no way a breakthrough — threggle for both of
these characteristics is perpetual and there acedrof it throughout the history. The most
known is perhaps Socrates’ paraddke less we know, the more certain and preciseree a
in our explanations; the more we know, the morereadize the limitations of being certain
and precisé® Similarly, Chrisman, Chua and Steier (2003, p. 4¢#) “..research always
raises more questions than it answers.” Zahra daman$a (2004, p. 335) describe the
development in family business research as grashitilfrom depth to breath over the passed

two decades (and they mourn for that shift).

5.1.2 Continuum in Family Business

Most usually the proposed models weighed speciaities of a business to classify it as a
family or non-family business. There is no commgnreament on any of these models since
there are different views on the importance of fgrawnership, family management, family
business “feeling” or family involvement in everydaperations. The legal approach would
suggest that only family-owned business, thatlsisiness with family ownership exceeding
50%, can be considered a family business. Onlyjarihaowner is able to control the extent
of involvement of the family within the family busss. However, following and using such
definition in business science would definitelydea false assumptions and conclusions. It
would mean that researchers regard other dimensidmssiness as negligible. The difference
between two businesses with equal family ownerpbiigentage would always be considered
as zero regarding their “familiness”. It would elealo evaluate easily and precisely every
business as either a family business or a non-yamikiness. On the other hand there are
many groups with uncertain borders in our everytiley Not being sure about borders
between nationalities, races or even genders datesnpede our ability to research qualities
of them. Generalization is a powerful but dangeloggal element. People use it basically in
every second of their lives. It is one of the costenes of Aristotelian logic. The world is

indeed not black and white. Implications of thistfavere interestingly grasped by professor

% This has been transcribed and translated many sufs as “One thing | know is that | know nothingf |

know nothing except the fact of my ignorance.”
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Zadeh in 1965. He came with a new theory of fuzzg eind later developed fuzzy logic — a
theory extending the general theory of logic. lassical logic theory of sets, the membership
of elements in relation to a set is assessed iarpiterms — yes or no, belongs or does not
belong. For example when deciding about membersifiepements — numbers 1, 1.5, -2 and
1000.01 in a set of natural numbers, it is cleat tnly number 1 belongs in the set, since the
other numbers are either not positive or not intefjsomebody asked to assess memberships
of the above mentioned numbers in a set of smatibauis, it would not be very fair and in the
aspect of the classical theory of sets irrelevsinge any sentence in classical logic must be
gualifiable, whether it is valid or not. Hence, ttatement “one is a small number” is not a
mathematical sentence for there is no definite ansWhere is no clear definition what small
means — it is aelative notion. On the other hand we know that numberdeimitely smaller
than 1000.01. Zadeh realized that it is worth toklabout membership in terms of its extent.
Whatever a set of small numbers means, it is ¢legirnumber 1 is to a greater extent small
than 1000.01. In the theory of fuzzy sets this mixief membership is represented by a
membership function valug. An element mapping to the value 0 means thatrtember is
not included in the given set, 1 describes a fulbjuded member. Values strictly between 0
and 1 characterize the fuzzy members. The fuzzi lthgeory has vast number of practical
applications for example in automobile anti-blockstems, air conditioning, elevators,
various home appliances or artificial intelligersystems.

In the family business science, it didn’t take Idrejore researchers realized the possibility of
using this tool. Astrachan et al. (2002) used fuzetg theory and developed the F-PEC scale
to assess family influence in family businesseswéicer, as they are aware of the complexity
of familiness of firms, Astrachan et al. chose pitgshe question (extent) of membership in
the set of family businesses into three sub-domaiihsough sophisticated methods they
arrived at three dimensions that are so speciéitrerging them together would mean losing
the descriptive power of the tool. Hence, the F-Ridtiel is not a typical one-answer (that is
one-value) fuzzy set application but a 3-dimendionadel with each of the dimensions not
substitutable for another one. It resembles a pmotdinates in a 3 dimensional coordinate
system or in practice for example the RGB color elatsed in computefsto display any
color with the help of the Red-Green-Blue composeBach color has its red, green and blue
coordinates. Unlike in the RGB system, Astrachanle{2002) don’t suggest to form the 3

% The RGB model originates in human biology — the, igreen and blue colors are percept by the 3 tgpes

cone cells in human eye.
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values into a single master index but leave thepars¢ed® The involvement of family in
business in the three dimensions of power, expegiand culture is thus described separately
and tells much more about the firm than its faregis On the other hand, it is hard to
compare the extent of family influence of two firmshould one sum the dimensional values

and compare the sums? Is power more than expefédickess?

5.1.3 Master F-PEC Value

The procedure suggested in this paper is followiAge values of power, experience and
culture should not be simply added up to form thaster index. To maximize family
influence on the firm, they should be in equilibnu- 100% of family power should not
substitute lack of family culture or experience amzk versa. A similar mindset is presented
by the authors of the F-PEC model in their desicnipbf family experience growth over
generations. The greatest contribution to the f@amkperience is provided by the first
succession. Each further succession’s contribusogenerally lower. Mathematically, such
dependence is described by an exponential funcliba.same principle could be applied to
other dimension of the F-PEC model. For instancsarease in family ownership from 90%
to 100% is not as significant as from 40% to 50B& $econd family member in business is

more significant than thé"8

There is a simple mathematical model that takesléiseged balance into consideration.

P P

Figure 4: Summing F-PEC values, two possible scofréisms in the F-PEC model.

% However, if there were a master index, the reseasccould deepen this analogy to the RGB systetin an
speak for example about pinkish, white, yellow arkdfamily firms. The field would definitely liveap by such

typology labels.
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Figure 4 shows the 3 values of the F-PEC modeloffirms (1, 2, and 3 on the left and 2, 2,
and 2 on the right). These three values depictedradial chart with 3 axes, each 120° from
another, form a triangle. Tharea of the triangle is clearly dependent on the conepbn
values, but not linearly. The area of such triarggle be calculated for example using the law
of cosines and Heron’s formula:

The law of cosines with P,E and C being the co@tis in the 3-axial system and=120 :

p= JEZ +C?-2xExCxcosn , wherep is a triangle side length. Analogically for sides

andc: e=+/P2+C2-2xPxCxcosa, ¢c=vE2+P2-2xExPxcosx . Using side lengths

in Heron’s formula, we arrive at the triangle area

szw; S=,/sx(s- p)x(s—-€)x(s-¢) .
The largest increase of the area is brought byemrease of the lowest of the three component
values. Through calculus, it can be simply proveat the largest area of all triangles with
identical perimeter has the equilateral trianghefdmily influence terms — if two firms have
sums of their P, E, and C values identical, thgdsr F-PEC master value possesses the firm
with the most evenly distributed component variali®e E and C, a firm in balance of family
power, experience and culture.
One thing should be underlined here. The model solygests that an increase of family
influence on the firm is larger when the lowesttifcomponents is increased and, contrarily,
an increase of the dominant component value biamdys slight shift in family influence, that
is, in the F-PEC master value. The model doesmptyi that the purpose of a family firm is
to get to the balance or to artificially adjustemmponent values to “achieve” the equilateral
triangle. After all, family influence is not univ&lly positive or all-embracing goal of a firm.
It is only a characteristic to be accounted for whealyzing the firm. While the description
of the procedure looks a little bit complicatedisitsimple to create an algorithm calculating
the master F-PEC value. Such algorithm can be auniefat example in spreadsheet software
or the HTML with Javascript, just to mention thenplest ones. (See Fig. 5)
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) :r._,-'x.-' T & % | F-PEC calaulationhtm A B C D E B G
1 Input P 2
The P element iz 2 2 Input E g "

The E element is 4 3 Input C ] p
The C element iz & 4 F-PEC 19|05258|

The F-PEC is 19.052558883257657 s 10,5102
a 8,717793
e 7211103
C 5291503

Figure 5: Results of calculating F-PEC master inislethe triangular model using algorithm
in Javascript and Microsoft Excel

The figure displays a case with integer sub-scalees (2, 4 and 6). If fraction values are
used (as in the F-PEC original paper), the mastrevislower than the component values.
For example for PEC values 0.80, 0.70 and 0.60exsely, the master value is only 49%
(the area of the triangle is only 49% of the aré#he triangle with 1,1,1 sub-scale values),

but that doesn’t impede its comparative potential.

5.1.4 Interpretation

Apart from whether the output of the F-PEC appiarabn a firm is a single value computed
using the triangular model, a single value as amufahe three sub-scale values or the sole
three sub-scales without any unifying value, iiigl to think about the interpretation of the
results. The interpretation is given surprisinglyld space in the Astrachan et al. (2002)
article. Regardless of whether the authors protetiieir know-how or whether they didn’t
want to burden the article with application, it sltbbe made clear, what is the process of
application, what results methods provide us or Hmapplication is biased.

Like other mathematical methods — fuzzy methodseg@ly end in transformation of
computational results into a real and practicamfoin economy, mathematical model is
transformed into economic one and the conclusioasieawn. Fuzzy methods convert fuzzy
results by so-called defuzzification to real result should be kept in mind that the
defuzzification process is as important as settipg the model in the beginning. The
defuzzification parameters influence greatly thaatesions, so being precise and rigorous at

this stage is absolutely necessary.
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For the F-PEC model, a simple defuzzification cogitdlike this: If F-PEC value is over 80
percent, the result is strong influence of the fgnii the F-PEC value is over 60 percent, the
result is significant influence of the family and en. As F-PEC is quite complex model, its
transformation of results into meanings could bsoatomplex. It should take into
consideration processes within the constructiothefmodel and within the calculation. For
example experience is — by choice of the authereasured by an exponential scale (or to be
accurate by a geometric progression). That meatghitd generation adds only a half score
to the experience component value th&hg2neration. Thus first succession lifts the s¢ore
50 percent, the second one to 75 percent, the dmedto 87.5 percent and so on. Reasoning
for this procedure is clear (see chapter 5.1.&#)pabh it is not clear, why the authors picked
this particular progression, why the scale factoequal to 2 and not let's say 2.1 or 1.9. The
important thing is not to use the same reasonirrgngudefuzzification because that would
mean adjusting the scale twice in the same wayd@stdrting the results. The power scale of
F-PEC is on the other hamat adjusted in any way. The difference between 51664996 in
voting rights is in the fuzzy model identical toyatwo-percent difference. Hence, the
defuzzification could take into consideration thaime differences in ownership (and in board
membership as well) are more significant than other

To keep the model systematic, it would probablynbare fitting to apply all adjustments
within the same stage (that is right in the fuzzgdel). However, if the adjustments were
made during the defuzzification, it would enablese@chers to easily applyeir own

transformation processes according to the locahkss environment.

5.1.5 Questionnaire

The F-PEC model attempts to include as many diviagers of family influence as possible.
One of the potentially strong factors is omittedel-perception. The F-PEC authors defend
their omittance of the self-perception by insu#iai reliability of the results. Their line of
thought is simple and clear — we define family bass by 3 clear separate dimensions, self-
perception does not belong to any of them, henlfgpeeception does not belong to the F-
PEC model. However, even skeptics should admit skeétperception is something to be
accounted with, if not in defining family busineigen at least in understanding family
business. The self-perception factor may be omittgdin F-PEC but why notomparethe
values of the F-PEC to self-perception? The rebeanight determine which of the

dimensions or even single factors included in tHeEC model correlate with family business
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self-perception the most, which (according to tmaify businesses themselves) have the least
to do with family business and supposedly bring Imenore information.

Another factor, which is omitted in the F-PEC maqdsl the self-presentation of family
business. The primary target for any firm’s preagoh is its customers. The statement
number 8 in the F-PEC questionnaire culture dinmensaysWe are proud to tell others that
we are part of the family busingdsowever, that is a personal and societal attitogeards
the business (being a part of family business metbing to be proud of), not a business
attitude (being family business is something pesitimainly for our customers) about our
firm). The classical theory focuses on family bess advantages in dedication, interest,
experience and personal stake of the family. Thetstions are reflected in the culture
dimension sheet of the F-PEC questionnaer(family members are willing to put in a great
deal of effort beyond that normally expected ineordo help the family business be
successfu). The self-presentation question tests whether ihginess families think that
family businesses have reputation and trustworsisimelvantages.

The rest of the supplementary questions is focasetiard data — age of the firm, its legal
form and whether the firm is the main source obme for the family. The age is asked to
illustrate the youth of the firms. The legal formncclarify some data received from the F-
PEC questionnaire (existence and number of peoplke Supervisory board, existence and

number of people in the Management board, ownimgigeion).

5.1.6 The case

The title of this thesis suggests that there is etbing specific either about the Czech
Republic, family businesses in the Czech Republigdheir classification. Based on the
historical background (see Chapter 2), one canaxpeech family business to have specific
features and conditions. The research in the ayeaséd on local specifics has been rare.
Case studies of particular family firms dominate m@rformed research. Case studies are
admittedly a reasonable way of starting research‘mo-tillage field”. Hanzelkova (2004) in
probably the first serious and purely family bussmdocused study processed 3 cases of
family businesses (all of them traditional busimssshat were looted from the original

proprietors after the communist coup and gotterk ladter the installation of democracy) and

% The research does not take into account that samers thought family businesses are more trushydstit

hid the fact that they are family firms from theurstomers.
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concluded on the greatest challenges these congphat to face within the last 10 years.
Another result of Hanzelkova's research useful tfos study (and theoretically “the most
important” according to her), is that in the Czé&dpublic, there are family businesses very
similar in characteristics to typical western ttewtial free-market family businesses. (p. 262).
She also calls for further research in the field aategorization of family businesses in the
Czech Republic (p. 263).

This paper could be approached as a case studglhdut it is a different case it focuses on.
What if the whole country is a case? What if thartoy’s entrepreneurial environment with
its development in history is case? Stake (20043B) refers to a case as to an integrated
system - a system that has patterned behaviordaows, coherence and purpose. Looking at
the historical background and present state of2thech Republic regarding family business,
one can find out that it is not possible to “in@lidhis case in a wider group or class of
countries. Generalizing about a whole group of toes (for example post-communist
countries, new-EU members, EU members, central{figmo countries or European
countries) would lead inevitably to great errorsiimderstanding the issue (see Chapter 2.3 for
more details). To understand and be able to des@#ech family business, it is essential to
choose a case approach — using the knowledge fitber cases (that means countries),
general knowledge that applies to all cases anétribevledge of specifics of the case (that is
historical, societal, political and economic deystent) to draw conclusions about the case.
To classify or to move forward in classifying fagpntbusinesses, the system, not an element
within the system, has to be described and undmistdot just one particular business, but
the way businesses emerge, develop and “live” esevealed. A success or a failure of a
single family business as well as whether or to twikegree it is a family business is
insignificant compared to a success of family besiin general and to the environment that
forms family businesses, the obstacles that restt@@m from growing or being created,
insensitive encroachments and restrictions to theedom and rights as well as actions and
events with a positive influence on the overallaiion of family business within the case (the
state).

The description of the case paves the way to atimltase study. The case is unimaginably
gigantic and complex that thorough description tigcpcally unachievable. The aim is to
achieve the overall view and understanding of thele/system which represents the case.
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5.2 Setting up Propositions

The Czech family business situation seems to Herdiit from typical traditional economies
of the EU or the US. The volatile historical deymtoent, a wipe-out of private ownership
between years 1945 and 1955, and imperfect recdveny the period of tyranny caused
numerous disproportions to family business andetpdn general. Following hypotheses are
based on the information in the historical andistiaal description chapters.

Proposition No. 1: There is a population of famfilyns in the Czech Republic large and

important enough to become a scope of researchrothis country - emerging research field.

Proposition No. 2: The contemporary situation ohifsg business in the Czech Republic is
different to mature Western economies to such eéxtdmat classifying Czech family

businesses according to the US and European stanidanighly precarious.

Proposition No. 3: Factors influencing the situatad Czech family business can be described
and evaluated, bringing in possible local adjusts@ém existing methods of family business

classification.

5.3 Limits and Shortcomings

The greatest limit of the research is no doubtsike of the sample. As a result, the research
can give sufficiently supported answers on “if” gtiens, but weakly supported answers on
“how” questions. Perhaps a more detailed studyewfefr family businesses could have been
chosen to answer better the “how” type of questibus the primary questions were focused
on occurrence of western-type family firms in agfie environment.

The choice of the sample is another shortcoming ost rigorous way to evaluate the
extent and nature of family business would be ttk pandom sample of companies and
evaluate how many of them and to what extent arelyabusinesses. Such procedure would
only be weak in the aspect of reluctance to ansiiiéamily businesses were more reluctant
or keener to answer, it would impede the resultavéler, the companies in the sample were
chosen based on the two-people-involved pre-sargenwhich discards the possibility of
estimating how frequent family firms are among fipmpulation. It also turned out to be an
ambiguous condition because two of the firms inetliéh the sample filled in that there is

only one person involved in the firm.
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The group of shortcomings resulting from using BFRREC model will not be mentioned here
because they were discussed elsewhere and it thdoauthors of F-PEC to advocate their
conclusions. The F-PEC model, which was chosentgouniversality, has its shortcomings
both in general and in this type of research, h@vether ways of defining or classifying

family businesses — single criterion, multiple enié or model definitions — were considered

less proper and fitting.

5.4 Possible Outcomes

The paper presents 15 concrete examples of fanmitysfof all sizes, ages, legal forms,
industries and extents of family involvement. Itnst sufficiently large to provide solid
scientific conclusions on various characteristitdamily firms, but it can sketch directions
for future research and display the situation afifp businesses in general.

Possibly it was expected that the research would fnany firms that resemble family
businesses or they are going to turn into familgitesses eventually if they survive. It was
also expected that the research would discoverlisnihat were hit by fascism and/or
communism and that are rebuilding their businesgsedlsas their social status.

It was expected that old traditional family busses would be proud of presenting
themselves as family firms and excited to take atthie research, to serve as an example of a
family firm. Another expectation was that some egshed business families would be ever-
standing elite of the society — both in communismd en democracy.

A possible outcome could also be that there isifierdnce in the situation of family firms in
the Czech Republic and in the West except their, &gsvever that is quite unlikely
considering the extent of foreign capital, the lisage of family firms in the West and the
attitude that the communist governments had towaalsitalists”.
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6 RESULTS

6.1 Summary of Conducting the Research

The research was performed on randomly chosen aaegpthat fulfilled a single condition
of at least two members of a household involved inwway within the firm. Some of the
questionnaires were filled by hand, some in ele@trdorm via e-mail. In most cases, the
most senior family member or the most senior manafyhe firm was the actual respondent.
The results indicate that the F-PEC model was meihded for a business environment like
the Czech one. The results are mostly fully usalile lenience in certain points.

o Only five of the target companies have establisae&upervisory board. This is
connected to the fact that only four of the targmhpanies are joint-stock companies,
which only have obligatory Supervisory board. Cdesing that joint-stock companies
represent less than 1% of all business entitiestlatsupervisory board is generally
weaker than the Board of Directors, question hefgower scale and question 3 of the
experience scale were not very influential.

o0 Only one of the companies holds their ownershipsuth holding companies, thus
guestion number 2 in the power scale was almaaleirant. It could be incorporated in
the first question, which is asking for actpalwer(voting rights, not shares).

o The average number of family members involved enfdmily business was 3.7

o All companies except one are owned 100% by thelyami

o While the average of the scores in the ownershipssale was 93%, the average in the
experience sub-scale was only 24%.

o According to the expectations, the research fouaditional family businesses that
were keener than newly established firms to takeipahe research.

o None of the business families in the sample thatkaown to the author fulfilled the
expectation of having high social status during camism and post-communism.

A chart describing individual results in the originF-PEC scale average (which is not
mentioned in the original F-PEC article but it ®aunted with by the authors (according to
the correspondence with Sabine Klein)) and heremnsttucted triangular model of the master
F-PEC index shows the drawback of the original esc&Vhile firms with only 1 family

member scored some 40% in the original F-PEC, cgroiose to a family business with 4
active family members (number 12 in the chart)ytivere more distinguished from regular

family businesses by the triangular model (see &jgThe triangular model emphasizes the
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differences among family influence — the results @ore fluctuating, while simple average
brings all results close to the mathematical avetd and 1.

4 ™
Models of F-PEC results

NN

& — Master F-PEC
S Master F-PEC %
@ Original F-PEC
0 — T T T T T T T
1 2 3 45 6 7 8 9 10 11 12 13 14
Respondents
& /

Figure 6: F-PEC Research results measured by mhe#eods
The triangular model also shows what is pointed ioutthapter 7.1 — a low score in
Experience scale (very often 0) together with ehlsgore in the Culture scale causes the
triangular model percent values to be significafdhyer than the F-PEC average values. At
the end of the day, this is useful because it jehistinguishes traditional (number 6 and 10)
from first generation family firms, however adjusfithe original F-PEC questionnaire in

order to fix this pitfall would make it more useful

6.1.1 Experience scale

Experience scale brought a zero score for more dhiaaif of the respondents. It also brought
troubles for the restituted companies with whettiner generations skipped by communism
should be counted, ignored or whether the busirdssuld be considered as newly
established. All three approaches can be reasdhedle understand the role of family

experience as a legacy, a tradition that the sgocgsare bound to keep, we should count
even the skipped generations as if they were oatieean the business. The same applies if
we see experience as a way of life or way of sahsuitable for making business that goes

through generations independent of the existencactial entrepreneurial activity. If we
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consider family experience a business (tacit) kedgé only relevant to current marketplace
and current industry, that are both evolving vemckly, we should treat restituted business
as newly established because the 50 years oldierperof the (often not living) founders is
of no use for today’s market. If experience is ustteod as an asset generated over time by
running the business and transferred from generatm generation, then the skipped
generations should be omitted in F-PEC calculatidhss compromise approach was chosen
when instructing the respondents, so their expeeiescore could be higher or lower if
alternative approaches were chosen.

For majority of respondents, the question on gdimeran board of directors (adjusted to the
supervisory board) was irrelevant because theytdidwve any governance body.

Question number 5 of the experience dimension dqugrthe number of family members,
who are interested but not active in the businesgeated very fluctuating results. While 6
respondents claimed there were no family membées that, one claimed there were 20.
Family businesses are very diverse and generagrsgivresults in many dimensions of
research, nevertheless this diversity points tagethith expressed uncertainness of the

respondents to ambiguity of the question.

6.1.2 Culture scale

On the culture scale, most of the respondents tisetlighest mark possible (5) most often.
The overall average of the culture section was.A\Brk 5 was used in 96 cases out of 237
relevant answers. The lowest average of the ansmesss3.79 by question 1Péciding to be
involved with the family business has a positivituamce on my lif¢, the only other one
under average 4 was questionYd(r family members share similar valyesith 3.93. All
other averages for single statements were abovehdthre highest score in question M/

really care about the fate of the family busingas4.792

6.1.3 Additional questionnaire

In the additional questionnaire, surprising answeese found in question 5 — “What is the
critical sign of family business?” Only 4 respontsementioned ownership. Eight answers
included involvement, work or family cooperationhiah supports the idea of psychological

2" The Czech translation of this question is sligistipnger than the English version, so the higlie/dbr sure
cannot be caused by translation inconsistency.H@rother hand, question 2 sounds a little bit kigsim any

translation, so the lower figure might be mirronedhat.
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ownership, because for the family it was more irgoatrthat they were involved or working
in the business than their (apparent) ownershipe Fespondents referred to management
when deciding why they consider their firm a fanblysiness.

About three quarters of the respondents preseitt bginess as family business. The age
varies from 5 to 99 years with median 12 years.

The only respondents who didn’'t consider their fiemfamily business were those that
reported only one active family memisér.

The questionnaire also showed that — accordinghéoexpectations — legal form was an
important aspect of the companies. In at least éhefcompanies, the legal form did not
reflect on reality (spouses were sole entreprendurts worked as employees for the
companies, family members were not reported amanglayees although their position
resembled employment the most and other). Suchadstivere apparently used for lowering
tax duties, responsibility dodging and trustworéss building.

6 of the respondents were limited companies, 4 wgefe entrepreneurs and 4 joint-stock
companies. This is totally unlike the common disition of legal form (see chapter 2.3). If a
larger sample showed similar distribution of lef@mim, it could be concluded that family
firms tend to become capital companies.

All of the companies that considered themselveslyabusinesses stated that the business is
the main source of income for the family, excepe,onho refused to answer the question in

order to protect their privacy.

6.2 Individual cases

This chapter provides some information on individoigtories of some of the respondents.
Not all of the respondents were revealed to théaufas the research was anonymous),
however some of the respondents’ life paths proailénteresting experience which can be

hardly described by statistics or numbers.

8 This is incompatible with the single condition ihgr the choice of target companies. The inconsistenay
have occurred by a difference of persons answehagnitial condition and the questionnaire (whattows the

relativity of the question).
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6.2.1 Case A

Case A is a traditional family business focusingaowraft, which was established almost
a hundred years ago. The business was closed dptire ltommunists but the craft stayed in
the family — the younger generation worked as snaén in communist production facilities.
After the fall of communism it was much easier éturn to private undertaking in the same
business field because of the decades of experientieat field. The youngest generation
brought innovation to the business because thewg Weky to get university education in a
free country. Without the youth bringing technobtaj organizational and managerial
innovations, the family firm would be doomed togér as a “ye olde shoppe” firm. The firm
does not present itself as a family firm, excet firm’s name. They consider themselves a
family firm and the main reason for that they seecooperation of family members. An
interesting fact is that it is sole entrepreneyrshilegal form that is not very typical among
100-year-old businesses. Case A had the secondestigmaster F-PEC score of all

respondents measured both by average or by triangiddel (see chapter 5.1.3).

6.2.2 Case B

Case B is a formally new family business in retath married couple working there (which
is their main reason to consider themselves famnilyiness). However, the family originates
in very old, powerful and closed underground comityurof merchants, tradesmen,
barnstormers and performerS\tsti in Czech), that probably does not possess as much
power as during the last couple of centuries, kilitpgovides an advantageous position for
starting a business, especially in trade.

The firm performs with mediocre results despitedgecompetition in the field. The owners
do not have any growth plans for the firm and &rkéep it small and flexible. The successors
are still too young to be effectively involved, staiming that there aren’t any plans for
succession would be hasty, however the firm isgyeed as a source of money for the family
rather than a child, a monument, a chance, a clggdler an extension of the founders. The
firm was founded in 1991, which makes its survivplto the present admirable. It is a sole
entrepreneur firm with a spouse helping out (vemyvenient tax-wise).

6.2.3 Case C

Case C is a joint-stock company in advertising mess. The founders (cousins) started
making business quite soon after the revolutiord (also very soon after finishing their
education) but in a slightly different area. Thereat focal company was created as a spin-off
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of the original firm but soon it outperformed it6ther” and became the main interest of the
family. Nowadays, the firm is the center of lifer fihe family. Interesting thing is that the
older generation was never involved directly in bhusiness, although the younger generation
is “only” cousins. Presently five family members dnvolved with & coming soon. The
decisive sign why they consider themselves a fafirihy is that four of the family members
are in the management board, which has got 7 mambae family has no formal family
council.

Although they are all the same generation, theuhders are some 10 years older than the
“new-comers”, which creates an interesting mixtwfe single-double generation family
business. While the older cousins represent theegneneurial spirit, creativity and
innovation in the firm, the younger cousins stanok fmanagement, organization,
sophistication and IT. They consider these compleimg skills present in the family and

available for the family business as a great achgemand luck for the family business.

6.3 Shortcomings and Failed Goals

Although the authors of the F-PEC model used himtheir questionnaires and those hints
were translated along with the questionnaires ethare still some points that were unclear
for the respondents. The hard data obtained franrébpondents were cross checked against
the information in the online Database of EconoBubjects (ARES) and the Trade Register
and a few inconsistencies were found. While sonth@f'errors” of the respondents could be
ascribed to a loss of concentration or memory lapsene clearly resulted from lack of
information on what the questions were asking. @oles number 5 and 6 of the F-PEC
Experience sub-scale regarding the number of faméynbers who are not active within the
company are unclear in terms of who counts as alyfamember (children, elderly).
Questions regarding generations were troublingghiespondents who were members of the
re-installed business families. They wenstructed (see chapter 4.5.2) to ignore the gap
caused by communism and answer as if the firm neftethe family.

In the additional questionnaire, question 2 inqiiiod the founding year of the firm (in any
form), however the respondents were often unsutheofneaning of the question. Perhaps, a
founding year of theentrepreneurial activityin the current sphere of business or just any
entrepreneurial activity should have been inquired.

One possible shortcoming is that there hasn’t tagnreally large family firm (over 500
employees) in the sample. As explained in chapt8; &ch companies are extremely

exceptional.
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Failure to search and include all Czech family bess information and research was given
by the fact that family business research is inbtgdcattered and information is scarce and
laical with insufficient support. There is a hope the potential Czech Family Business
Association to unify and compact the existing infation and use the synergy to push the

whole field as well as the businesses forward.
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7/ CONCLUSIONS

7.1 Methodological suggestions

The results of the research suggest possible atgms of the F-PEC scale for specific
environments like the one in this study. While @wdture scale is determined by opinions of
a family member, the other two scales are baseelor completely on hard data.

In the Power scale, the trust or holding form ohewvship is so unlikely that it doesn’t have to
be included in the questionnaire. When asking abaunership, the authors stated clearly that
they are interested in voting shares, not capitatess. That means that rare cases with holding
ownership, the final voting share can be pre-cated for this answer. Interestingly, if the
calculation is performed as voting share in thedfon holding multiplied by voting share of
the fund in the assessed firm, one comes to a hmheership score for a 27 percent family
owned company (that actually can have another myajowner) than for a 51 percent family
owned holding owning a 51 percent voting sharehi flamily business (where family can
virtually push through whatever they want). Thisdnsistency along with the simplification
of ownership range (no consideration for the 50cgetr barrier) should be sorted out in
upcoming updates of the F-PEC or new models basathalar mindset.

In questions on governance and management bodw@syumber of non-family members
representing the family is asked, however in thecdntal case it is not explained or
supported why a multiplier of 0.1 was used in thkewalation of power from family members.
These parts of questions could be omitted — orebett substituted for questions on the
chairmenof the boards, whose positions are central toctrapany. For a business family,
having or not having the CEO position or the positof the chairman of the Board of
Directors (or the supervisory board in German mansnt model countries) is a huge
difference.

In the experience scale, the number of particigatiembers of the family is required, but not
included in the calculation. Moreover, it is nofided clearly who counts as an uninterested
family member. The question should be better ddted to make sure all the responses are
comparable.

In the Culture scale, only opinions are asked. @hgrno proof for the data provided by a
single family member. If the CEO of a large mulational stated all 5’s in the questionnaire,
would that be a sign of the firm being culturalhfluenced by the family? Perhaps some
concrete and real criteria should be chosen tol@ugawith the opinionsHow it is showing
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in the firm’s existence, that the firm and the fhnshare the same value¥#hat extra effort
have family members sacrificed in order to helpfdmily business?

Furthermore, some of the questions are asked asitigle person understand and support
my family’s decisions regarding the future of tamily busines3while other to a family as a
whole We are proud to tell others that we are part of theily businesy. This is of course

in no way incorrect but it raises doubts why thegjions are not directed at a single person (
am proud to tell others that we are part of the ifgrousiness.

When looking at the results, one thing is cleartrs first sight — the culture score is
overwhelmingly high compared to the experience esctiris not only because one is based
solely on opinions. If the respondent wanted tonsho opinion marking all answers “3”, it
would result in a 50 percent culture score, just percent less than is needed in the power
scale (voting share) to factually dominate the firm

In the additional questionnaire, much interestimigrimation was gathered except that a much
larger sample will be needed to confirm the conolus (or rather assumptions).

7.2 The State of Family Business in a Post-Communist @Qatry

Czech Republic’'s geographical position in the cerdé European region resulted in
extremely unsteady and insecure development ofdbeety. It was dominated by numerous
dynasties and empires from Russia to Luxembourg@rdican be no doubt, that there is a
strong and good-sized population of Czech familjéi. They are restituted companies with
pre-communist tradition, that had to overcome imseerdifficulties not only during
communism, when their owners were persecuted asithdases devastated, but also after the
collapse of communism when they faced bureaucracliajustice through the restitution
process and often had to buy some of their formeperties back. And they are newly
established firms, which have been operating nowoto 17 years.

Firms in general are smaller (with the exceptioragficulture — see chapter 2.3.1), which
corresponds to their relative youth. Individual repteneurship is very popular at least
considered by the number of individual businesenses and the number of capital
companies.

There isn’t any evidence, statistics or informatmmn family firms except a few articles on
individual family firms or case studies of familyrmhs. Although official statistics is

extremely rich and broadly available, there ardraces of family business information being
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gathered. Neither is there any institution or orgation representing, supporting or “looking

after” family firms.

7.3 Local specifics

If we look at the contemporary family businessethim Czech Republic through the scope of
traditional family business research there are nsonalarities than differences. For sure
newly established firms can be rated or classifigdexisting methods with similar or same
efficiency. The trouble arises when dealing with thstituted family businesses, possibly run
by grand-grand-children of the founder but stilttwexperiences close to zero. Yet, there are
two of these businesses in the sample but witheqdifferent history. One of them is
craftsman’s business, the other one industrial. Gteftsmen stuck to their craft during
communism even though they were just employees fatate monopoly. After communism
had collapsed, they still had their family know-h@and easily re-established the business
without any strong need of getting their propertiesck. However, the industrial family
needed the looted buildings and machinery to rabéish the business, which they didn’t get
back in full. These examples show how different sitaation can be for two businesses of
approximately the same age. What experience scooeld be these two granted? A
compromise approach is probably the wisest in¢hee. It is apparent that these businesses
after 17 years of experience with market democdacygot possess the experience of the same
level as is common by3or 4" generation family businesses. On the other hamei t
experience is quite probably higher than the oneneivly established companies. The
generations that have never lead the business cGshpabably be left out when counting
experience sub-scale. Thus & deneration company which was looted before thst fir
succession and restituted straight to the han@&' @ind 4" generation, but the"4generation
was installed as the managing one, should be cemesichs %' generation company.

There was an indication in the sample that familgibesses are larger than median business
size and a strong indication that their legal fosnshifted towards capital companies. Should
a larger-sample research confirm these assumpitonsuld be a remarkable finding — again
“bringing more questions than answers” (Chrismamja&and Steier (2003, p. 446).

The answer to the research questions is accorditiget expectations not simple. There are
family firms in Czech Republic. Some of them arevlyeestablished and those can be
approached in the same way as family business@égestern European countries, the USA,
Canada, Australia, Japan or other democratic cesntihe restituted business that have

possibly a hundred years of history with a 40- O+yBar break (depending on whether they
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were stolen by the Nazis and Communists or justatier ones) are much more complicated
from the family business research point of vievanstard methods — like the F-PEC — should
be adjusted in order not to overlook the specifistdny of these business. Considering
restituted businesses as first generation busimeskl be such overlook. Hence, although the
intermissions might have different impacts on pgafar family businesses, it can be
concluded that there aré&®r further generation family businesses in thecBzRepublic.

The extent of such impact on every single busiséssild be taken into account, possibly as

another question or factor in the F-PEC experietede.

7.4 Suggestions for Further Research

Since the contemporary extent of family businessaech in the Czech Republic is bleak, the
aim of any further research in the field shoulddwal the traditional development indicated by
Sharma (2004, p. 2). The research field as welaamly business (or business in general) as
such could be considered retarded or underdevelapezbmparison to that in standard
traditional free-market democracies. The advantageuch situation is that researchers can
walk on well-trodden paths in many dimensions ohifg business research. Building
knowledge from scratch brings opportunities for nemvestricted and creative solutions or
suggestions, however the main task for researchiéng the field should remain in building
and consolidating the position of the family busmeesearch field and catching up on more
developed “western” colleagues.

Former socialist countries could also representique “lab” for the Western researchers (not
only in family business), who have never had angoofunity to study newly established
economies. Some elements (for example capital neriké these economies had to shortcut
their development from a century to a single decade

In family business research, it is necessary tqpadowidely accepted definition of family
business and to assess the extent of family busumedertaking within the national economy.
Due to the high development of official state stats along with the volume of information
being published and freely available, it would bempising to include a family business
dimension in the statistical reports. That could dmomplished by associating family
businesses and family business researchers intwgke platform, which would pressure on
the Czech Statistical Office. Such family businesganization would of course have greater
and more important goals for its main members —lfafiims — however, if family business
researchers were to be included in the organizatioa could be a substantial contribution

they could make.
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In the Czech Republic, not all fields of researelvehdeteriorated because of the communist
regime. There is an opportunity for the emergingifa business research field to “anchor”,
to find a fixpoint and a source of scientific infieation and rigor in fields like sociology, that
are close to family business and that haven't beeick by communism as hard as any
business- or economics-related science.

The F-PEC model represents a complex, yet simplefoo classifying family businesses. As
its authors say, it is only the beginning. The FEPfodel is quite innovative and does not
result from any other model. One could assume démaimproved model is going to be
constructed, that will build on the original F-PE®d use knowledge acquired through
application of the original F-PEC model.

It is quite probable that further development ie fleld will take the direction sketched by
models like F-PEC, SMIC or FMI. These models repnést this moment the best utilization
of available knowledge for creating a descriptidrfaomily business that would be accurate
and simple at the same time. There may be findinghe future, that will make today’s
information obsolete but the gap between traditiaeinitions based on — for example —
ownership or succession and these modern toolatbaimple, yet sophisticated will be hard
to overcome.

In the Czech Republic, the empirical research milfabusiness is greatly needed. There
should be a large random sample research to estithatactual volume and percentage of
family firms among the firm population. Are thertlé compared to European standards or
many? Do they have substantial impact on economg® tAey more important than in
traditional markets? Or less? This research shawatifamily businesses are easy to find
anywhere, but it didn't clariffhow manyfamily firms are there, since the firms were
prescreened by the two-involved rule. Neitheratifled what importance they have.

In view of the extent of public statistical datathe Czech Republic, it is desponding that

family business information is not included at all.
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9 APPENDIX A

A verbatim transcript of the two questionnairesspreed to companies and a translation of
the latter. The translation of the former can henfibin Astrachan et al. (2002, pp. 55-58)

Questionnaire A

Stupnice F-PEC vypracovana profesory Josephem Astchanem (USA), Sabine Klein
(Némecko) a Kosmasem Smyrniosem (Australie) ohodnocujdiv rodiny na rodinnou

firmu. Vzhledem ktomu, Ze na s¥té neexistuje univerzalni a obec# akceptovana
definice rodinné firmy, slouzi stupnice F-PEC ke Zgt’ovani rodinného charakteru firem
po celém s¥té. Tato ¢eska verze dotazniku slouzi ke zjivani odliSnosti éeského
prostiedi od zavedenych trznich ekonomik (zejména USA aéNecka).

Definice:

* Rodinou se mysli skupina osob zahrnujici manzejejieh potomstvo (libovolné
generace, &etre adoptovanych dti) a jejich manzele/manzelky.

e Vlastnictvi znamend vlastnictvi akcii nebo podiéu spolénosti. Pokud hlasovaci
prava neodpovidajiemto podiim (tj. rekdo drzi akcie se zvlastnirii omezenymi
hlasovacimi pravy), jetba uvést podil hlasovacich prav.

 Managementem je mySlen organ, kt#dj firmu (p‘edstavenstvo, jednatelé apod.)

» Lidé jmenovani do funkce rodinou reprezentuji idejle a hodnoty rodiny.

Cast 1: Stupnice moci

1. Uvefte podil vlastnictvi v drzerdleni rodiny a v drZzeni ostatnich viastiik

a) rodina: %
b) ostatni %
2. Podily drzi rodina pomoci dalsi firmy (holdingurustu): Ano Ne
Pokud ANO, dopite podily viastnictvi:
a) hlavni firma i) pimé vlastnictvi rodiny %
i) pfimé vlastnictvi ostatnich %
iii) ve vlastnictvi holdingu %
b) holding i) pimé vlastnictvi rodiny %
i) piimé vlastnictvi ostatnich %
iii) ve vlastnictvi 2. holdingu %
¢) 2. holding i) pPimé vlastnictvi rodiny %
3. Ma firma kontrolni organ (n&pdozoti radu)? Ano Ne

Pokud ANO, a) Kolik mé kontrolni orgasent? Cleni
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b) Kolik ¢lent je z rodiny? Cleni
c) Kolik (nerodinnych¥leni je jmenovano rodinou? Cleni
4. Ma firma management? Ano Ne
Pokud ANO, a) Kolik ma managemethena? Clena
b) Kolik ¢lent je z rodiny? Cleni
c¢) Kolik (nerodinnych¥leni je jmenovano rodinou? Cleni

Definice:

» Zakladajici generace znamend 1. generace.

e Aktivnimi cleny rodiny jsou mysSlenflenové rodiny s podstatnym podilem na préci
firmy. Tito ¢lenové mohou mit ve fidgnoficialni funkce, nafiklad maijitel,
zan¥stnanec¢len dozoti rady apod.

ast 2: Stupnice zkuSenosti
. Kolikata generace vlastni firmu?

. Kolikatéa(€) generaagdi firmu?

. Kolik ¢lena rodiny se aktiva podili na Ziva firmy?

C

1

2

3. Kolikata generace je v dozorac?

4

5. Kolik ¢leni rodiny se nepodili, ale ma zajem?
6

. Kolik ¢lena rodiny nema ubec zajem?

Cast 3: Stupnice firemni kultury

Prosim ohodnde miru, do které: Viibec Do velké miry
1. Vase rodina mé velky vliv na Vasi firmu. 1......... 2.3 4......... 5
2. Clenové Vasi rodiny sdileji podobné hodnoty. 1......... 20003 4o........ 5
3. VaSe rodina a firma sdileji podobné hodnoty. .1...2......... T 4......... 5

Prosim ohodnde, do jaké miry souhlasite s nasledujicimi tvineni

4. Clenové nasi rodiny jsou ochotni vydat velké Us#idn®Zzna @&ekavani proto, aby se

rodinné firme dailo. Viibec nesouhlasim Naprosto souhlasim
1. 2.0 T 4. 5

5. Podporujeme rodinnou firmu, kdyZ mluvime iatpli, zangstnanci a ostatniméleny

rodiny. 1......... 20, C TP 4......... 5

6. Citime loajalitu k rodinné firgn 1......... 20 U 4......... 5

7. NaSe hodnoty povaZzujeme zatgkiné s hodnotami firmy.



8. Jsme hrdi na to, zettemetikat, Ze mame rodinnou firmu.

9. Z dlouhodobého hlediska ma rodinna firma Rocmnabidnout.
10. Souhlasime s cili, plany a zasadami firmy. 1..2......... TP 4......... 5
11. Opravdu nam zélezi na osudu rodinné firmy. 1...2......... U 4......... 5
12. Mé rozhodnuti o praci pro rodinnou firmlmpozitivni dopad na ) Zivot.
13. Rozumim a podporuji rozhodnuti rodiny o bud@stirodinné firmy.

1......... 20, I FUI 4......... 5

Dékujeme mnohokrat za VaSi podporu.
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10 APPENDIX B

Additional Questionnaire (see translation below)

Z&kladni informace o firmé:
1. Firma je: a) Podnikatel — fyzicka osoba
b) Vaejna obchodni spataost
c) Spolénost s rdenim omezenym
d) Komanditni spol@most
e) Akciova spolknost

f) Akciova spolénost s véejné obchodovatelnymi akciemi

2. Firma byla zaloZena (v jakékoli poddly roce:

3. Firma je hlavnim zdrojemigmu rodin(y). Ano Ne

4. PovaZujete Vasi firmu za rodinnou firmu? Ano Ne

5. Pokud ANO, z jakéhoigtodu (jaky je rozhodujici znak)?
Pokud NE, z jakéhotavodu (jaky je chybjici znak)?

6. Prezentujete Vasi firmu jako rodinnou firmu?  Ano Ne

7. Prostor pro Vase nazory agominky:

Dékujeme za Vasgas.
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Additional Questionnaire - translation

Basic information about the firm:
1. The firmis: a) Entrepreneur — Sole proprietor
b) Partnership
c) Limited liabilities Company
d) Commandite company
e) Joint stock company

f) Listed joint stock company
2. The firm was established (in any form) in:
3. The firm is the main income source of the fafly). Yes
4. Do you consider the firm to be a family busirfess  Yes

5. If YES, for what reason (what is the criticeyrg?
If NO, for what reason (what is the missing sign)?

6. Do you present the firm as a family business? esyY

7. Your opinions and remarks:

Thank you for your time.

No
No

No
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