
 

 

  
Abstract—The relationship between family control and financial 

performance of firms has been subject to numerous studies in the past 
literature. However, the academic literature has been particularly 
silent on family business issues in the countries of the former Eastern 
Bloc in Europe. This study aims to fill the gap in the past quantitative 
research focused on Czech family business firms and reflects the need 
for reasons explaining the differences between family and non-family 
firms. Based on a review of literature and semi-structured interviews 
with family firm founders and employees, we summarize the main 
advantages and disadvantages of family control over firms in the 
Czech Republic and propose measures to prevent failure of family 
firms including succession issues. We also identified multiple gaps in 
contemporary family business research. 
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I. INTRODUCTION 
amily firms, their particularities and differences from non-
family businesses have received considerable academic 

attention especially in the last three decades. According to 
various estimates, they represent a major part of economies in 
developed as well as developing countries. Family business 
research has been focused on family business definition, 
performance gaps between family and non-family firms, but 
also on social and psychological aspects of family firms. 
However, the academic literature has been particularly silent 
on family business issues in the countries of the former Eastern 
Bloc in Europe (Czech Republic, Slovakia, Poland, Hungary, 
among others). 
 Several quantitative studies have already been carried out, 
finding differences between family and non-family firms. 
However, it is also necessary to ask the “why” and “how” 
questions. Such kind of empirical investigation requires 
adopting a qualitative approach.   
 This article is based on semi-structures interviews with 
family firm founders and employees, including the family and 
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non-family ones. The research questions we ask are: What are 
the main advantages and disadvantages of family control over 
a firm? What measures can be proposed to avoid distress of 
family firms? At what are the main challenges for future 
research?  

 The article is organized in the following manner: first, a 
review of related literature is carried out. Then, we introduce 
the methods we use to explore the above-mentioned research 
questions. Subsequently, a discussion is presented to explain 
the major findings and provide concluding remarks. 

II. LITERATURE REVIEW 
The importance of family business as an academic discipline 

is due to the high number of family firms, which account for a 
major share of economies around the world [1]. The literature 
review presented in this article is focused on the following 
topics: the definition of family firms, differences between 
family and non-family firms, and current empirical findings on 
family firms in the Czech Republic. 

A. Definition of Family Firms 
A whole lot of possible definitions can be found in the past 

literature. They can be divided into “essence” and 
“involvement” criteria [2]. 

The “essence” approach includes the “intention for 
succession”, self-identification as a family business, or 
behavioural aspects (“familiness”) as distinguishing factors of 
family firms ([3]; [4]) .Obviously, it is quite difficult to treat 
such definitions in a quantitative manner. Perhaps this is one 
of the reasons that the other class of definitions, “involvement 
criteria”, are prevailing in the academic literature [2]. Such 
criteria deal with the involvement of family in different areas 
of control over a company. 

Despite the fact that there is no consensus on what defines a 
family firm, almost all “involvement” criteria include three 
dimensions of family control [2]:  

1. one or several families hold a significant part of the share 
capital; 

2. family members retain significant control over the 
company, which depends on the distribution of capital 
and voting rights among nonfamily shareholders, with 
possible statutory or legal restrictions;  

3. family members hold top management and/or supervisory 
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board positions. 
The debate on whether “involvement” criteria are sufficient 

or they should be accompanied by “essence” criteria is still 
open and will deserve academic attention in the future. It 
should also be noted that neither the “essence” nor the 
“involvement” define what actually constitutes a family. It is 
still not clear whether the family includes the nuclear family, 
extended family or segment of the extended family. In Table 1, 
we present the overview of De Massis et al. [2] of recurring 
criteria used to define a family business in past studies (until 
2012). Obviously, the “involvement” criteria have been by far 
more prevalent than other criteria. 

 
Table 1: Criteria used to define a family business 

Definitional criterion Frequency (%) 
Ownership 79% 
Management 53% 
Directorship 28% 
Self-identification 15% 
Multiple generations 9% 
Intra-family succession intention 7% 

Source: Adopted from De Massis et al. [2]. 
 

B. Differences between Family and Non-Family Firms 
The past research recognizes that firm-value maximization is 

not the only goal of family companies [5]. There exists a 
number of other, family-centered goals [6], such as wealth 
creation, maintaining socio-emotional wealth [7] and family 
harmony, as well as providing employment to family members. 
Besides having different goals, family firms have also been 
found to be different in terms of long-term orientation (the 
intention of family business owners to preserve the family 
inheritance for its transmission to following generations [8].  

While a large number of past studies found superior 
financial performance of family businesses compared to non-
family ones (e.g. [9]), other authors, such as O'Boyle et al. [10] 
found no significant main effects. According to a recent study, 
there exists an economically weak, albeit statistically 
significant, superior performance compared to non-family 
firms [11]. Besides different goals, performance differences 
are often explained by agency costs reduction. Since the 
interests of owners and hired managers are different, managers 
may act in order to maximize their own utilities instead of 
those of the shareholders [12]. This ambiguity can be 
mitigated in the case of family firms. However, other authors 
suggest that with family altruism and conflict between majority 
and minority shareholders, principal conflict can exist, 
offsetting advantages. 

C. Family Businesses in the Czech Republic 
The history of Czech family firms has never been 

summarized in detail. The industrial revolution resulted in the 
emergence of many manufacturing firms that remained in the 
control of family after the death of the founder, such as the 
manufacturing firms of herbal liquor Becher, furniture 

manufacturer Thonet, piano manufacturer Petrof, or shoe 
manufacturer Baťa. After the collapse of the Austro-Hungarian 
Empire, Czech family firms started to develop rapidly [13] and 
became the backbone of the Czech economy. After the World 
War II, the leadership was taken over by the communist party, 
which resulted in nationalization of Czech family firms, and 
liquidation of entrepreneurship and private ownership in 
general. 40 years later, the fall of the Iron Curtain in 1989 
represented an important milestone, since private ownership 
was re-established and restituted. However, family firms had 
to deal with issued related to economic transformation: 
economic crime, bad legal environment, inefficient financial 
sector, bad work ethic, insufficient competitiveness and 
obsolete technologies. 

Czech family businesses have been recently getting a topic of 
interest especially due to “succession issues”. While by the 
beginning of nineties we could hardly speak of any family 
businesses, more than 25 years later it is quite common that 
owners already have transferred their businesses to their heirs 
or have at least started considering it. From this viewpoint, the 
situation in the Czech Republic is no different from the 
situation of family businesses in other developed European 
countries. 

Czech family businesses have received academic attention 
only recently and deeper understanding of their nature and 
significance is still missing. There are no official statistics and 
only few educational programs and consulting services for 
family firms. 

Family businesses been addressed especially by non-
academic press. In 2008, Czech authors Koráb et al. [14] 
published a book focused on family business. An overview of 
50 largest Czech family firms has been published by Forbes in 
2014 [15]. According to a recent survey, Czech family firms 
are seen positively and are associated with tradition and 
quality [16].  

It is estimated that Czech family firms do not differ 
significantly from non-family firms in terms of industry 
affiliation [17]. Most of them operate in the manufacturing 
sector where they have been found to be better performing 
than non-family firms [18]. A matched-pair investigation of 
Czech family and non-family businesses has been carried out 
with a sample of large and medium-sized companies [19] 
finding that Czech family firms were performing better in 
terms of profitability. They have also found to carry less debt 
and to keep more short-term capital [20]. These recent studies, 
rather quantitative in nature, however lack the answers to the 
“why” and “how” questions. This represents a research gap, 
which is the subject of interest of this article. 

III. METHODS 
In order to explore the main advantages and disadvantages 

of family firms, and to propose measures to avoid distress of 
family firms, we adopted a qualitative approach. We used 
semi-structured individual and group interviews with family 
firm founders and employees, including non-family members. 
Such approach enables searching for explanations in an open 
and confidential way. The interviews had the format of open 
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questions, which allows for asking of follow up questions to 
dig more into detail. The research has been carried out in six 
Czech family firms [21]. The questions were focused on the 
following issues: 

• What advantages and disadvantages of family firms do 
the respondents see? 

• Will family firm owners prefer family employees over 
non-family employees? 

• What are the main threats of family control? 
• Is there any particular need of government support? 

 
While six managers were interviewed individually, the 

regular employees (14 of them, including family and non-
family members) have been interviewed in groups. We 
decided to choose family firms from various industries 
(accounting, auditing, tax advisory, wholesale, entertainment, 
and travel) in order to gain a broader view on the topic of 
interest. While it is clear that the qualitative research does not 
allow for generalizing the results, it is necessary to collect and 
develop ideas and explanations that cannot be provided by 
quantitative surveys. 

IV. RESULTS AND DISCUSSION 
Since the record of interviews is long, we do not state the 

full answers, but instead we provide the main findings from the 
interviews and confront them with prior research in the domain 
of family business. 

A. Advantages of Family Firms 
Based on the interviews, it seems that family firms are long-

term oriented and care about the future. This is supported by 
prior research [1]. This is associated with a possible greater 
stability: even in the bad times, family ties keep their firm 
running, which can be seen as a “pillow” that non-family firms 
lack. Stability of family firms in a more general perspective, 
especially in terms of income and revenue stability, has been 
reported by multiple researches such as Lee [23]. However, 
stability and change are sometimes considered to be in a trade-
off relationship [24]. Aversion to change can possibly limit the 
opportunities of growth, which has been reported by some 
researchers [25]. 

Another aspect of stability mentioned by the respondents was 
a lower fluctuation of employees. This is also consistent with 
prior literature, which reports lower rotation of employees, 
positive employment atmosphere and unwillingness to fire 
employees during the times of crisis. A better working 
environment was also reported by the respondents in our 
interviews, even by nonfamily employees. 

Terms such as trust and friendship have been frequently 
mentioned. While they contribute to a better working 
atmosphere, they are also associated with another advantage of 
family firms mentioned by the interviewees, which is the fact 
that family ties reduce delinquency and crime. This is also 
consistent with prior research [26]. 
 Another advantage of family firms mentioned by the 
respondents is the fact that family owners are more willing to 
share knowledge and know-how with their employees. This 

can be seen as a better dissemination of knowledge (both 
formal and tacit knowledge) within family firms. This 
advantage is obvious but has not received much academic 
attention so far.  
 Family films also enjoy a positive reputation in terms of 
quality and tradition [16], which can positively affect the 
demand for their products and services. 

B. Disadvantages of Family Firms 
Conflicts seem to be one of the major drawbacks of family 

entrepreneurship. While all companies have to deal with 
interpersonal dynamics, family involvement introduces an 
additional source of complexity [27]. Conflicts can emerge 
between husband and wife, as well as between parents and 
children, between siblings, or between family and non-family 
employees.  

The first kind of conflicts can emerge between parents and 
their ancestors, and perhaps even often between fathers and 
sons. In particular, parents and children can have different 
opinions about leadership and operational tasks (they are 
supposed to have different opinions and attitudes in general). 
According to our interviews, children may consider their 
parents old-fashioned, while parents must be ready to admit 
that their children can perform better, have a better knowledge 
of current trends in technology, fashion, society, etc. The 
respondents also mentioned that parents may have too high 
expectations: children will possibly not be as good as their 
parents expect them to be. Indeed, control by heirs has been 
often associated by a lower profitability or growth in the past 
literature [28]. 

Conflicts may also arise between siblings (especially due to 
unequal emotional and material treatment), where a possible 
competition between siblings may occur, and between family 
and non-family members – in particular, non-family employees 
may see negatively parents who give preferential treatment to 
their children, or favoritism granted to relatives (nepotism). 

Conflicts between spouses (husband and wife) but also 
between generations can be due to the lack of separation of 
work and family: bringing home work-related problems, lack 
of boundaries between work and family, and working “24h a 
day”. Such kind of conflicts have been frequently reported by 
the literature [29]. Another frequently mentioned source of 
conflicts is having no hiding place at home and no possibility 
of being alone, too much togetherness [30]. 

The respondents also mentioned that family firm managers 
cannot afford to be too strict when dealing with their children 
or spouses. Unpleasant things are not easy to tell when dealing 
with own family members. Gustaffson and Norgen [32] 
mentioned that too strict policies or policies that entirely 
prevented family ties within the company could harm the 
company’s way to success in the long run. Such problems can 
emerge in the case of autocratic leadership style of the family 
firm founder [33]. However, the question how to balance 
authority and family ties has not been much discussed in the 
past research. 

Besides conflicts between family members and possible 
nepotism, there are other disadvantages seen by the 
interviewees. Because of emotional ties, a distress of a family 
firm can have a negative causal impact on the whole family. 
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This, together with the fear of losing control over family firm, 
may represent one of the sources of the large risk-aversion of 
family firms frequently reported in the past literature, which is 
usually accompanied by a reduced level of debt [20] and 
possibly a greater liquidity. However, according to some 
authors, such risk-aversion can be easily turned into risk-
willing when the risk of losing control of a family over its firm 
is too high [31]. 

C. How to Prevent Distress of Family Firms 
Possible government support may include, among others, 

introducing more flexible working hours, job sharing, but also 
reducing inheritance taxes, supporting start-ups, or providing 
easier access to long-term financing. Surprisingly, the 
respondents did not mention any particular need of state 
support. At the same time, the challenges perceived by family 
firm managers did not differ at all from challenges that non-
family firms are currently facing (globalization, 
internationalization, slower economic growth, etc.) At the 
same time, their desires are the same as those of non-family 
firms (simple and stable regulatory environment, low interest 
rates, flexible labor market, investment in infrastructure, etc.) 
From this perspective, it is questionable whether the 
government should take any measures to favor or support 
family firms.  

However, based on the presented discussion, opinions and 
suggestions of our respondents, it is possible to formulate 
certain managerial implications to avoid distress of family 
firms and improve their performance while keeping the family 
and company together. 

Cooperation on a common goal and willingness to 
participate is the basic prerequisite of family business success. 
Parents must be ready to admit that their children can perform 
better, and find the right time of succession. 

Succession is a critical point in a family business lifecycle. 
This moment should occur before the founder’s death, which is 
a basic prerequisite of knowledge and know-how sharing. 
Management shouldn’t be transferred directly. Instead, 
children should first start to work in regular positions 
(accounting, marketing) to learn how the business works. 
Ancestor have to deserve the management roles and learn 
enough skills prior to taking over management. Besides 
obtaining the necessary knowledge and skills, children also 
must be interested and motivated to work in the family firm. If 
these conditions are unmet, the performance of a family firm is 
likely to decrease. 

Nepotism has to be avoided. Parents should be neither too 
tolerant nor too autocratic. Surprisingly, requirements on 
family members are sometimes stricter than those on non-
family members. At the same time, emotional support and 
knowledge sharing can improve performance of both family 
and non-family employees. 

To avoid conflicts and envy, a clear division of roles is 
necessary. One possible way to do so it is to divide a company 
into multiple units, or assign to every successor a precisely 
defined role. Attributing equal shares on ownership to children 
can also prevent envy, but requires that all children are 
actually willing to participate on the company management. If 

some children don’t want to continue the business, but their 
siblings do, it is necessary to find a way to compensate them. 

V. CONCLUSION 
The academic literature has been particularly silent on 

issues of family business in the countries of the former Eastern 
Bloc. Despite the fact that the long-term tradition of family 
business in the Czech lands has been interrupted by the 
nationalization of private ownership after the World War II, 
after some 25 years after the fall of the Iron Curtain, many 
successful family businesses have emerged or been re-
established, such as Metalimex, Kofola, Baťa, Koh-i-noor, or 
Petrof.  

A few studies carried out in the past found that Czech family 
firms are financially different from their non-family 
counterparts. While quantitative research is suitable for 
investigating the differences between family and non-family 
firms, a qualitative approach is necessary to find the answers 
to “how” and “why” questions. This article was based on 
individual and group interviews with owners, employees and 
non-family members of six Czech family firms operating in 
various industries.  

We presented the main advantages and disadvantages of 
family firms, and the ways how to prevent nepotism, conflicts 
and to prepare conditions for a successful succession of a 
family firm to the following generation. The findings have 
been confronted with existing empirical findings. Surprisingly, 
family firm managers didn’t perceive any particular need for 
government support. 

The research also identified research gaps, which deserve 
more academic attention. In particular, the future research 
should focus on the following question: How exactly is 
knowledge and know-how disseminated in family firms and 
how does this process differ from non-family firms? How to 
improve leadership in order to avoid damaging family ties 
while being strict enough? And how to compensate children 
who don’t want to participate in the family firm in order to 
prevent envy and conflicts with their siblings? 

REFERENCES   
 
[1] N. Kachaner, G. Stalk, and A. Bloch, “What you can learn from family 

business,” Harvard Business Review, vol. 90, no. 11, pp. 102-106, Nov. 
2012. 

[2] A. Massis de, P. Sharma, J. H. Chua,  and  J. J. Chrisman, Family 
Business Studies – an annotated bibliography. Cheltenham, UK: 
Edward Elgar Publishing, 2012.  

[3] J. H. Chua, J. J. Chrisman, and  P. Sharma, “Defining the family 
business by behavior,”  Entrepreneurship theory and practice, vol. 23, 
pp. 19-40. , Dec. 1999. 

[4] T. G. Habbershon, and M. Williams, “A resource-based framework for 
assessing the strategic advantages of family firms,” Family Business 
Review, vol. 12, no. 1, pp. 1–25, March 1999. 

[5] P. Sharma, J. J. Chrisman, and J. H. Chua, A Review and Annotated 
Bibliography of Family Business Studies. Assinippi Park, Norwell, MA: 
Kluwer Academic Publishers, 1996. 

[6] K. Stafford, K. A.Duncan, S. Dane, and M. Winter, “A research model 
of sustainable family businesses,” Family Business Review, vol. 12, no. 
3, pp. 197-208, Sept. 1999. 

Mathematical Models and Computational Methods

ISBN: 978-1-61804-350-4 169



 

 

[7] P. Berrone, C. Cruz, L. R. Gomez-Mejia, “Socioemotional Wealth in 
Family Firms: Theoretical Dimensions, Assessment Approaches, and 
Agenda for Future Research,” Family Business Review, vol. 25, no. 3, 
pp. 258-279, Sept. 2012. 

[8] H. S. James, “Owner as manager, extended horizons and the family 
firm,” International Journal of the Economics of Business, vol. 6, no. 1, 
pp. 41–55, 1999. 

[9] R. Anderson, and D. Reeb, “Founding family ownership and firm 
performance: Evidence from the S&P 500,” Journal of Finance, vol. 58, 
no. 3, pp. 1301–1328, June 2003. 

[10] E. H. O'Boyle, J. M. Pollack, and M. W. Rutherford, “Exploring the 
relation between family involvement and firms' financial performance: 
A meta-analysis of main and moderator effects,” Journal of Business 
Venturing, vol. 27, no. 1, pp. 1-18, Jan. 2012. 

[11] D. Wagner, J. H. Block, D. Miller, Ch. Schwens, G. Xi, “A meta-
analysis of the financial performance of family firms: Another attempt,” 
Journal of Family Business Strategy, vol. 6, no. 1, pp. 3-13, March 
2015. 

[12] E. F. Fama, and M. C. Jensen, “Separation of ownership and control,” 
Journal of Law and Economic, vol. 26, pp. 301–326, June 1983. 

[13] A. Hanzelková, “Re-establishing Traditional Czech Family Businesses,” 
Ph.D. dissertation thesis. School of Business and Economics, University 
of Jyväskylä, 2004. 

[14] V. Koráb, A. Hanzelková, and M. Mihalisko, Rodinné podnikání. Brno: 
Computer Press, 2008. 

[15] Mašek, J. et al. 50 největších rodinných firem. Forbes, 05/2014. 
[16] UnicreditBank (2015, April 29). Chuť malých a středních firem 

investovat roste, průměrný úvěr dosahuje 6 milionů korun. [Online]. 
Available: https://www.unicreditbank.cz/web/novinky/chut-malych-a-
strednich-firem-investovat-roste-prumerny-uver-dosahuje-6-milionu-
korun. 

[17] J. Hnilica, O. Machek, and M. Hanuška, “The Significance and Profile 
of Large and Medium- Sized Family Businesses in the Czech Republic,” 
in Proc. Managing and Modelling of Financial Risks. 7th International 
Scientific Conference, 8. – 9. 9. 2014, Ostrava, 2014, pp. 256-264. 

[18] O. Machek, J. Hnilica, and D. Kolouchová, “The Impact of Family 
Control on Profitability, Leverage and Liquidity: Evidence from the 
Czech Manufacturing Industry,” in Proc. of the 7th International 
Scientific Conference Finance and Performance of Firms in Science, 
Education and Practice, 23. – 24. 4. 2015. Zlín, 2015, pp. 883-892.  

[19] O. Machek and J. Hnilica, “Evaluating the Impact of Family Presence in 
Ownership and Management on Financial Performance of Firms Using 
Matched-Pair Investigation,” Politická ekonomie, vol. 63, no. 3, pp. 
347-362, 2015. 

[20] O. Machek and J. Hnilica, “The Relationship between Capital Structure 
and Family Control: Evidence from the Czech Republic,” International 
Journal of Economics and Statistics, vol. 3, no. 1, pp. 9-14, 2015. 

[21] P. Votavová,  “The issue of family business in Czech Republic,” 
Bachelor thesis. Prague: University of Economics, Prague, 2015. 

[22] D. Miller and I. Le Breton-Miller, Managing for the Long Run: Lessons 
in Competitive Advantage from Great Family Businesses. Boston: 
Harvard Business Press, 2005. 

[23] J. Lee, “Family Firm Performance: Further Evidence,” Family Business 
Review, vol. 19, no. 2, pp. 103–114, 2006. 

[24] P. Poutziouris, K. Smyrnios, K., and S. Klein, Handbook of research on 
family business. Edward Elgar Publishing, 2008. 

[25] C. M. Daily, and M. J. Dollinger, “An Empirical Examination of 
Ownership Structure in Family and Professionally Managed Firms,” 
Family Business Review, vol. 5, no. 2, pp. 117–136, 1992. 

[26] J. P. Wright, F. T. Cullen, and J. T. Miller, “Family social capital and 
delinquent involvement”, Journal of Criminal Justice, vol. 29, no. 1, 
pp. 1–9, 2001. 

[27] R. K. Mitchell, E. A. Morse, and P. Sharma, “The transacting cognitions 
of nonfamily employees in the family businesses setting”, Journal of 
Business Venturing, vol. 18, no. 4, pp. 533-551, 2003. 

[28] M. Bennedsen, K. M. Nielsen, F. Perez-Gonzalez, and D. Wolfenzon, 
“Inside the Family Firm: The Role of Families in Succession Decisions 
and Performance,” The Quarterly Journal of Economics, vol. 122, no. 
2, pp. 647–691, 2007. 

[29] K. Gersick, J. Davis, M. Hampton, and L. Lansberg, Generation to 
Generation: Life Cycles of the Family Business. Boston, MA: Harvard 
Business Press, 1997. 

[30] J. A. Cox, K. K. Moore, P. M. Van Auken, “Working Couples in Small 
Business,” Journal of Small Business Management, vol. 22, no. 4, pp. 
24-30, 1984. 

[31] L. R. Gómez-Mejía, K. T. Haynes, M. Núñez-Nickel, K. J. Jacobson, 
and K. Moyano-Fuentes, “Socioemotional wealth and business risks in 
family-controlled firms: Evidence from Spanish olive oil mills,” 
Administrative science quarterly, vol. 52, no. 1, pp. 106-137, 2007. 

[32] C. Gustafsson, H. Norgren, Nepotism perceived by managersin 
northern Sweden: An explorative study on attitudes towards 
nepotismand its usage. Umea: Umeå School of Business and 
Economics, 2014. 

[33] M. Ram, R. Holliday, “Relative merits: Family culture and kinship in 
small firms,” Sociology, vol. 27 no. 4, pp. 629-648, 1993. 

 
 
 
 
 

Mathematical Models and Computational Methods

ISBN: 978-1-61804-350-4 170




