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ABSTRACT

This study compared first, second, and third-generation family businesses in the United
States, Croatia, France, and India - countries with significant differences in cultures,
economies, levels of entrepreneurial activity, and family business demographics. Contrary to
much of the existing literature, the vesults indicate that owner-managers of all three
generational categories of family businesses, in all four countries, generally shared the same
managerial characteristics and practices. Implications for theory development and further

research are presented.

INTRODUCTION
Family businesses constitute a highly
important component of the American

business setting. An estimated 80 percent of
the total 15 million businesses within the
American economy are family businesses
(Carsrud, 1994; Kets de Vries, 1993). Family
businesses contribute 50 (McCann, Leon-
Guerrero & Haley, 1997) to 60 percent
(Bellet et al., 1995) of the total Gross
National Product, 50 percent of employment
(Morris, Williams, Allen, & Avila, 1997),
and have higher annual sales than non-family

businesses (Chaganti & Schneer, 1994).
Estimates classify 35 percent of Fortune 500
firms as family owned (Carsrud, 1994).
However, much of the family business
literature is non-quantitative and relatively
few articles have been published in broad-
based business journals (Dyer & Sanchez,
1998; Litz, 1997).

This article reports on an analysis of
generational issues in family businesses in
four significantly different countries: the
United States, Croatia. France, and India. It
investigates an especially limited segment of
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the literature, the study of similarities and
differences among first, second, and third-
generation family businesses, as was
suggested for further research by Morris et
al. (1997). Furthermore, this study adds to
the growing quantitative empirical body of
family business literature and expands family
business research beyond traditional
geographical venues to global comparisons,
as suggested by Hoy (2003).

More specifically, there are several important
contributions of this study and its findings.
Prior family business research has rarely
focused specifically on comparisons of first,
second, and third-generation firms. The few
investigations of this issue have generally
been conceptual, or otherwise qualitative, or
a tangential empirical analysis within a
larger family business study (Beckhard &
Dyer, 1983; Davis & Harveston, 1999; Dyer,
1988; Hershon, 1975; Schein, 1983). Perhaps
the most comparable prior research has been
with regard to possible stages of family firm
development. However, as will be further
discussed, this is a different focus than that
of generations, and here too, the body of
hterature is small. Thus, this study
constitutes ground-floor empirical invest-
igation of this specific issue and adds to the
limited existing and primarily qualitative
body of literature.

An improved understanding of these
generational similarities and differences
might direct and enable entrepreneurship,
small business, and family firm researchers
to better focus thetr future investigations and
theory development into these three
generational categories as separate entities;
might strengthen the effectiveness of
advisors, consultants, and others who assist
family firms by allowing them to
differentiate, as needed, between their first,
second, and third-generation family business
clients; and also might assist family business
owner-managers in their understanding and
self-analyses of their businesses.

A second important contribution of this
study is its cross-national comparison. As
will be discussed later in this article, most
prior family business research has focused

on North American firms, although family
business investigations in other countries
have increased in recent years. Still, we have
found no prior research specifically
comparing family firms in different
countries, especially those countries with
major differences in economies and/or
cultures. While, as also discussed later in this
article, there has been considerable analysis
of cross-national and cross-cultural issues in
the broader field of entrepreneurship, cross-
national and cross-cultural considerations of

Jamily business topics are in their infancy.

Thus, in this respect too, this study
constitutes ground-floor investigation and 1s
an early step in the development of this
segment of the literature.

Finally, as will be discussed later, the
findings of this study, with regard to
generational comparisons, provide data that
is contrary to the conclusions reached by
most of the limited previous conceptual and
empirical research. This raises questions
about these earlier conclusions and indicates
a need for further empirical research. And
our cross-national comparison findings, also
discussed later, also raise questions about
many of the established conclusions reached
in the literature on cross-national and cross-
cultural issues in entrepreneurship, in
particular with regard to the importance of
national  and  cultural  factors  on
entrepreneurship.

FOUNDATIONS IN PRIOR RESEARCH

Family Business as a field of study has
grown from modest beginnings to a
substantial conceptual and theoretical body
of knowledge at the start of the twenty-first
century. Prior to 1975, a few theorists, such
as Christensen (1953), Donnelley (1964),
and Levinson (1971), investigated family
firms, yet the field was largely neglected
(Lansberg, Perrow, & Rogolsky, 1988).
These early studies were generally
conceptual rather than empirical, with a
tocus on the more fundamental issues, such
as what makes a business a “family
business” or a “family firm” (the terms are
used interchangeably), the dynamics of
succession, intra-family  conflict, and
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consulting to such firms (Handler, 1989;
Sharma, Chrisman & Chua, 1997). In 1988,
with the launching of the journal Family
Business Review, the first and only scholarly
publication devoted specifically to family
business, the field reached a level of maturity
to foster a significant progression and
resulting body of research and findings.

Dyer and Sanchez’ (1998) thorough analysis
of all articles published in the first decade of
Family Business Review provides a clear
picture of recent directions in family
business research. In descending order, the
most frequent topics of articles published
during this period were: Interpersonal family
dynamics, Succession, Interpersonal business
dynamics, Business performance and
growth, Consulting to family firms, Gender
and ethnicity issues, Legal and fiscal issues,
and Estate issues. In terms of types of
articles published, Dyer and Sanchez found
that, over the decade analyzed, the
proportion of articles involving quantitative
research methodology increased, while
articles specifically describing the art of
helping family businesses declined.

It should be noted that, even with this
maturization of the field, a variety of
definitions of “family business” continue to
serve as the basis for the research and articles
within this body of literature (Littunen &
Hyrsky, 2000; Ward, 1986; Ward & Dolan,
1998). For the purposes of this study, a
family business is one in which family
members dominate the ownership and
management of a firm, and perceive their
business as a “family business.” Further-
more, this research study recognizes all first-
generation family firms as included in the
definition. This definition is consistent with
that of many prior studies (Chua, Chrisman
& Sharma, 1999; Dreux & Brown, 1999;
Gersick, Davis, Hampton & Lansberg, 1997
Litz, 1995).

First, Second, and Third Generation

This article reports on research that
investigates an aspect of family business,
which has generally been relegated to a
secondary or peripheral focus in past studies.

Specifically, as family firms move beyond
the first generation of family member
ownership and involvement in management,
do changes occur? If family firms involve a
system of 1) the family, 2) the individual
family members, and 3) the business unit,
how do generational changes in the system
components impact each other? Are there
significant  differences between  First-
Generation Family Firms (1GFFs), Second-
Generation Family Firms (2GFFs), and
Third-Generation Family Firms (3GFFs)?
And if there are significant differences, do
they extend to family businesses in other
countries? For this research, a 1GFF is
defined as a family-owned and managed
firm, with more than one family member
involved, but only of the first and founding
generation of the family. A 2GFF and a
3GFF are defined as firms in which the
second or third generations of the family are
also involved in the ownership and the
management of the company. In a 2GFF or
3GFF, the original founder(s) and/or other
members of earlier generations may be
retired from the firm or deceased; thus not all
(two or three) generations need be currently
participating. Furthermore, in a 2GFF or a
3GFF, the locus of managerial and family
primary leadership may be located at any
generational level. This working definition is
consistent with previous studies that dealt
with generational issues in family firms
(Beckhard & Dyer, 1983; Davis &
Harveston, 1999; Dyer, 1988; Hershon,
1975; Schein, 1983) and with definitional
issues (Handler, 1989; Kelly, Athanassiou, &
Crittenden, 2000). The existing literature
suggests a variety of possible differences
between first-generation and subsequent-
generation family firms, but most studies’
examinations of generational issues were
only a small or tangential part of a larger
focus on other or broader family firm issues,
and these studies were most frequently
limited to the United States or the United
Kingdom.

This focus on generations should be
compared with another focus within the
family business literature — a focus on

developmental issues or the stages of the
evolution of family business growth. For
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example, Gersick et al. (1997) present a
developmental model of four typical stages
in the growth of a family business, with
significant analysis of the characteristics of
the firm in each stage, and the implications
regarding effective management in each
stage. Others, such as Peiser and Wooten
(1983), focus on the /ife cycle changes in
family businesses. While this developmental
focus is important, these researchers admit to
the complexity of this focus and the resulting
models. In contrast, it is proposed that a
generational focus is a less complex way to
measure the development of a family
business and, therefore, a valid alternative
method, and it is furthermore proposed that
theory and future models based on
generations may be easier to use, especially
for family business owner-managers and
many of the consultants who assist such
firms.

The objective of this study was to examine
1GFFs, 2GFFs, and 3GFFs in a multi-factor,
multi-dimensional, and multi-national anal-
sis, building upon the more limited-focused
hypotheses, propositions, and findings of
previous researchers, and also to expand the
empirical body of family business research.
As discussed below, the existing literature
occasionally specifically compares first-
generation versus subsequent generation
family firms, but very rarely differentiates
between second, third, or further generations.
This study extends this limited theoretical
analysis further. If a 2GFF may differ from a
IGFF, then does a 3GFF differ from a 2GFF
mn the same manner and to a further degree?

Thus, the following hypotheses derive from
specific references in the family business
literature to generations (1GFFs versus
2GFFs, and occasionally 3GFFs) and
proposed  similarities and  differences
between them. Because of the relatively
limited prior research specifically focusing
on generational issues in family business, it
is important to recognize that these
hypotheses are based largely on previous
findings, rather than on established theories.

GENERATIONAL HYPOTHESES

Dyer (1988) found that 80 percent of 1GFFs
had a “paternalistic” management culture
and style, but that in succeeding generations,
more than two-thirds of these firms adapted a
“professional” style of management. “Patern-
listic” management was characterized by
hterarchical relationships, top management
control of power and authority, close
supervision, and distrust of outsiders.
“Professional” management involved the
inclusion, and sometimes the predominance,
of non-family managers in the firm.

McConaughy and Phillips (1999), studying

large  publicly-owned  founding-family-
controlled companies, concluded that
descendent-controlled firms were more

professionally run than were founder-
controlled firms. These writers postulate that
first-generation  family = managers are
entrepreneurs with the special technical or
business backgrounds necessary for the
creation of the business, but the founder’s
descendents face different challenges - to
maintain and enhance the business - and
these tasks may be better performed in a
more professional manner, ofien by non-
family members. Both Dyer (1988) and
McConaughy and Phillips (1999) found an
earlier basis in Schein (1983), who also
suggested that subsequent generations in
family firms tend to utilize more professional
forms of management.

It can be argued that the size of a family
business grows in subsequent generations
and that it is the size factor, rather than the
generation factor that influences the level of
“professionalism” in the management of a
family firm (and similarly influences many
of the other factors dealt with in the
following hypotheses). Clearly, as this and
other studies show, the size of a family
business tends to expand with subsequent
generations. It is not the intention of this
study to control for size, but rather to focus
on generations as a possible simple, yet
important measure by which to categorize
family businesses. Thus, the above findings
lead to:
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HI: Subsequent-Generation Family Firms
are more likelv than First-Generation
Family Firms to include non-family
members within top management.

(For this and the following hypotheses, this
phrasing means that 3GFFs are more likely
than 2GFFs, and 2GFFs are more likely than
1GFFs.)

Studying gender issues in family firms,
Nelton (1998) stated that daughters and
wives are rising to leadership positions in
family firms more frequently than in the
past, and that the occurrence of daughters
taking over businesses in traditionally male-
dominated industries is increasing rapidly.
Focusing on societal trends rather than
family firm generational issues, Cole (1997)
found the number of women in family
businesses increasing. More generally, U.S.
Census Bureau data showed women-owned
firms growing more rapidly than those
owned by men (Office of Advocacy, 2001).
While it might be argued that these societal
trends would impact family businesses
equally at all generational levels, Nelton’s
focus on daughters and succession more
strongly relates to the focus of this study.
Thus,

H2: Subsequent-Generation Family Firms
are more likely than First-Generation
Family Firms to have women family
members working in the firm.

Another aspect of family business behavior
is the distribution of decision-making
authority in the firm. As previously
discussed, Dyer (1988) found decision-
making to be more centralized in first-
generation family firms than in subsequent-
generation family firms. Aronoff (1998)
developed this suggestion further and
postulated that subsequent-generation family
firms are more likely to engage in team
management, with parents, children, and
siblings in the firm all having equality and
participative  involvement in important
decision-making, even if one family member
is still the nominal leader of the business.
Aronoff furthermore reported that 42 percent
of family businesses are considering co-

presidents for the next generation. This leads
to:

H3: Subsequent-Generation Family Firms
are more likely than First-Generation
Family Firms to wuse a ‘feam-
management " style of management.

As previously noted, interpersonal dynamics,
including conflict and disagreement among
family members, has been a major focus of
family firm research (Kellermanns &
Eddleston, 2004). Conflict can exist in first-
generation family firms, when siblings,
spouses, or other relatives participate in
management and/or ownership, and conflict
can also arise between members of different
generations in subsequent-generation family
firms. Beckhard and Dyer (1983) found that
conflict among family members increases
with the number of generations involved in
the firm. Conversely, Davis and Harveston
(1999, 2001) concluded that family member
conflict increased only moderately as firms
moved into the second-generation stage, but
there was a more sizable increase from
second to third-generation. This leads to:

H4: Subsequent-Generation Family Firms
are more likely than First-Generation
Family Firms to have conflict and
disagreement between family mem-
bers.

As also previously discussed, another major
focus of the literature on family firms has
been succession. The primary issues here
involve the difficulties founders have in
“letting go” and passing on the reins of
control and authority, the lack of preparation
for leadership next-generation family
members often receive, and thus, the need
for and importance of succession planning
(Davis, 1983; Handler, 1994; Upton & Heck,
1997). Dyer (1998) investigated “culture and
continuity” in family firms and the need for
firm founders to understand the effects of a
firm’s culture and that culture can either
constrain or facilitate successful family
succession. Fiegener and Prince (1994)
compared successor planning and develop-
ment in family and non-family firms, and
found that family firms favor more personal
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relationship-oriented forms of successor
development, while non-family firms utilize
more formal and task-oriented methods.
Building upon these and other studies of
succession in family firms, Stavrou (1998)
developed a conceptual model to explain
how next-generation family members are
chosen for successor management positions.
This model involves four factors which
define the context for succession: family,
business, personal, and market.

While these and other studies have dealt with
various aspects of succession, none have
specifically investigated succession planning
and practices in first-generation versus
subsequent-generation family firms. Still,
given that the importance of succession has
been well established and publicized and that
family firms often experience the trials of
succession as they move from one generation
to the next, it would be expected that
subsequent-generation family firms are more
likely to recognize and respond accordingly
to the importance of succession than are
first-generation family firms. Thus,

HS5: Subsequent-Generation Family Firms
are movre likely than First-Generation
Family Firms to have formulated
specific succession plans.

Several researchers of family firms have
postulated that as these firms age and/or
move into subsequent-generation family
management and ownership, they also
progress from one style of management to
another. Informal, subjective, and
paternalistic styles of leadership become
more formal, objective and “professional”
(Aronoff, 1998; Cole & Wolken, 1995;
Coleman & Carsky, 1999; Dyer, 1988;
Filbeck & Lee, 2000; McConaughy &
Phillips, 1999; Miller, McLeod & Oh, 2001;
Schein, 1983).

“Professional” management may involve the
following: a) the use of outside consultants,
advisors and professional services, b) more
time engaged iIn strategic management
activities, and c) the use of more sophis-
ticated financial management tools. These
conclusions lead to three hypotheses:

H6: Subsequent-Generation Family Firms
are more likely than First-Generation
Family Firms to use outside consult-
ants, advisors and professional serv-
ices.

H7: Subsequent-Generation Family Firms

spend more time engaging in stra-

tegic management activities than

First-Generation Family Firms.

HS: Subsequent-Generation Family Firms

are more likely than First-Generation

Family Firms to use sophisticated

methods of financial management.

Another issue of interest in the investigation
of family business 1s “generational shadow”
(Davis & Harveston, 1999). In a multi-
generation family firm, a generational
shadow shed by the founder may be cast
over the organization and the cntical
processes within it. In such a situation,
“succession” 1s considered incomplete, may
constrain  successors, and may have
dysfunctional effects on the performance of
the firm. Yet this “shadow” may also have
positive impact by providing a clear set of
values, direction, and standards for subse-
quent firm managers. Kelly et al. (2000)
similarly proposed that a family firm
founder’s “legacy centrality” will influence
the strategic behavior of succeeding
generations’ family member managers with
both positive and negative impact. Davis and
Harveston  (1999)  also  investigated
generational shadow, but reached mixed
conclusions regarding its impacts. If
“generational  shadow™ and  ‘“legacy
centrality” are valid components of the
family business system, then management in
both first-generation family firms (with the
founder in control) and in subsequent-
generation family firms (with the founder
having strong presence even if not actually
there) should be influenced by the objectives
and methods of the founder. Thus,

HY: Top management stvles and decisions
in  Subsequent-Generation  Family
Firms are neither more nor less likely
than in  First-Generation Family
Firms to be influenced by the original
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business objectives and methods of the
founder.

Family firms need not always be privately
owned. As they grow and/or move into
subsequent generational involvement,
opportunities and needs for “going public”
may arise. The family may not be able, or
may not choose, to provide sufficient
management or financial resources for
growth, and outsider ownership can resolve
this situation. And even publicly owned
companies can continue as “family
businesses,” if management or financial
control is maintained by the family.
McConaughy (1994) found that 20 percent
of the Business Week 1000 firms are family-
controlled, while Weber and Lavelle (2003)
report that one-third of S & P 500 companies
have founding families involved in
management. Thus,

H10: Subsequent-Generation Family Firms
are more likely than First-Generation
Family Firms to have considered
“going public.”

The capital structure decision is important
for family business (Romano, Tanewski &
Smyrnios, 2001). Following from the
preceding discussion, subsequent-generation
family firms may use equity financing rather
than debt financing, as they grow through the
sale of company stock. Cole and Wolken
(1995) and Coleman and Carsky (1999)
found that older and larger family firms use
more equity financing and less debt
financing than younger and smaller family
firms.

On the other hand, other researchers have
found that family businesses, and especially
first-generation ones, are reluctant to use
debt financing (Bork, Jaffe, Jane, Dashew, &
Heisler, 1996; Gersick et al., 1997). Thus,
with the literature pointing in both
directions:

H11: Subsequent-Generation Family Firms
are neither more nor less likelv than
First-Generation Family Firms to use
equity financing rather than debt
financing.

CROSS-NATIONAL ISSUES

Over the fifteen-year history of the Family
Business Review and in other venues for
reports on family firm research, most of this
research has focused on family businesses in
the United States, and sometimes Canada.
However, in recent years about ten to twenty
percent of FBR articles have been written by
non-North American researchers who have
drawn on examples or samples of family
firms in their own countries. And although
these articles have reporied on family
businesses in a variety of European and
Asian nations, there has been limited
discussion as to whether family businesses in
other countries may be significantly different
from their North American counterparts and
whether conclusions reached from such
studies may not be comparable with North
American-based findings and resulting
theories. Only very recently have a few
family business researchers postulated that
family businesses in other countries may be
different from those in the United States.
Morck and Yeung (2003) suggested that non-
economic benefits and rewards may be more
important to family business owners outside
of the United States and the United
Kingdom. They also propose that family
firms in the formerly planned economies of
Central and Eastern Europe may be different
from American and Western European
family businesses. Hoy (2003), in an analysis
of the current state of family business
scholarship, concluded that there is a need to
globalize this body of research.

Although there has been only a limited
number of empirical studies on the subject of
individual  country  characteristics and
culture, and their impact on entrepreneurship
(Hayton, George, & Zahra, 2002), such
characteristics and culture clearly have an
influence on the nature and performance of
entrepreneurship and small business in
general, particularly upon family businesses
(George & Zahra, 2002). It has been found
that entrepreneurial cognitions are distinct
from other types of business cognitions and
that, while such cognition universally exists,
it varies significantly from one country and
culture to another (Mitchell et al., 2002).

15

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



Journal of Small Business Strategy

Vol. 16, No. 1 Spring/Summer 2005

Other researchers have confirmed the
influence of national culture on entrepre-
neurial orientation and behavior, both at the
individual, aggregate, and corporate levels
(Ahlstrom & Bruton, 2002; Kreiser, Marino,
& Weaver, 2002; Marino, Strandholm,
Steensma, & Weaver, 2002). The Global
Entrepreneurship Monitor (GEM) summary
report lists “entrepreneurial activity” for 37
countries, with India and Thailand at the
high end of the scale with about 18
entrepreneurial persons per 100 in the labor
force, and Japan and Russia at the low end
with about 2 persons per 100 (Reynolds,
Bygrave, Autio, Cox, & Hay, 2002).

“Culture” is generally defined as a set of
shared values, beliefs, and expected
behaviors (Hayton, et al., 2002), while a
commonly used taxonomy of cultural/
entrepreneurial dimensions involves: 1)
individualism-collectivism, 2) uncertainly
avoidance, 3) power-distance, and 4)
masculinity-femininity (Hofstede, 1980).
And while “culture” and “nation” are
generally used interchangeably in most of
this research, Tan (2002) compared
Mainland Chinese, Chinese-Americans, and
Caucasian Americans and concluded that
“nation” has a greater impact on entrepre-
neurship than “culture.”

Given this lack of a solid theoretical base
regarding cross-national issues in family
business, this null hypothesis can be added to
the previously discussed generational
hypotheses:

H12: The findings for Hypotheses 1-11
derived from United States data will
not significantly differ from
findings derived from comparable
data ob-tained in other countries.

Country Comparisons

Data relating to Hypotheses 1-11 was
gathered in the United States, Croatia,
France and India. These four countries have
different  sized populations, different
cultures, different economic characteristics
and histories, and different GEM rates of
entrepreneurial activity (Croatia 3.6,

France = 3.2, India = 17.9, United States =
10.5). The following information may be of
value.

Croatia. In 1991, the Republic of Croatia
declared its independence from Yugoslavia
and is today a parliamentary democracy with
a population of about 4.4 million, about 57
percent of which is urban. Gross domestic
product was estimated to be $24.9 billion in
2000. Of a total 148,000 business enterprises
in Croatia, about 90,000 are one-person
operations, and another 54,000 are small
(annual sales of 2 million U.S. dollars or
less) (World Almanac, 2003). Family-
controlled businesses in Croatia have a long
history in the country, prior to the institution
of a socialist Yugoslavia following World
War 1I. Today, most family firms are single-
generation small businesses, oriented toward
autonomy, self-employment and stability.
Only since the 1991 independence have
growth-oriented family-controlled businesses
become a significant factor in the economy
(Denona & Karaman-Aksentijevic, 1995;
Galetic, 2002).

France. France has a population of about 60
million people. Seventy-five percent of the
population lives in urban areas. In 2000, the
gross domestic product was estimated at
$1.448 trillion (World Almanac, 2003).
Family-owned and controlled businesses in
France, called “patrimonial” businesses, play
a major role in the economy: 98 perceni of
companies with less than 100 employees, 7~
percent of those with 100 to 30ir:
employees, and 20 percent of those with oves:
3000 employees (Gattaz 2002; Lyagoubi,
2002; Mahérauit, 1999),

India. Home to one of the oldest civili-
zations in the world, Britain relinquished
control of the Indian subcontinent following
World War Il, and the Republic of India was
established in 1950. India has a population of
over one billion people and had an estimated
gross domestic product of $2.2 trillion in
2000 (World Almanac, 2003). The economy
consists of a large state sector with a number
of very large state enterprises, a relatively
small number of multinational companies,
and a large private sector. The private sector,
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with few exceptions, is controlled by
families who may or may not hold large
shareholdings in their companies. Thus, most
of the large Indian companies, though they
may be publicly traded, are controiled by
families, and their management succession 1s
generally maintained within the family.
Members of their boards of directors also
hold their positions at the pleasure of the
controlling family (Center for Monitoring
Indian Economy, 2003; Manicutty, 2000).

METHODS
Samples

In the United States, survey instruments were
randomly mailed or hand-delivered in 2001
to a variety of New York and Massachusetts
companies which had been identified as
family firms (primarily in listings of “family
businesses” in local business newspapers).
These surveys were addressed to the
presidents or CEOs of these companies, with
the instruction that the addressee complete
the survey, but only if they were an “owner-
manager” and if they viewed their firm as a
“family business”. There were 822 surveys
mailed or delivered; of these 272 were no
longer at the address or responded that they
were not family firms. (The survey
instrument included the question: “Do you
consider your company to be a family
business?” and the cover letter defined
“family members” as parents, children,
siblings, spouses, and other close relatives.)
A total of 149 usable returned surveys
provided a return rate of 27.1 percent. To
increase the sample size and to test for non-
response bias in the U.S., after a few months
a follow-up request for surveys was made,
and 12 more questionnaires were returned
and used for a total of 161, providing a final
return rate of 28.6 percent. An analysis of the
United States data alone was published by
Sonfield and Lussier (2002, 2004).

Because of varying difficulties in identifying
and contacting family businesses in the three
other countries, the survey methodologies
were different in each. This data collection
occurred in 2003 using the Sonfield and
Lussier (2002, 2004) survey instrument, but

it was translated into the local language by
experts as needed. In France and India, large
survey mailings to identified family
businesses were possible (France 800,
India 312), and net response rates for
France of 14.6 percent (n=116) and for India
of 13.6 percent (n=40) were obtained. In
Croatia, far fewer (70) family firms were
identifiable, but an intensive contact effort
by mail, telephone, and personal visit
resulted in a response rate of 71.4 percent
(n=50).

Identifying family firms from various listings
is consistent with that of other family
business researchers who have been
constrained by the lack of national databases
of family firms (Chua, et al., 1999; Teal,
Upton, & Seaman, 2003). This is an
acceptable sample size and response rate for
family business, as it has been reported that
62 percent of prior family business studies
included no sample at all or a sample with
less than 100 family businesses, and 66
percent of these were convenience samples
(Bird, Welsch, Astrachan & Pistrui, 2002).
In the top three small business or
entrepreneurship-oriented journals (Entre-
preneurship Theory and Practice, Journal of
Business Venturing, and Journal of Small
Business Management), around one-third of
the articles had a response rate of less than
25 percent (Dennis, 2003).

Measures

Dependent Variables. The dependent vari-
ables to test Hypotheses 1-11 were as
follows. (H1) Does the firm have non-family
managers?—the percentage of family to non-
family managers. (H2) The percentage of
male and female family members involved in
the operation of the firm. Hypotheses 3-10
were Likert interval scales of: “Describes our
fim”7 6 5 4 3 2 1 “Does not describe
our firm”. (H3) full family involvement in
decisions, (H4) level of family conflict, (H5)
formulation of succession plans, (H6) use of
outside advisors, (H7) long-range thinking
and decision-making, (H8) use of
sophisticated financial management tools,
(H9) influence of founder, and (HI0)
considering going public. (H11) The use of
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debt or equity financing was a nominal
measure of one or the other. Descriptive
statistical data included number of years the
firm was in business, the number of
employees, industry (product or service), and
form of ownership.

Independent Variable. The independent
variable for the first 11 hypotheses was the
number of generations involved in the
operations of the family business. The
nominal measure was one, two, or three or
more generations.

Analysis of Variance

Hypotheses 1-10 compared the dependent
variable among the three generations using
one-way ANOVA. Hypothesis 11, having
nominal measured variables, compared debt
to equity by generations using chi-square.
Hypothesis 12 was tested by comparing the
statistical results within and between the four
countries’ data for Hypotheses 1-11. Because
there were virtually no  significant
differences within countries (as discussed
below, the only differences were found in the
U.S. only. and only for succession planning
and for debt to equity financing) and because
no other differences were found between
countries, additional statistical tests were not
needed.

Control Variable Analysis of Covariance.
Analysis of covariance (ANCOVA) was
used to test for spurious relationships, i.e. the
variance in the dependent variables being
explained by a variable other than generation
(number of employees, service versus
manufacturing, years of operation, and legal
form of business).

Discriminant Analysis

In addition, discriminant analysis was run
with variables being reversed. The 11
dependent  variables were used as
independent variables to determine if they
could predict the dependent variable
generation. The descriptive statistical data
was also tested for differences among
generations.

RESULTS
Table 1 provides descriptive statistical
results for all four countries. From the

descriptive statistics, it can be seen that there
are both similarities and differences in the
characteristics of the family businesses
surveyed in the four countries. The United
States, France, and India are relatively
similar in the distribution of generational
categories, but Croatia, with its young
market economy, has few 3GFFs. Similarly,
Croatia’s sample family firms are younger
and have fewer employees. On the other
hand, in India the sample consisted mainly of
large privately-owned companies with many
employees, as such companies are a major
component of that country’s economy. The
variations between the countries, with regard
to legal form of ownership (corporation,
partnership, sole proprietorship), reflect the
differing legal contexts of the countries.

Because it is to be expected that 1GFFs,
2GFFs, and 3GFFs will differ in many ways
within and between countries (years in
business, number of employees, and form of
ownership), the total sample was controlled
for three other factors: all the surveyed firms
(regardless of generation) were family
businesses, the owner-manager company
president or CEQ completed the survey, and
there were no significant generational
differences with regard to type of business
(service versus manufacturing) (p = .331).
As discussed above and below, ANCOVA
was also run 1o control these variables.

Hypotheses ANOVA Testing

See Table 2 for the results of the hypotheses
tests. To conserve space in this table, the 11
hypotheses are denoted by summary phrases.
In the actual survey instrument, the questions
or statements used to collect the data were
more substantial.

ANCOVA Testing. As discussed previously,
to determine if spurious relationships exist,
ANCOVA analyses were run for each
hypothesis with regard to four control
variables: 1) number of employees, 2) years
in business, 3) service versus manufacturing
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Table 1 - Descriptive Statistics (N = 367)

Variable 1GFF 2GFF 3GFF Total
US.A. (n=161)
Generation (/% of N) 51/32% 60/37% 50/33% 161/100%
Years in business (mean) 13 34 67 40
Number of employees (mean) 51 228 310 201
Service (%) vs. 78% 71% 76% 74%
Manufacturing 22% 29% 24% 26%
Ownership (corporation %, 53% 78% 88% 73%
Partnership, 16% 10% 6% 11%
Sole proprietorship) 31% 12% 6% 16%
Croatia (n = 50)
Generation (n/% of N) 11/22% 35/70% 4/8% 50/100%
Years in business (mean) 8.5 12 34.5 13
Number of employees (mean) 14 15 9.5 14.5
Service (%) vs. 36% 49% 75% 48%
Product (%) 64% 51% 25% 52%
Ownership (Corporation %, 0% 0% 0% 0%
Partnership, 27% 9% 0% 22%
Sole proprietorship) 73% 91% 100% 88%
France (n=116)
Generation (n/% of N) 45/39% 38/33% 33/28% 116/100%
Years in business (mean) 24 45 78 46
Number of employees (mean) 53 103 118 88
Service (%) vs. 38% 47% 48% 44%
Product (%) 62% 53% 52% 56%
Ownership (Corporation %, 80% 80% 72% 78%
Partnership, 11% 14% 19% 14%
Sole proprietorship) 9% 6% 9% 8%
India (n = 40)
Generation (n/% of N) 9/23% 16/40% 15/37% 40/100%
Years in business (mean) 18 36 56 39
Number of employees (mean) 1438 5240 5396 4443
Service (%) vs. 0% 25% 20% 17%
Product (%) 100% 75% 80% 83%
Ownership (Corporation %, 100% 100% 100% 100%
Partnership, 0% 0% 0% 0%
Sole proprietorship) 0% 0% 0% 0%

businesses, and 4) legal form of ownership.
As expected, there was some covariance as

years in business and number of employees
increased with  generations. However,
increased years in business and number of
employees are logical events in subsequent
generations. But the ANCOVA testing found
no illogical or spurious relationships that
were inconsistent with the hypotheses and

should not influence the results of ANOVA
testing.

Discriminant Analysis Testing. The results
of the discriminant analysis also indicated a
lack of differences between generations, as
the hypotheses variables could not accurately
predict generation as a model in any of the
four countries.

19
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Table 2 - One-Way ANOVA Hypotheses Generation

Comparison by Country (N =367)

U.S.A. Croatia France India
Hypotheses (n=116) (n=50) (n=116) (n=40)
F/p F/p F/p F/p
1. Use of non-family members
i 5 % ; .56/.574 .20/.818 1.93/.149 | .82/.450

within top mgt (% non-family)

2. -Women lxily iestngees 255106 | 1.66/201 | .321/.726 | 1.88/.167
working in firm (% of women)

& I(J;el‘))f team-management style | ; g9/276 | 3.167051 | 012990 | .25/.781

4. Hyvingeosilictbesieen flly | o500 | aine | mzions. o] s0usei
members (7-1)

> Formulshon ol guesific 195,000 |2.82.070 |.98.377 | 1.29/.287
succession plans (7-1)

el e 5 183191 | 997379 | .55/576 | 27/.762
advisors, and prof. services (7-1)

1. Tios speiik 1 winiegic Mt 09/984 | 2.66/.081 | 1.97.145 | .14/.870
activity (7-1)

8. Useof sophisticated methods of | o 40/ 199 | 491653 | opacs- | L8760
financial mgt (7-1)

9. Degree of influence by original
business objective and methods | 1.66/.171 2.19/.123 | .93/.396 .26/.771
of the founder (7-1)

10. Consider going public (7-1) .993/.371 .33/.718 .17/.842 1.51/.233

11. Use of equity financing rather 28.92/.000 | .173/917 | 3.37/.186 | 1.20/.548
than debt (proportion)”

* Likert scales—Mean of Describes our firm 7 6 54 3 2 1 Does not describe our firm

® Chi-square, not F value

DISCUSSION

Clearly, much of the existing literature
findings regarding possible generational
differences among family firms is not
supported by this study. In most respects,
1GFFs, 2GFFs, and 3GFFs share the same
characteristics and behavior patterns in the
United States and in Croatia, France, and
India as well. Thus, these current findings do
not support the previous findings and
conclusions of Aronoff (1998), Beckhard
and Dyer (1983), Cole and Wolken (1995),
Coleman and Carsky (1999). Davis and

Harveston (1999, 2001), Dyer (1988).
Filbeck and Lee (2000), McConaughy and
Phillips (1999), Miller, et al. (2001), and
Schein (1983), all of whom found and/or
postulated generational differences among

family businesses (as discussed in detail in
the Generational Hypotheses section).

Similarly, these findings raise a question
with regard to much of the prior research on
cultural or national influences on
entrepreneurship (Ahlstrom & Bruton, 2002;
Geore & Zahra, 2002; Hayton, et al., 2002;
Kreiser, et al., 2002; Mitchell et al., 2002;
Marino, et al., 2002; Morck & Yeung, 2003;
Reynolds, et al., 2002), as discussed earlier
under Cross-National Issues. Do culture
and/or nation influence entrepreneurship, and
specifically family business, to the degree
that has been indicated by these researchers?

In support of the limited generational
findings of the earlier literature, only one
significant generational difference was found
and only in the United States - American
2GFFs and 3GFFs have formulated
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succession plans to a greater degree than
American 1GFFS; however 2GFFs and
3GFFs in that country do not differ in this
respect. An explanation for this latter finding
might be that the impetus for the formulation
of such plans arises as a | GFF moves toward
becoming a 2GFF, but once such a plan has
been developed (for the second generation),
owner-managers see no need to expand that
plan or develop further plans for the third
generation — the existing plan is sufficient.
However, the literature generally stresses the
importance of succession plans at every
generational level; thus such plans for the
second to third-generation transition would
be as important as for the first to second-
generation changeover.

Also in support of the literature, 1GFFs,
2GFFs, and 3GFFs 1n all four countries were
all equally influenced by the original
business objectives and methods of the
founder(s) of the firm. “Generational
Shadow” and *“Legacy Centrality”, as
promulgated in the literature, remain in force
beyond the first, and even the second
generation of a family firm. This finding 1s
consistent with the conclusions reached by
Davis and Harveston (1999), and Kelly, et
al., (2000) and Crittenden (2000) with regard
to this issue.

As for the use of debt versus equity funding,
it has been noted that the literature provides
mixed positions. This study found significant
generational differences only in the United
States. The study’s findings indicated that
while 40 percent of American 1GFFs used
equity funding more than debt funding, only
11 percent of 2GFFs did, and 33 percent of
3GFFs did. The finding that American
1GFFs use the least proportion of debt
financing might support Bork et al. (1996)
and Gersick et al. (1997). Yet the greater use
of equity financing by American 3GFFs than
by 2GFFs could be seen as in support of
Cole and Wolken (1995) and Coleman and
Carsky (1999). Furthermore, no significant
generational differences in debt versus equity
financing were found in Croatia, France, or
India. Clearly, further research on
generational issues and debt versus equity
financing is needed.

The similarities and differences in the
cultures, economies, and in the descriptive
statistics of the four countries have been
discussed above. Even though the
characteristics and demographics of family
businesses in these countries are at times
quite different, this analysis found broad
generational similarities in all four countries.
Perhaps the force of “familiness” and the
system of the family firm are stronger, even
in subsequent generations, than is the
influence of “mainstream” non-family-firm
forms of management thinking and behavior
and the additional influence of significantly
different national and cultural environments.

Limitations

As previously discussed, most prior studies’
examinations of generational issues were
only a small or tangential part of a larger
focus on other or broader family firm issues.
Thus, the hypotheses formulated for this
study were based on limited research
findings and conclusions. This lack of a
strong existing empirical-based research
literature is a limitation to this study, but it
also increases the importance of this study’s
empirical methodology and its findings.

Another limitation of this study is the modest
response rates and/or sample sizes in some of
the countries surveyed. Yet, response rates
and sample sizes are generally a problem and
limitation in survey studies of smaller
businesses, and especially so in countries
with less developed economies and/or less of
an existing history of small business
research. A recent study by Dennis (2003)
confirms this ongoing methodological
limitation in small business research and
concludes that varying or enhancing survey
techniques does not improve response rates.
Thus, this is a limitation of this study that
must be accepted.

Further Research

Clearly, these current findings indicate a
need for more focused and extensive analysis
of similarities and differences among first,
second, and third-generation family firms,
along with their managerial implications,
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both in the United States and in a variety of
other countries. Are there primarily
similarities or differences between 1GFFs,
2GFFs, and 3GFFs, and can conclusions
reached with regard to family businesses in
the United States also be reached for other
countries - for those similar and for those
different from the United States with regard
to economy, culture, national characteristics,
entrepreneurial cognition, and the nature of
family businesses? Further research is also
needed to clarify both the differences and
overlaps between issues of family firm
generations versus stages and the advantages
and disadvantages of each of these focuses,
along with their respective potential resultant
theories and models.

Furthermore, this issue is important because
both those who research and those who assist
family firms need to know whether it is
necessary and/or valuable to differentiate
between generational categories within the
total population of such firms. Are there
siznificant differences, and do they in turn
require that different forms of assistance will
be most effective for first-generation versus
second-generation versus third-generation
family firms? And do the generational
similarities or differences apply in other
countries and for those who research and/or
assist family firms in these countries?

Finally, a better understanding of the factor
of generational categonization of family
businesses, within and between countries,
might be of benefit to the owner-managers of
such businesses. While it might be difficult
for an owner-manager to identify the
developmental stage of his or her family
business, or to analyze his or her firm with
regard to some of the other issues raised in
the academic literature in family business, an
owner-manager can certainly categorize his
or her business by generation. If future
research results in a significant body of
theory and managerial implications based on
generation and/or by nation/culture, then this
might enable family business owner-
managers in various nations to make better
operational and strategic decisions on their
own, when the intervention of professional
assistance 1s not available.
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