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The entrepreneurial behaviour of family businesses plays a significant role in boosting
economic development in every country. As one of the largest economies in the world,
China’s phenomenal economic growth has attracted scholarly interest in family businesses
throughout the 21st Century. Scholars have recognized the complexity of such firms, since
these are at the intersection of family and business institutions, which exert different
influences on the behaviour of family businesses. In particular, the way that these
influences impact on entrepreneurial behaviour is dependent on the context. This thesis
argues that the interaction of three levels of context - macro, meso and micro - is relevant
to fully appreciate the impact of different institutions in different contexts. The extant
research on family businesses and entrepreneurial behaviour in developed economies has
mainly focused on the influence of formal institutions on entrepreneurial behaviour.
However, when considering the impact of macro institutions on the entrepreneurial
behaviour in transition economies such as China, there is a theoretical and empirical gap.
Furthermore, due to the formal institutional voids in such a context, informal institutions
play a significant role in influencing organizational behaviour, particularly in terms of the
country’s macro-culture. To date, research on informal institutions affecting the
entrepreneurial behaviour of family firms in China is scarce. There are both theoretical and
empirical gaps, which this thesis aims to address. Furthermore, the heterogeneity of family

businesses has been acknowledged in recent scholarly discourse, with findings highlighting



the varying impact of institutions on the entrepreneurial behaviour of family businesses in
the same context. The thesis argues that there are theoretical and empirical gaps in
understanding how specific institutional logics, such as family and business logics, impact
on the entrepreneurial behaviour of family businesses in a given context such as China.
Moreover, findings from the existing studies carried out in developed economies are
inconclusive, particularly with regard to whether these institutional logics are
complementary or conflicting between family and business systems, if they inherently
exist at an organizational level and are observable by individuals. According to paradox
scholars, tensions can remain latent until changing environmental conditions render them
salient. Yet, when considering the impact of contradictions on family and business
systems, there are theoretical and empirical gaps in understanding how specific tensions

emerge from family businesses in a given context such as China.

Given the exploratory nature of the thesis, the social constructivism research approach was
adopted to explore how institutions impact on the entrepreneurial behaviour of family
businesses in China, focusing on three levels of analysis: macro, meso and micro. The
empirical work consisted of multi-case study analysis, based on 56 interviews with family
business owners situated on the East coast of China. The research findings reveal that (a) at
the macro-institutional level, national cultural aspects inform different types of social
networks, which in turn generate various types of social capital that facilitate or constrain
entrepreneurial behaviour; (b) at a meso-organizational level, the founding structure has an
imprinting effect on the dominant logics in family businesses, and exerts long-lasting
influence on subsequent entrepreneurial behaviour; and (c) at the micro-individual level,
the tensions between family and business may only exist in a latent state and subsequently
become salient through individual sense-making under conditions of institutional
complexity. This thesis contributes new theoretical and empirical insights to the theory of
entrepreneurship and family businesses with a focus on China, accounting for (1) the
hierarchical order of informal institutions in China and their influence on the formation of
social capital in family businesses; (2) the influence of heterogeneity in the initial set-up of
family businesses in China and concomitant influence of the macro-culture and interplay
of institutional logics; and (3) the dynamic institutional changes in a transition economy

such as China and influence on how individuals frame tensions within family businesses.
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Definitions and Abbreviations

OECD

CCP

WTO

SAIC

GFBS

OCP

SEW

SF

CF

The Organisation for Economic Co-operation and Development is
an intergovernmental economic organization with 36 member
countries, founded in 1961 to stimulate economic progress and

world trade.
Chinese Communist Party
World Trade Organization

State Administration for Industry and Commerce of the People’s

Republic of China
Global Family Business Survey

China's one-child policy was part of a birth-planning programme
designed to control the size of its population. It was introduced in
1979 after a decade-long two-child policy, and modified in the mid-
1980s to allow rural parents a second child if the first-born was a
daughter, and lasted three more decades before being eliminated at
the end of 2015.

Socio-emotional wealth: “the utilities family-owners derive from the

non-economic aspects of the business” (Gomez-Mejia et al., 2007).
Family businesses founded by individuals.

Family businesses founded by married couples.

Xi






Chapter 1

Chapter 1. Introduction and Overview

1.1 Research Context

Since the iconic work published by Schumpeter in 1934, entrepreneurship, namely the
creation of new businesses, has been deemed the main driver of economic development in
virtually all countries (Pistrui et al., 2001). Empirically, there is much evidence showing
that entrepreneurship has a positive impact on economic growth in various contexts such as
the US (Acs and Armington, 2004), Europe (Audretsch and Keilbach, 2004), post-socialist
Eastern Europe (Berkowitz and De Jong, 2005; McMillan and Woodruff, 2002) and
OECD! countries (Carree and Thurik, 2008). As one of the largest economies, and the
biggest transition economy in the world of today, there is no doubt that entrepreneurship
has played a central role in China’s tremendous economic growth during the past three
decades (Ahlstrom and Ding, 2014; Li et al., 2012; McMillan and Woodruff, 2002; Tsui et
al., 2006). Scholarly attention has been slowly accumulating on the entrepreneurship
development process in China, and how the lessons from this can be applied in other
contexts (Chen et al., 2012; Yuen, 2013).

According to early Western studies, understanding family business behaviour is
particularly important for entrepreneurship research, as family-based kinship networks
provide fundamental resources in private enterprise development (Benedict, 1968; Pistrui
et al., 2001). For example, 85% of all established private businesses will have started with
some level of family sponsorship (Astrachan et al., 2003). Indeed, family-owned firms are
considered one of the primary engines for economic development, as they account for
approximately 90% of all businesses in the modern world (Aldrich and Cliff, 2003). They
also sustain entrepreneurship development by breeding entrepreneurial talent through their
emphasis on cross-generational development, loyal family values and long-term strategic

commitment (Wang and Poutziouris, 2010).

Although the long-lasting civilisation of China embraces over 2000 years’ worth of family
businesses, traceable in its history, the role and status of family firms has not always been
positive in modern China. As a result of the country’s unique communist politico-

economic philosophy (for a summary, see Appendix 1), private enterprises were only

! The Organisation for Economic Co-operation and Development is an intergovernmental economic organization with 36 member
countries, founded in 1961 to stimulate economic progress and world trade.
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tolerated for three years after the Chinese Communist Party (CCP) came to power in 1949.
Since then, and over the next 29 years, the entire private sector was transformed into state-
owned businesses through government purchase and expropriation. During this period,
entrepreneurship was considered a political taboo (Kshetri, 2007; Loyalka and Dammon,
2006). Formally recognised self-employment was virtually eliminated, as no legal and
regulatory institutions were provided to support entrepreneurship (Polishchuk, 1997).
Private businesses could only operate under ‘cottage-type’ activities (Dana, 1999),
including individualistic or familial workshop or household businesses in a range of
specialised professions, such as carpentry, construction, embroidery and fishing (Dana,
1999). Not only did entrepreneurship suffer from the absence of any formal institutional
support, but also it received little in the way of positive social acceptance (Nair, 1996).
Only individuals who could not build a career in government entities or state-owned
enterprises were left with no choice but to establish a private business (Kshetri, 2007).
According to Ping’s (1997) statistical documenting after the Cultural Revolution (1966-
1976)?, the total number of employees in private enterprises was less than 150,000, which
was an extremely small fraction of the employable population.

In 1978, The 11th Plenum of the CCP became the milestone for revitalising the private
economy (He, 2009). In the following year, Chairman Deng Xiaoping initiated the first wave
of reform that officially shifted the economic administrative mechanism away from the
inflexible Soviet Union type of centrally planned economy (Buck et al., 2000). Since then,
the Chinese state government has undergone gradual political changes that legitimise private
enterprises. In 1981, the State Council issued the first formal regulation to specify the nature
of private businesses and their rightful owners. In 1984, the 3rd Plenum of the 12th CPC
National Congress approved the document ‘Resolution on Reforming the Economic System’,
which encouraged all sectors, i.e. state-owned, collective-owned and private-owned
enterprises to collaborate with each other (Beijing Review, 1984). Since then, the CCP’s
attitude towards entreprencurship has gradually evolved from “strict prohibition,” to
“tolerance, accommodation and encouragement” (Peng, 2004), especially after China

officially became the 143rd member of the WTO on December 11, 2001.

As respect for entrepreneurship and private ownership at a national level is essential for

aligning with international institutions such as the WTO, the CCP leaders publicly

2 The Cultural Revolution was a socio-political movement in China from 1966 until 1976. Launched by Mao Zedong, then Chairman of
the Communist Party of China, its stated goal was to preserve Chinese Communism by purging remnants
of capitalist and traditional elements from Chinese society, and to re-impose Maoism as the dominant ideology within the Party.
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acknowledged the positive contribution of entrepreneurship by admitting entrepreneurs into
the party in 2002 (Pomfret, 2001). The State’s official recognition of entrepreneurs as
valuable social actors shifted public perception of entrepreneurship from a negative point of
view to an increasingly positive perspective (Kim and Gao, 2013; Puffer et al., 2010). Since
the start of the economic reform, the Chinese economy has grown on average by 8% annually
(Yueh, 2013).

Although a deficiency of statistics as well as the complicated forms of private entities make
it rather difficult to grasp the exact scale and structure of the Chinese private sector, the
salient contribution of family businesses to the macro economic development of China can
be seen through a glimpse of the official data. During the first decade of the 21% Century,
private enterprises have accounted for over 50% of industrial output, contributing about 70%
of gross domestic product (Huang, 2008). Among these private enterprises, 85.4% were
reported to be controlled by families (China Family Enterprise Development Report, 2011).
By the end of 2018, the gross number of registered enterprises had grown to over 110 million,
of which 68% are privately owned (State Administration for Industry and Commerce of the
People’s Republic of China, (SAIC), 2019). Family businesses reportedly form the majority
of the Chinese private sector. According to the Global Family Business Survey (GFBS,
2018), over 3500 enterprises were listed on the A-share market, of which the proportion of
private enterprises showed an increase from 49% to 56%, over 50% of the listed private
enterprises being family-owned. If we take into account that a considerable number of
Chinese entrepreneurs register their businesses as collectively-owned enterprises with a Red
Hat strategy® (Chen, 2007; Wang et al., 2014; Ke, 2018), the real size of the family business

economy is even more gigantic in today’s China.

However, despite the size of the family business economy and its phenomenal contribution
to overall Chinese economic growth, what actually drives the entrepreneurial behaviour of
Chinese family businesses has received limited scholarly interest (Ahlstrom and Ding, 2014;
Li et al., 2015). Much of the existing literature has devoted attention to overseas Chinese
business organizations, and has resulted in many insightful findings (Jiang and Peng, 2011).
Since entrepreneurs in mainland China share the same cultural roots as their overseas
counterparts, those findings may provide a good reference in terms of understanding the

behavioural logics and patterns of family businesses in the country. However, we cannot be

3 Even after the official legalisation of private ownership in many sectors, some private enterprises in China developed the Red Hat
strategy whereby they disguised their private ownership by registering as a public-owned organization, in order to align with the China
communist ideology.
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certain how far they can be applied to the mainland context, as the institutional conditions

are drastically different.

With the limited scholarly work on mainland China, some scholars have attributed the
predominance of family businesses to the deeply rooted Confucianism culture, which
emphasises family as the fundamental element of unity in society (Guo, 2011; Sheer, 2012).
It is also speculated that, due to the unstable nature of transitional economic, political and
legal institutions, Chinese entrepreneurs may face more serious agency issues compared with
their Western counterparts (Ahlstrom et al., 2002; Kshetri, 2007; Kim and Gao, 2013), and
are thus more likely to form trusting relationships with family members over non-family
members (Li, et al., 2015). Nevertheless, scholars, practitioners and policymakers are still
unclear about how family businesses are initiated and developed, which policies facilitate or
hinder their survival and growth, and what types of resources are needed for this specific

group of private enterprises in China.

This gap in the literature is unfortunate, not only because we lack knowledge on a major area
of one of the world’s largest economies, but also we miss important lessons to be learned
regarding the entrepreneurial behaviour of family businesses in diverse contexts. In fact,
more scholars have begun to address the importance of the context in which family
businesses operate, namely the institutional conditions, such as legal infrastructure and
national culture (Gedajlovic et al., 2012; Wright et al., 2014).

Therefore, this study aims to fill the gap by exploring how the entrepreneurial behaviour of
family businesses is shaped in the context of mainland China. In the next section, 1.2, we
draw first on existing entrepreneurship and family business research, and outline the
definition of family business and the conceptualisation of entrepreneurial behaviour for this
thesis. Then we briefly examine the literature on entrepreneurial behaviour in family
businesses to outline the major research gaps. Finally, we formulate the guiding research
questions and objectives, and rationalise our choices of relevant theoretical constructs to

help address the discussed research gaps.

1.2 Theoretical Background and Key Concepts

Before investigating the entrepreneurial behaviour of Chinese family businesses, it must be
clarified as to what exactly is meant by ‘family business’ and ‘entreprenecurial behaviour’
through appropriate definitions. However, this is not an explicitly simple task, as there is

no widely accepted definition of family business (Littunen and Hyrsky, 2000; Ward,
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2011). In some cases, family business scholars prefer to skip the step of providing a unified
definition. However, the lack of any clear and rationalised definition of family business
may undermine the reliability, applicability and consistency of empirical findings (Ke,
2018). Furthermore, the conceptualisation of entrepreneurial behaviour in family business
research is often adopted from general entrepreneurship research, without any specification
tailored to the conditions of family businesses. Therefore, the sub-sections 1.2.1 and 1.2.2
are set to gather insights from the existing literature which provide implications for
defining entrepreneurial behaviour in family businesses. By critically reviewing existing
conceptualisations in established Western studies, appropriate definitions will be
formulated through rationalising the entrepreneurial behaviour of family businesses with a
specific emphasis on the Chinese institutional context.

1.2.1 Defining Family Business

The difficulty in defining family business makes empirical research hard to execute
(Shanker and Astrachan, 1996), especially in China, where the concept of family is largely
constructed through individual perceptions of social relationships such as blood-links and
kinship (Hall and Xu, 1990). What constitutes a ‘family’ is rather murky and subjective
according to entrepreneurs’ own experience and interpretation in any given social context
(Soleimanof et al., 2018). Forming an analytical database of an undefined concept of
family business is hence difficult in China. In fact, according to the SAIC (2007), it is not
easy to gather official statistics of family businesses, because some owner-managers of
firms under family governance still deny their family-controlled nature (Wang, 2014). To
date, existing studies generally define family business in China based on whether the
majority of votes are held by one family (GFBS, 2018). This definition focuses primarily
on ownership and control, which are often considered as the fundamental dimensions of a
family business (Ke, 2018). However, compare to established Western family business
studies, such a definition seems to lack essential components that emphasise cross-
generational involvement (Chua et al., 1999).

Indeed, in China, it is impossible to gather information across generations, because most
family businesses are either just transitioning into the second generation or are still under
the governance of the founder generation (Ke, 2018). Furthermore, the One-Child Policy
(OCP) represents a daunting contextual constraint that may limit the generational
development of family businesses in China (Cao et al., 2015). As “there never has been
such a situation in the history of humankind” (Feng et al., 2014, p. 27), one cannot simply

predict the composition or existence of family businesses in the near future. The vital
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kinship network within a family business might be virtually eliminated within the 2nd
generation, as only-children have no siblings. Therefore, the changing dynamic of Chinese
families may pose even more challenges when defining family business. However, the goal
of this thesis is not to provide a universal definition of family business, but to formulate a
generally agreed definition that facilitates scholarly debate on family businesses in the

Chinese context.

In this regard, the researcher adopts the definition of family business as “a business
governed and/or managed with the intention to shape and pursue the vision of the business
held by a dominant coalition controlled by members of the same family or a small number
of families in a manner that is potentially sustainable across generations of the family or
families” (Chua et al., 1999, p.25).

This definition highlights three dimensions most commonly discussed by influential
family business scholars in the past: (1) family ownership, i.e. one family holds a large
share of the firm (Barry, 1975); (2) multiple family member involvement, i.e. the family
retains its power to control the firm’s goals and interests through family governance
(Rosenblatt et al., 1985), and (3) intention of family succession, i.e. the possibility of
maintaining ownership and management positions among family members (Churchill and
Hatten, 1987).

This definition is particularly helpful for understanding entrepreneurial behaviour in the
Chinese family for two reasons. First, Chua and colleagues (1999) specified the word
‘intention’ regarding the interests of the family, which includes both family businesses
formed by a collective of family members, and firms that are formed by individual
entrepreneurs who introduce family members later on in the firms’ development. Because
of the lack of official documentation of how family businesses are founded in China, a
relatively flexible definition regarding ownership and founding structure may help us to
capture novel knowledge of family businesses. In fact, in their later exploratory work,
Chua and colleagues (2004) concluded that even though most family businesses are
founded by family members, a great number of them “do arrive there through time”.
Second, they highlighted the word ‘potentially’ in terms of discussing inter-generational
manners. This part of the definition enables researchers to focus on the founder generations
of family businesses, particularly in the Chinese context, where cross-generational data is

virtually non-existent.
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1.2.2 Conceptualising Entrepreneurial Behaviour

The field of entrepreneurship has been inspired by decades of economic studies (Casson,
1982; Kirzner, 1973; Knight, 1921; Mises, 1949; Schumpeter, 1911), which continue to
inform entrepreneurship theorizing in fundamental ways. In particular, the concept of
entrepreneurial behaviour was developed by early Western economists, who distinguished
the behaviour of an entrepreneur from other types of economic behaviours (e.g. Cantillon
et al., 1931; Schumpeter, 1939). Specifically, the Irish-French economist, Richard
Cantillon described entrepreneurs as undertakers of great business adventures. Such
description highlights the risk-bearing behaviour of an entrepreneur, who does not know
what the return of the invested efforts will be, whereas a typical worker receives an agreed
return for their labour (Cantillon et al., 1931). Advanced by Austrian economist, Joseph
Schumpeter, entrepreneurial behaviour was viewed as “doing things differently in the
realm of economic life”” (Schumpeter, 1939, p. 59). He later drew comparison between
inventors and innovators, arguing that inventors produce scientifically new outcomes that
are not, by themselves, of any importance for economic advancement, while entrepreneurs
make ‘new outcomes’ into capitalist realities (Schumpeter, 1942). Building on such
pioneering contributions, much of the existing literature on entrepreneurial behaviour
views the construct as comprising those actions and individual characteristics that are vital
for the creation of profit-seeking ventures (Bird et al., 2012; Gruber and MacMillan,
2017).

However, entrepreneurial behaviour takes place at different stages of an individual’s
business adventure (Pindado and Sanchez, 2017), and not all entrepreneurs continue after
they have established a profitable venture (Aldrich and Martinez, 2003). To advance the
understanding of entrepreneurial behaviour within an established organization, scholars
conceptualised corporate entrepreneurship. This refers to the strategic design that
revitalises a firm’s business by exploiting its current competitive advantages, whilst
simultaneously developing new competencies and pursuing future opportunities (Chua et
al., 1999; Zahra, 1995). Such conceptualisation has been largely adopted in recent family
business research, the term ‘corporate entrepreneurship’ often overlapping with
‘entrepreneurial behaviour’ (e.g. Eddleston et al., 2010; Kotlar and Siegar, 2019). While
such studies have provided great insights on entrepreneurship in family businesses, the

shortcomings of such a conceptualisation of entrepreneurial behaviour are threefold.

First, corporate entrepreneurship views entrepreneurial behaviour as a strategic choice

(Zahra, 1995), which is designed to increase a firm’s long-term financial performance and
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survival (Eddleston et al., 2010; Zahra, 2005). Although such an approach fits perfectly
into the agenda of a typical family business aiming for long-term success (Lumpkin et al.,
2010), it focuses on the relatively large-sized family business that consists of a board of
directors with a wide range of stakeholders (e.g. Eddleston et al., 2010; Kotlar and Sieger,
2019). Such an approach assumes that family businesses possess the capability for
comprehensive strategic decision-making, supported through an in-depth analysis of
multiple strategic options (Talaulicar et al., 2005). Such capability is often viewed as an
important antecedent of corporate entrepreneurship (Lyon et al., 2000; McCann et al.,
2001), and can be achieved by skilful and knowledgeable decision-makers. However, this
conceptualisation neglects businesses that rely exclusively on family to provide “a level of
trust, solidarity and available resources that is otherwise inefficient and risky to secure” in
emerging economies (Webb et al., 2015). Furthermore, entrepreneurs in emerging
economies often have to “make do” with the available resources at hand (Baker and
Nelson, 2005), rather than purposefully “seeking and acquiring” the necessary resources to
pursue opportunities (Shane and VVenkataraman, 2000). In other words, entrepreneurial
behaviour in emerging economies may not consist of a strategically planned process
(Sarasvathy, 2009); thus, conceptualising entrepreneurial behaviour as corporate

entrepreneurship may not be applicable in the context of China.

Second, although entrepreneurial behaviour is largely discussed at firm level in Western
family business research (Eddleston et al., 2010), it is essentially initiated by individuals
within an organizational context (Kotlar and Sieger, 2019; Cuervo et al., 2007).
Particularly in transition economies, organizational authority is concentrated in one person
who possesses the ultimate decision-making power in order to minimise the lack of
lawfully enforced interpersonal trust (Carney, 2005; Soleimanof et al., 2018). Thus,
conceptualising entrepreneurial behaviour of family businesses in emerging economies

may benefit from taking an individual perspective, rather than a firm-level perspective.

Third, extending from research on the corporate entrepreneurship of family businesses,
entrepreneurial behaviour is often viewed as either suffering or striving (Zellweger, 2017)
in the family business context. Such a ‘black or white’ view continuously draws divergent
empirical findings and general assumptions with multiple theoretical applications in family
business research. For instance, studies that inspired the socio-emotional wealth
perspective (Berrone et al., 2012) often distinguish family business objectives as having
two parallel categories: economic goals and non-economic goals (e.g. Chrisman et al.,
2010). Other scholars have examined family business behaviour with two opposing

institutional logics: family logic vs. commercial logic (Jaskiewicz et al., 2017; Miller et
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al., 2011). Such binary perspective primarily focuses on whether family characteristics are
suitable for entrepreneurial behaviour, rather than investigating how individual

entrepreneurs engage with opportunities themselves.

For the purpose of the present study, and to avoid the above issues, the researcher defines
entrepreneurial behaviour as “... a set of activities and practices by which individuals at
multiple levels, autonomously generate and use innovative resource combinations to
identify and pursue opportunities ...” (Mair, 2002, p. 1). This conceptualisation of
individual entrepreneurial behaviour is particularly suitable for family businesses in China,
because decision-making power is often concentrated on one or two individuals, rather
than a group of managers in family businesses. This definition also enables researchers to
capture the nature of opportunities generated through highly uncertain future situations that
entrepreneurs willingly encounter (Goel and Karri, 2006). It views entrepreneurial
behaviour as having two distinctive stages: opportunity identification and opportunity
pursuit. Such a view highlights how individuals initially engage with, and subsequently
undertake entrepreneurial behaviour that could be characterised by different challenges,
resources and strategic approaches as the opportunity unveils itself (Robichaud et al.,
2007).

1.2.3 Entrepreneurial Behaviour of Family Businesses: current scholarly debate

As mentioned in sub-section 1.2.2, prior studies have devoted considerable effort to
comparing the differences between family businesses and their non-family counterparts in
Western economies at an organizational level (e.g. Eddleston et al., 2010; Kotlar and
Siegar, 2019). Western family business scholars established that strategic decision-making
can suffer in family businesses when their leaders become fixated on a previously
successful strategy, causing them to stifle growth (e.g. Upton et al., 2001). A “generational
shadow” (Davis and Harveston, 1999) or “confining legacy” (Kelly et al., 2002) can bury a
firm in tradition. Family businesses are also criticized for being incapable of change, due
to the fear of causing conflict and extra costs, and an unwillingness to let go or to
modernise (Beckard and Dyer, 1983; Handler, 1989; Stavrou, 1999; Vago, 2004; Ward,
2011), thereby limiting entrepreneurial behaviour (Gersick et al., 1997; Miller et al.,
2009). Moreover, family businesses may be criticized for hiring relatives regardless of
their competence, and not placing enough emphasis on building human capital (Astrachan
and Kolenko, 1994; Lansberg, 1983). Without adequate human capital, employees may not
be able to appreciate entrepreneurial opportunities or facilitate the organizational learning

that spurs entrepreneurial behaviour (Hayton and Kelley, 2006). These studies collectively
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suggest that the involvement of ‘family’ makes family businesses relatively resistant to the

pursuit of entrepreneurial behaviour.

Gomez-Mejia et al. (2007) first introduced the construct of socioemotional wealth (SEW)
to explain the family or non-economic characteristic of family businesses across many
Western countries, including the United States (Chrisman et al., 2004), German speaking
regions (Zellweger et al., 2011), and Spain (Gémez-Mejia et al., 2001). They defined
SEW as “the utilities family-owners derive from the noneconomic aspects of the business”
(Gomez-Mejia et al., 2007). SEW is derived from the behavioural agency theory (see
Wiseman and Gémez-Mejia, 1998) which argues that the primary preference point of
decision-makers is shaped by the existing endowment in the firm. Applied to the unique
context of family business, such a preference point of decision-making is not based on
maximising financial returns, but on preserving or increasing the socioemotional
endowments in the firm (Gomez-Mejia et al., 2010). Such “affective endowments” were
initially conceptualised in broad terms such as the unrestricted exercise of personal
authority, the enjoyment of family influence over the firm, and close identification with the
firm that usually carries the family name (Gomez-Mejia et al., 2007). In the past decade,
the SEW approach has provided empirical evidence that when such endowments are
threatened by problems, the controlling family is willing to sacrifice economic return in
order to preserve SEW. For instance, a Spanish family-owned olive oil mill may choose to
remain independent and refuse to join a cooperative which offers financial benefits to the
firm and greatly reduces firm risk (Gomez-Mejia et al., 2007). Family-controlled public-
traded firms prefer to appoint those with close ties with the firm to the board of directors,
even if this action constrains the board’s ability to provide independent advice (Jones et
al., 2008). As appointing non-family members to the board threatens a family’s SEW and
decreases the family influence, so public-traded family businesses also diversify less, even
though this creates greater business risk (Gomez-Mejia et al., 2010). Scholars have also
found that US public-traded family businesses tend to pollute less in order to enhance their
family’s image, even though no obvious economic reward derives from such behaviour
(Berrone et al., 2012). Similarly, Chen et al. (2010) found that public-traded family
businesses are less aggressive in tax avoidance than their non-family counterparts, because
family-owners fear the negative consequences associated with aggressive tax avoidance

which may threaten the family’s image (i.e. to preserve their SEW).

The logic across the studies noted above is that in family businesses, the preservation of
SEW is a key non-economic factor that drives decision-making, and that entrepreneurial

behaviour will be sacrificed in the interests of preserving SEW (Zellweger et al., 2011).
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Although the SEW perspective captures the non-economic nature of the family side of a
business, and provides great insights on explaining the different approaches regarding
entrepreneurial behaviour between family and non-family businesses, it fails to address
three major research gaps. First, family business’ behaviour is primarily driven by the
family involvement at an organizational level (Stewart, 2003). This approach neglects the
interaction of family businesses and the institutional context they operate within
(Soleimanof et al., 2018). Much existing empirical evidence is gathered in well-established
Western economies, and may not be applicable to family businesses in transition
economies, where institutional conditions are still undergoing changes. In particular,
political regimes, economic development and national culture may affect family business
behaviour (Gedajlovic et al., 2012). Furthermore, peculiar institutional factors that can
influence transgenerational sustainability and intrafamily transfers of ownership and
control are also critical determinants of family business behaviour (e.g. Chua et al., 1999;
Le Breton-Miller et al., 2004). For instance, as mentioned in Section 1.2.1, the OCP may
shape the intentions for transgenerational transfer of family businesses differently
compared with family businesses operating in a country which is keen to increase its
population. Such unique institutional characteristics may have implications for the very
essence of family businesses in China. Even though existing studies have demonstrated
that institutions do play an important role in shaping family business behaviour, whether
those reciprocal influences are positive or negative is still unclear (Chrisman et al., 2014).
Therefore, scholars have called for more empirical research to account for the institutional
context in family business research (e.g. Gedajlovic et al., 2012; Wright et al., 2014;
Soleimanof et al., 2018).

Second, discussing family businesses primarily based on their differences with non-family
businesses may neglect the heterogeneity of firms within the family business group
(Sharma et al., 1997). This leads to inconsistent empirical findings; for instance, some
scholars regard the family element as particularly supportive of entrepreneurship (e.g.
Aldrich and CIiff, 2003; McCann et al., 2001; Zahra, 2005), while opposing views see
family businesses as stagnant, conservative and resistant to change due to family
involvement (e.g. Sharma et al., 1997; Naldi et al., 2007). This approach assumes that all
types of family involvement must exert similar influence on family business behaviour.
However, even though family businesses are known to focus on non-economic goals
(Chrisman et al., 2010), it does not necessarily mean that economic goals are automatically
sacrificed in any given circumstance. For instance, Western scholars have already pointed

out that while some family businesses may be reluctant to adopt professional management,
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as they have a fear of letting go, other family businesses may be forced to seek
professional help, as they lack essential managerial skills to compete in a dynamic
environment (Arregle et al., 2012). Stewart and Hitt (2012) documented the different types
of professionalisation of family businesses in advanced economies. In a transition
economy like China, a relatively less transparent formal governance structure and lack of
essential property rights (Puffer et al., 2010) may force family businesses to take different
forms as well. Therefore, a unified view on family businesses as a homogeneous business
group could not apply in any institutional context. However, apart from these rare works,
the heterogeneity of family businesses and the implications on family business behaviour

is largely neglected.

Third, non-economic goals are assumed to be inherently in conflict with economic goals
due to the incompatible nature of family and business systems (Stewart, 2003). In fact,
non-economic goals and non-financial performance are areas requiring most attention in
the family business research domain (Yu et al., 2012). However, just like any form of
business, family businesses are also exposed to multiple institutional pressures (Smith and
Tracey, 2016). Therefore, discussing tensions between family and business at an
exclusively organizational level could be problematic when addressing the inconsistent
empirical findings with regard to whether family elements facilitate or constrain
entrepreneurial behaviour. Furthermore, family business scholars have increasingly called
for an integrative view of tensions within family businesses as an alternative approach

against the traditional selective view (Zellweger, 2017).

Based on the above three major research problems, this thesis suggests that a multi-level
study with an emphasis on institutional theory would provide a deep understanding of the
addressed research gaps.

In Section 1.3, the guiding research question and research objectives are outlined, based on
discussion of the research problem in this section. In particular, Section 1.3 is set out to
introduce the three distinctive papers which aim to investigate the entrepreneurial
behaviour of family businesses in the context of China at an institutional, organizational

and individual level.
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1.3 Research Objectives, Questions and Theoretical Constructs

1.3.1 Guiding Thesis Research Question and Objectives

Using three distinct empirical studies, we aim to answer the research question: How do
institutions impact on the entrepreneurial behaviour of Chinese family firms at macro,
meso and micro-level? We aim to conduct a multi-level analysis that focuses on
institutional, organizational and individual levels, in order to accomplish three major
research objectives: investigating (1) the influence of macro-institutions on the
entrepreneurial behaviour of family businesses, (2) how institutional complexity within an
organisational context influences entrepreneurial behaviour in Chinese family businesses,
and (3) how competing demands in family businesses emerge and influence

entrepreneurial behaviour.

1.3.2 Chapter 3 (Paper 1) Research Question and Objectives

Paper 1 establishes the overall theoretical lens, i.e. institutional theory, as the guiding
theoretical underpinning of the thesis running across all three individual papers. The first
research objective is to investigate how macro-institutions influence the entrepreneurial
behaviour of family businesses. To fulfil this objective, the first paper focused on existing
studies that link entrepreneurship with institutions and their implications in Chinese family
businesses. Two major research gaps were identified. First, as the statistical measurement
of national culture alone disconnects social networks from their cultural influences
(McSweeney, 2013), social networks are mostly discussed as substitutive resources that fill
formal institutional voids (Puffer et al., 2010), which lead to a limited understanding on
their own formations and influences in relation to cultural aspects (Klyver et al., 2008).
Second, the constructs of social networks and social capital often overlap and are discussed
at the same level (McKeever et al., 2014), which leads to scattered knowledge. Although
social networks can facilitate entrepreneurial behaviour by filling formal institutional voids
(Puffer et al., 2010), social capital may exert mixed impact based on the nature of social
interactions (Woolcock and Narayan, 2000). Therefore, there is a need to fill the gaps with
an integrated framework that includes the constructs of culture, social networks and social
capital. To address these gaps, we explore the following question: how does the hierarchy

of informal institutions influence the entrepreneurial behaviour of family firms in China?
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1.3.3 Chapter 4 (Paper 2) Research Question and Objectives

The second research objective is to investigate how institutional complexity within an
organisational context influences entrepreneurial behaviour in Chinese family businesses .
In order to fulfil this objective, the researcher reviewed existing literature regarding
competing logics in general organizational studies and family business research. The
scholarly debate in family business research has developed along two opposite
perspectives: on the one side, it is argued that family logic is theoretically incompatible
with commercial logic, thus potentially undermining the pursuit of entrepreneurial
activities (GOmez-Mejia et al., 2007; Gémez-Mejia et al., 2011); on the other side, family
logic is not seen to be in conflict with commercial logic, but can be leveraged to improve
commercial performance (Nordgvist, 2005; Zellweger and Nason, 2008) and facilitate
entrepreneurial behaviour (Sieger et al., Zellweger et al., 2011). The opposite perspectives
are the result of neglecting the heterogeneity among family firms (Chua et al., 2012),
which might have led to findings that are not comparable in family business research
(Ahlers et al., 2017). Although the recent focus on family firms’ heterogeneity has led to
important findings, such as the positive effect of generational diversity on decision-making
(Tsai et al., 2018), the question of how the interplay of commercial and family logics
impacts on family firms’ entrepreneurial behaviour under specific conditions remains
underexplored (Pittino et al., 2018). Furthermore, research on family businesses in
emerging markets is still in its infancy (Akhter et al., 2016; Gonzalez et al., 2015), despite
their importance in emerging economies, such as India (Aswin et al., 2015; Ray et al.,
2018) and China (Dou and Li, 2013; Zhang and Ma, 2009). We address these research
gaps by investigating Chinese family businesses in order to add further empirical evidence
on the influence and interplay of institutional logics on family business behaviour; and we
provide opportunities for theoretical and practical insights in a rather under-researched
regional context, China. The Chinese context is interesting, not only because family firms
have experienced above average growth in China, which represents the world’s second
largest economy (Li et al., 2015), but also because China’s recently abolished One-Child
Policy is expected to have influenced the interplay of family and commercial logics
throughout most of Chinese family business history. To address the afore-mentioned
research gaps, the second paper is guided by the research question: how do family and
commercial logics, under the condition of China’s One-Child Policy, impact on the

entrepreneurial behaviour of Chinese family firms?
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1.3.4 Chapter 5 (Paper 3) Research Question and Objectives

The third objective is to investigate how competing demands in family businesses emerge
and influence their entrepreneurial behaviour. To fulfil this research objective, the
researcher reviewed existing paradox literature and its implications for family business
research. He found that even though paradox theory has been increasingly adopted in both
organizational studies (Smith and Lewis, 2011), and in family business research (Ingram et
al., 2014), it is still predominantly argued that tensions are pervasive due to the
contradicting nature of family and business systems (Stewart, 2003), and that non-
economic goals are often satisfied at the expense of business goals (Gomez-Mejia et al.,
2007). However, previous theoretical discussion has suggested that paradoxes may remain
latent until environmental conditions, such as plurality (Donaldson and Preston, 1995),
change (Luscher and Lewis, 2008) and scarcity (Smith, 2014) render them salient. The role
of institutional context which creates opposing institutional expectations has rarely been
addressed (Smith and Tracey, 2016). Thus, we address these gaps by answering the

following research question: how do paradoxical tensions become salient in family firms?

1.3.5 Relevant Theoretical Constructs

In Section 1.4, the researcher draws on institutional theory to discuss institutions’ influence
on entrepreneurial behaviour in existing literature, concerning both advanced and transition
economies, and how it connects to family businesses. We then discuss why existing
research approaches may not be applicable in the context of Chinese family businesses. In
Section 1.5, the researcher discusses the current scholarly debate on competing demands in
family businesses. In particular, Section 1.5.1 reviews studies that draw on the institutional
logics perspective to discuss how competing logics are managed and resolved by
organizations in the Western context, and its implication on family businesses. The
researcher then discusses why competing logics may vary depending on the heterogeneity
of family businesses. In Section 1.5.2, the researcher acknowledges that when
organizations face competing demands, there is rich evidence in the literature to suggest
that these may not need to be resolved, but rather reconciled through an alternative
approach. We draw on paradox theory to discuss how a paradoxical view of tensions in
family businesses may be particularly suitable for the context of China.
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1.4 Entrepreneurial Behaviour of Family Businesses: an institutional

perspective

1.4.1 Defining Institutions

Institutions are generally referred to the “rules of games” that structure human interaction
and behaviour by devising constraints and incentives in a given society (DiMaggio and
Powell, 1991; North, 1990). However, there are diverse theoretical views among scholars
on the definition of the term ‘institution’ (Ahlstrom and Bruton, 2010; DiMaggio and
Powell, 1991; Hirsch and Lounsbury, 1997). Vatn (2005) suggested that the diversified
approaches to defining institutions provide opportunities for researchers to view

institutions depending on the septicity of the unique contexts in which they are studying.

Scott (1995) classified institutional aspects developed from the field of sociology
(DiMaggio and Powell, 1983, 1991) under the terms regulatory, normative and cognitive,
as the three pillars of institutions. According to his definition, “institutions consist of
cognitive, normative and regulative structures and activities that provide stability and
meaning to social behaviour. Institutions are transported by various carriers - culture,
structures, and routines - and they operate at multiple levels of jurisdiction” (Scott 1995, p.
33). The three pillars reflect cognitive, normative and regulative dimensions separately.
The cognitive pillar refers to the understanding of social knowledge and reality shared by
people within society. It represents types or models of human behaviour based on
subjectively constructed social rules and means which define individuals’ actions and
beliefs (Scott, 2001, 2008). Normative institutions consist of both social values and norms
that shape society’s beliefs on how things should be done, and what kinds of behaviour are
acceptable (Scott, 2008). The regulative pillar mostly derives from economic studies, and
thus represents a rather rational model of actors’ behaviour, based on sanctions and
conformity (Bruton et al., 2010). Scott’s classification of institutions provides a
comprehensive framework for understanding multiple aspects of the environment
surrounding entrepreneurship in a given society (Valdez and Richardson, 2013), while the
normative and cognitive institutional pillars typically draw on research conducted in stable
and mature markets, where each pillar seems to function separately (Ahlstrom and Bruton,
2010). Some scholars argue that the distinction between normative and cognitive pillars
can be blurred in some circumstances, thus creating confusion when normative institutions
merge with cognitive institutions (Campell, 2004; Clemens and Cook, 1999). In China, the
normative and cognitive pillars often overlap, for instance, the conceptualisation of guanxi

refers to a mix of Chinese Confucian culture (Bell, 2000, 2003) and socially constructed
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interpersonal relations (Davies et al., 1995; Yang, 1999; Zhou et al., 2003). It is crucial for
this thesis to employ a definition of institution that reflects the peculiar institutions in the
Chinese context.

For the purpose of this thesis, we distinguish formal and informal institutions, following
the work by North (1990). This theoretical branch is derived from earlier studies in the
political science and economic fields (North 1990; Bonchek and Shepsle, 1996). The
formal institutions include written laws, policies, regulations, political rules, economic
rules and contracts. The informal institutions include codes of conduct, norms, behaviour
and social conventions that usually come from culture (North, 2005). Furthermore, North
(1990) elaborated on the two basic elements of the institutions: protection of property
rights which represents the vertical relation between state and firms, and enforcement of
contracts between economic agents. Subsequently, institutional theory assumes that in
situations where formal institutions fail, informal ones will play a significant role in
reducing the uncertainty and providing consistency to firms (North, 1990). Thus, this
definition is particularly suitable for this thesis, as the distinction between tangible written
laws and intangible informal institutions enables us to include unique informal institutions,
such as guanxi (e.g. Puffer et al., 2010), which cannot be perfectly categorised in

normative or cognitive pillars in the Chinese context.

Institutional theory has been proven to be a particularly useful theoretical foundation to
explain various topics of interest to entrepreneurship scholars (Bruton et al., 2010). As an
individual’s willingness and capability to ‘make something happen’ is a crucial
determinant of entrepreneurship (Krueger et al., 2000; McMullen and Shepherd, 2006), the
institutions provide incentives or constraints in entrepreneurs’ surrounding environment
through both formal and informal institutions (North, 1990), thus affecting their behaviour.
The general argument in the literature is that if institutions are deemed as supportive in
reducing uncertainty within a society (DiMaggio and Powell, 1983; Marlens et al., 2007),
entrepreneurial activities are more likely to occur (Baumol and Strom, 2007; Boettke and
Coyne, 2003). In the next subsection, we review the existing literature that explains how
formal and informal institutions shape entrepreneurial behaviour in different contexts.

1.4.1.1 Formal Institutions Influencing Entrepreneurial Behaviour

Formal institutions such as regulatory, political and economic institutions, often lie at the
centre of the discussion on entrepreneurship research (Acemoglu et al., 2005; Holmes et
al., 2013; Ostrom, 2005, 2010). However, scholars have also pointed out that the formal

institution also represents the structure built via various supporting entities, such as
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“regulatory agencies, capital and labour markets, and key elements of infrastructure (e.g.
communication, utilities, or transportation).” (Webb et al., 2019). The limitation of these
entities may also undermine efficient business operations and transactions physically; for
instance, Israel’s apartheid wall established irreversible barriers to geographic mobility,
thus limiting entrepreneurs’ access to land and resources (Khoury and Prasad, 2016). To
address the highly complex concept of institutions and their subsequent influence on
societal participants, we view formal institutions as “products of governmental action. (...)

government develops and implements formal institutions (...)” (Hitt, 2016, p. 208).

Scholars have extensively investigated the influence of formal institutions, such as
regulations and policies that foster or hamper entrepreneurship at both individual and
national levels (Hessels et al., 2008; Lee et al., 2004; Minniti and Levesque, 2008; Verheul
et al., 2002). For instance, a high quality legal system that works fairly and consistently
can create more organized, predictable and transparent business transitions (Judge et al.,
2008; La Porta et al., 1997), which provide a greater level of protection to investors (La
Porta et al., 2000; Bekaert et al., 2005), and larger financial institutions that can allocate
financial resources more efficiently (Li et al., 2006). Furthermore, a strong welfare system
might reduce the risk for individuals in becoming self-employed (Kuratko et al., 1997);
however, it tends to have a negative association with firm growth (Hessels et al., 2008;
Wennekers et al., 2005; Parker and Robson, 2004). Hessel et al’s. (2008) statistical
analysis using data from the Global Entrepreneurship Monitor found that a more generous
social security system tends to discourage start-ups from being innovative and seeking
growth. Entrepreneurs are also encouraged by operating in a business-favourable
environment with less procedural requirements (Baumol et al., 2009). For instance, it only
takes four days to register a new business in the United States, and even less time in Hong
Kong (Timmons and Spinelli, 2004). By contrast, overly complex rules may impede
entrepreneurship in a country. For example, it takes close to 100 days at tremendous
financial cost to start up a new business in Russia, and even longer in some sub-Saharan
African nations (Soton, 2000). These studies have collectively demonstrated that
established formal institutions have a fundamental effect on entrepreneurial behaviour in

any given society (North, 1990).

Other scholars have investigated underdeveloped formal institutions and their influence on
entrepreneurial behaviour. The deficit in formal institutions is conceptualised as formal
institutional voids (Khanna and Palepu, 1997), which impede business activities (Mair et
al., 2012). For instance, the weak legal protection of creditors’ rights has resulted in loan

disputes in the formal banking system in China (Allen et al., 2005) and Russia (Estrin and
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Prevezer, 2010). The weak protection of property rights cannot ensure fair competition
(Broadman et al., 2004); thus individuals are reluctant to create new business ventures in
emerging economies in Eastern Europe (Puffer and McCarthy, 2007; Puffer et al., 2010).
Peng and Heath (1996) found that weak development and support in fulfilment of contracts
has discouraged state-owned enterprises to expand through mergers and acquisitions in
Eastern Europe and China. Some scholars have also focused on the weak rule of law in
forms of corruption, and its deleterious effect on the low level of foreign investment
(Globerman and Shapiro, 2003), and increased risk and uncertainty (Ahlstrom and Ding,
2014; Acemoglu and Robinson, 2012; Bratton, 2007; Li et al., 2015).

However, some scholars argue that widespread corruption in an economy is a result of
formal institutional voids, and may expedite business activities of individual firms
(Ahlstrom et al., 2000; Puffer et al., 2013) through building social ties (Ahlstrom et al.,
2000; Puffer et al., 2010), and underground financing (Yiu et al., 2013). Scholars suggest
that informal social arrangements, such as guanxi in China (Ahlstrom et al., 2008; Puffer et
al., 2010), may have equally important and long-lasting impact as those of formal
agreements in developed countries (Dixit, 2004; Rodrik, 2003; Li et al., 2015). However,
the reasons behind why and how social ties or bribery could facilitate entrepreneurship has
rarely been addressed in the literature. Li et al. (2015) proposed that social value might
have a crucial impact on bribery. Since social value is informed by a nation’s long cultural
history, it is likely to be the dominating institution that prescribes acceptable behaviour
(North, 1990, 2000).

1.4.1.2 Informal Institutions Influencing Entrepreneurial Behaviour

As the most important informal institution guiding human behaviour (North, 1991), culture
exists in every aspect of our lives. It defines who we are, tells where we came from, and
dictates the way we interact with the surrounding environment. The concept of culture has
been studied in different fields, such as anthropology, sociology and organizational studies
(Fellows and Liu, 2013). However, defining the term ‘culture’ has always been a difficult
job to do (Triandis et al., 1986; Ralston et al., 1999; Spencer-Oatey, 2012). Existing
economic and entrepreneurship studies mostly adopt Hofstede’s definition (1991, p. 5),
“the collective programming of the mind which distinguishes the members of one group or
category of people from those of another”. Schwartz (2003) argues that the cultural values
of a society justify the actions and goals of individuals and groups, and that cultural

context provides the formation of individual interpretations and beliefs (Meyer and Rowan,
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1977; DiMggio and Powell, 1983; Scott 1995). Furthermore, the beliefs and values can
also be used by people in any given society as criteria to evaluate their own and others’
actions. Therefore, when individual values are incompatible with shared values, the
pressure to change may be created by tensions and criticisms in society (Schwartz, 2003).
Therefore, culture is argued to be more enduring than formal institutions, because change
in cultural traditions requires centuries to occur (Holmes et al., 2013), thus placing
constraints on the development and effectiveness of formal institutions (Estrin et al.,
2013).

Inspired initially by Hofstede’s culture dimension (1980, 2001), Western scholars have
established a link between national culture and national level of entrepreneurial behaviour
(DiMaggio and Powell, 1991; Davidsson et al., 1995; Davidsson and Wiklund, 1997;
Shane, 1992, 1993). The general argument is that individualism and masculinity are
positively associated with a nation’s entrepreneurship, whereas power-distance and
uncertainty avoidance can have a negative impact (e.g. McGrath et al., 1992; Shane, 1992,
1993; Lee and Peterson, 2000). Li and Harrison (2008) examined the influence of cultural
dimensions on corporate governance, and suggested that cultures that promote a higher
autonomy and self-efficacy positively influence new venture creation, because such
cultures breed values that encourage a strong work ethic and risk-taking behaviour. These
pioneering contributions collectively conclude that culture has an influence on

entrepreneurial behaviour.

Despite Hofstede’s cultural dimensions having dominated the culture paradigm in business
research (Sivakumar and Nakata, 2001) and offering extensive evidence to explain
entrepreneurial behaviour, it has also been heavily criticised (e.g. McSweeney 2002;
Baskerville, 2003). A group of scholars have argued that culture does not equate to a
nation, that national culture slowly changes over time and is not homogenous within any
given country (Sivakumar and Nakata, 2001; Kirkman et al., 2006). Other scholars also
suggested that even though national culture may have an influence on the general level of
entrepreneurship in a given nation, it may not be enough to explain behavioural differences
between individuals living in different cultures (McSweeney, 2002; Williamson, 2002),
especially from an intra-country perspective (Garcia-Cabrera and Garcia-Solo, 2008). To
date, our understanding of the influence of culture on entrepreneurial behaviour is still
largely based on national cultural traits, and the taken-for-granted assumption that they
directly influence individuals behaviour in any given society. Consequently, even though
culture is arguably the most influential institution (Williamson, 2000), it has rarely been

conceptualised in studies that focus on informal institutions.
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Prior studies concerning institutions influencing entrepreneurial behaviour in emerging
economies focused primarily on informal networks that complement formal institutional
voids in order to overcome formal institutional barriers and improve market transactions
(Ahlstrom et al., 2000; Peng, 2006). For instance, bank loans can be difficult for small
businesses to obtain in China because political pressure may signal major state-owned
banks to approve less efficient loans for state-owned corporations, rather than promising
new private ventures (Kumar et al., 2004). In such an environment, entrepreneurs often
acquire financial resources through informal channels built through stoical ties, including
credit trade, family lending, bribing government officials to secure loans, or underground
financing (Guseva, 2007; Yiu et al., 2013). Puffer et al. (2010) found that guanxi in China

built interpersonal trust, which in turn increased the security of business transactions.

As a significant component of social ties, the phenomenon of guanxi attracts attention from
both practitioners and scholars, leading to a number of issues and their impact on economic
outcomes (Trolio and Zhang, 2012). Puffer et al. (2010) suggested that guanxi is a
facilitating mechanism in the Chinese business context. It facilitates decision-making
between two parties (business and business/government) by using individual relationships.
Such kinds of relationship can come from various sources, such as being old classmates,
growing up in the same region, serving in the same military unit or sharing the same
workplace (Gold et al., 2002), and implies reciprocity of gift giving and exchange of
favours (Jacobs 1979; Hwang 1987; Yang, 1994). Earlier scholars have stressed that the
strong value of family from Confucian ethics can be defined as a form of guanxi (Yang,
1965; Fried, 1956; Liang, 1949). It represents the harmony and collective interest in a
group. Wank (2002) concluded the degree of obligation upon guanxi in terms of the source
of individual relationships. The highest obligated guanxi is with family members. The
second highest level is based on the emotional attachment derived from shared history,
such as that of old classmates, or dear friends. These two levels sometimes overlap, since
emotional attachment to a friend is sometimes equal to, or even deeper than with family
members. Wank (2002) also stressed that the weakest level of guanxi is “guanxi
investment”, which is forged solely for gaining favours from others through intentional and

planned interpersonal connection.

Guanxi and similar concepts (e.g. Blat in Russia, or Wasta in the Arab world) are often
viewed as an informal institutional compensation for formal institutional voids in emerging
economies (Carney, 2007; Webb et al., 2010; Peng and Khoury, 2008; Puffer et al., 2010).
Where formal institutions are insufficient to support entrepreneurial behaviour, such

informal institutions may provide security (Ahlstrom et al., 2000), and design alternative
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governance mechanisms to regulate and stabilise entrepreneurial behaviour (Peng, 2006).
Amongst all forms of guanxi, Peng (2004) found that family ties had the most positive
effects on the size and number of private businesses. In the next subsection, we review the

existing literature linking institutions and family business behaviour.

1.4.2 Institutions Shaping Entrepreneurial Behaviour of Family Businesses

Although institutions put pressure on all types of organizations in any given society,
scholars have recently highlighted that family businesses may interact with their
institutional contexts differently compared with their non-family counterparts (Soleimanof
et al., 2018). For instance, as transition economies are often characterised as being filled
with formal institutional voids (Puffer et al., 2009), family businesses are more prevalent
as a rational response to the weak property and contract rights, ineffective monitoring
mechanisms, and inefficient labour markets. Family ownership enables an internal control
mechanism which largely reduces uncertainties regarding agency-cost (Jensen and
Meckling, 1976), and provides essential financial and human capital resources that cannot
be effectively acquired through formal channels (Liu et al., 2012). The weak contract
enforcement mechanism and lack of general interpersonal trust could also be minimised
through kinship (Gras and Nason, 2015). Simply put, the inherent formal institutional
deficiencies in transition economies make social capital the sole source of growth and
survival for family businesses (Carney et al., 2009; Klapper and Love, 2004; Webb et al.,
2015).

As family businesses extensively rely on their social capital, scholars have argued that
informal institutions have a crucial influence on family businesses in transition economies
(Carney, 2007; Soleimanof et al., 2018). For instance, in China and the Arab world, where
flexible long-term relationships are valued, access to family networks and social ties
provide family businesses with social capital advantage over their non-family counterparts,
which are usually constrained by complicated procedures, inflexible structures and arms-
length relationships with various groups of stakeholders (Miller et al., 2009). Family
businesses’ survivability and growth are improved by their social linkages in regions
where resources are scarce (Dyer and Mortensen, 2005; Uzzi, 1999). For instance,
Backman and Palmberg (2015) found that small family businesses tend to grow more than
non-family businesses in Swedish rural areas due to their superior linkage and interaction
with the local community (Dicken and Malmberg, 2001). Other scholars have examined

the link between the general informal institutional context and families” own institutions.
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Families’ idiosyncratic histories can characterise their own family institutions, including
unique patterns of hierarchies, shared values and relationships (Aldrich and Cliff, 2003).
For example, the deeply rooted Chinese Confucian philosophy emphasises the group’s
needs over individual benefits (Zhang et al., 2015), and promotes shared responsibility and
interpersonal relationships (Kim and Gao, 2013; Yan and Sorenson, 2006). Such a cultural
background facilitates the transfer of family values, norms and shared purpose by breeding
family institutions, such as informal get-togethers and family meetings that continuously
strengthen social interactions and reciprocal bonds among family members (Koropp et al.,
2014).

Moreover, culture also shapes family business behaviour by defining what constitutes a
family and prescribing how family members should be treated (Soleimanof et al., 2017).
For instance, Philippine family businesses treat in-laws depending on the type of
relationships and their position within the business (Santiago, 2011), while Japanese family
businesses often employ adopted sons to motivate or replace less talented blood heirs
(Mehrota et al., 2013). Cultures that promote the inclusion of extended family members
provide wider access to social ties and their associated resources; however, it can be costly
for firms to comply with such social and cultural obligations. For instance, providing
unlimited resources for extended family members is a crucial family responsibility in some
African societies (e.g. Khavul et al., 2009; Khayesi et al., 2014). Khayesi et al. (2014)
further added that the cost of fulfilling such family responsibility might provide long-term
benefit for firm performance, as extended family members are also obligated to contribute
to the success of the firm. However, such cultural pressure could potentially hinder family
businesses’ entrepreneurial behaviour in contexts where asymmetric altruism is prevalent
(Schulze et al., 2001). For example, in most Western societies where individualism is
highly valued, family businesses tend to limit the power of expropriating firm wealth to a
handful of family members in order to prevent costly family obligations (Wright, Chrisman
etal., 2014).

These studies collectively suggest that culture may have a direct influence on the formation
of social ties, thus influencing subsequent entrepreneurial behaviour. Particularly in the
Chinese context, as Hofstede’s cultural dimensions suggest, national level entrepreneurship
and economic growth is likely to be low in cultures with high power distance, and low
individualism (Hofstede Insights Model, 2019). Much of the literature concerning Chinese
culture supports this notion. Traditional Chinese Confucian philosophy is often portrayed
as a barrier to the modern economy during the first half of the 20th Century (Wang 2010).

Specifically, some scholars argue that Confucianism disparages merchants, and promotes
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rote learning?, and learning for advancing bureaucracies (Lam et al., 1994; Liao and
Sohmen, 2001; Weber, 1964). There are four major macro-cultural aspects that are
influenced by Confucianism: family values, collectivism, respect for age and authority
(hierarchy and paternalism), and reputation (value of ‘face’) (Sheer, 2012; Zapalska and
Edwards, 2001). Earlier studies indicate that such aspects constrain necessary independent
thinking (Friedman, 2005; Zapalska and Edwards, 2001), innovativeness and self-
determination (Anderson et al., 2003), and risk-taking (Mourdoukoutas, 2004), and thus
are not compatible with the entrepreneurial spirit. However, other scholars suggest that
Chinese culture is generally entrepreneurial-friendly, as the Confucian culture helps
Chinese entrepreneurs to cope with institutional uncertainty (Redding, 1990). Within an
underdeveloped formal institutional setting, highly regarded family values forge strong
informal ties between family members (Sheer, 2012), providing vital social capital for
securing family wealth, social status and reputation, and passing this on to the next

generation (Wang, 2010).

These studies suggest that, although China cannot be readily considered as entrepreneurial-
friendly, it is certainly not entrepreneurial-hostile either (Hayton et al., 2002). Such mixed
views suggest that more evidence is needed on how Chinese culture influences
entrepreneurial behaviour. Moreover, since both personal striving and supporting social
networks play crucial roles in entrepreneurial behaviour (Brandstater, 2010), it is important
to establish a link between culture and social networks (Klyver and Foley, 2012),
especially in China, where guanxi has been largely portrayed as the primary informal
institutions that facilitate entrepreneurial behaviour. Furthermore, by specifically focusing
on the family business context, the social relationships existing among families may
provide additional insights on how culture shapes social networks in China. Therefore, in
the first paper, the researcher attempts to investigate how informal institutions, in
particular culture and social networks, shape the entrepreneurial behaviour of family

businesses.

1.4.3 Institutional Complexity within Organizational Context

As reviewed in Subsection 1.4, we can establish that institutions are highly complex in any

given society. Specifically, some studies indicate that Chinese cultural aspects constrain

4 A learning or teaching technique based on memorizing and reputation, which is highly adopted in the
Chinese culture throughout history (Lam et al., 1994; Wang, 2012)

24



Chapter 1

independent thinking (Friedman 2005; Zapalska and Edwards, 2001), innovativeness, self-
determination (Anderson et al., 2003) and risk-taking (Mourdoukoutas, 2004), and thus are
not compatible with the entrepreneurial spirit. Others argue that within an underdeveloped
formal institutional setting, the highly regarded values of family provide vital social capital
for securing family wealth (Wang, 2010), and promote shared responsibility and
interpersonal relationships (Kim and Gao, 2013; Yan and Sorenson, 2006), facilitating
entrepreneurial behaviour. During the past decade, scholars have focused on how such
conflicting macro-level prescriptions pose divergent pressures on field-level actors, and
how they avoid or resolve these conflicts (Greenwood et al., 2011). Specifically in the
family business domain, the contradicting nature of family and business systems are often
discussed at an organizational level using a selective approach, i.e., family business
entrepreneurs tend to sacrifice economic goals in order to focus on non-economic family
goals (Chrisman et al., 2012). In the next section, the researcher draws on institutional
logics perspective (1.5.1) and paradox perspective (1.5.2) to explain how field-level

competing demands can influence the entrepreneurial behaviour of family businesses.

1.5 Competing Demands in Family Businesses

1.5.1 Institutional Logics Perspective - a selective view of competing demands

Friedland and Alford’s (1991) construct of “institutional logics” emphasised that practices
and structures are tangible manifestations. They conceptualised Western society as an
inter-institutional system, which comprises “the capitalist market, bureaucratic state,
democracy, nuclear family, and Christian religion” (1991, p.232). Each institution is
associated with a central logic (Alford and Friedland, 1985), referred to as a ‘higher-order
logic’ (Thornton, 2002). Thornton and Ocasio (1999, p. 804) defines institutional logics as
“socially constructed, historical patterns of material practices, assumptions, values, beliefs,
and rules.” Logics offer the “master principles of society”, and guide social behaviour by
providing “assumptions and values, usually implicit, about how to interpret organisational
reality, what constitutes appropriate behaviour and how to succeed” (Thornton, 2004,
p.70). By extension, organizational behaviour is also implicitly influenced by the complex
institutional processes within the institutional context (Greenwood et al., 2010; Greenwood
et al., 2011). However, scholars have divergent views regarding whether multiple logics
could be compatible (Friedland and Alford, 1991; Kraatz and Block, 2008).

Earlier research has established a link between logics and practice (e.g. Lounsbury, 2007;

Thornton, 2002, 2004). The organizational response to their contexts is very unlikely to be
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the same, because logics are historically contingent and organizational fields are exposed
to multiple, and often conflicting logics (e.g. D’ Aunno et al., 1991; Reay and Hinings,
2005). Scott (1991) maintained that there are many institutional environments, and that
some rationalisations might be competing. Elsbach and Sutton (1992) similarly argued that
expectations of powerful external actors are often blurred across boundaries and
conflicting in nature. Likewise, D’ Aunno et al. (1991) argued that it is difficult for many
organizations to conform to strong institutional beliefs and rules because they face
scattered environments that contain multiple independent groups making uncoordinated
demands. In order to address the challenge brought by multiple and conflicting logics, two

streams of research have emerged.

One stream of research describes logics in terms of their contrasting implications for roles,
skills and competence (e.g. D’Aunno et al., 1991; Reay and Hinings, 2005; Thornton,
2002, 2004). They are usually portrayed as incompatible nominal categories, such as
editorial versus market logic in the US publishing industry (Thornton and Ocasio, 1999;
Thornton, 2002), professional versus market logic in the Canadian healthcare system (Reay
and Hinings, 2005) and law firms (Cooper et al., 1996), regulatory logic versus market
logic, and corporate logic versus agency logic in the US financial sector (Lounsbury, 2002;
Zajac and Westphal, 2004) and legalistic-bureaucratic logic versus managerial logic in the
Austrian public sector (Meyer and Hammerschmid, 2006). These studies examined logic
shifts as the notion of a previously dominant logic being dismantled by the ascendance of a
new logic, because they are assumed to be fundamentally incompatible (Thornton and
Ocasio, 1999; Rao et al., 2003). However, it is surprising that most attention has been
given to how organizational fields and industries are structured by one dominant logic
(Lounsbury, 2007), whilst Friedland and Alford (1991) noticed that organizations are

always subject to multiple and competing logics.

The other stream of research shows that two or more logics can coexist and shape
organizational behaviour at the same time. For instance, Greenwood and Suddaby (2006)
observed that Canadian auditing and law firms faced pressure from market, professional
and family logics. Thornton (2004) found that the editorial logic in the US publishing
industry was combined with family, private ownership and professional logic. Owen-Smith
and Powell (2004) showed that the innovation network within biotech firms in the Boston
area was expressed through both proprietary alliances (market logic) and public
universities (professional logic). Marquis and Lounsbury (2007) found that competing
community and banking logics actually triggered professional entrepreneurialism in the US

banking sector. Other scholars made attempts to show how plural logics successfully
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created hybrid organizational forms in the Bolivian microfinance sector (Battilana and
Dorado, 2010) and social sector in the UK (Tracey et al., 2011).

Although these studies suggest that the less prevalent logics might be only influential at a
localised level, they conclude that organizations in the field are indeed affected by multiple
logics, and often without one replacing the other. Some scholars shifted their attention
towards how organizations respond to multiple logics. For instance, Battilana and
Dorado’s (2010) case study compared two contradictory logics in Bolivian hybrid
microfinance organizations and found that they managed to maintain their hybridity over
time. Dunn and Jones (2010) revealed that two logics, care and science, both persisted
from 1910 to 2005 in US medicine education without one replacing the other. Greenwood
et al. (2010) examined how regional state logics and family logics affected Spanish
manufacturers’ response to overreaching market logic. In particular, state logics tended to
be potent in large firms with regional connections, while family logic affected the decision
to downsize, especially in smaller firms. Miller et al. (2010) observed how variations in
role identities and their associated logics affected family founders and lone founders’
strategic behaviour. They found that even though both entrepreneurial and family logics
contributed to the establishment of the businesses, family logic tended to affect family
business founders and led to conservative strategies, while entrepreneurial logic affected
lone founders and led to more risk-taking and innovative strategies. These studies show
that conflicting logics can be tailored to be relatively compatible under certain

organizational conditions (Greenwood et al., 2011).

The above two streams of research reveal that we need more knowledge about the source
of incompatibility between logics other than macro-level institutional pressures. Recent
work by Pache and Santos (2010) proposed that conflicting institutions might differ with
regard to their ideological goals. Purdy and Gray’s (2009) longitudinal case study, for
instance, demonstrated the challenge in alleviating the tension between disparate logics
such as bureaucratic, public policy and judicial logics, and that the lack of unified goals
helped to perpetuate multiple logics in the state offices of the US. Moreover, Miller et al.
(2011) also proposed that goals, norms and prescriptions dictated by family logic are at
odds with market logic. Some family business scholars also argued that non-economic
goals are often adopted by family businesses, which is critical for distinguishing family
businesses from non-family businesses that adopt economic goals (e.g. Block et al., 2013;
Gbémez-Mejia et al., 2011; Chrisman and Patel, 2011; Chrisman et al., 2012; Chua et al.,
1999; Sorenson et al., 2009; Zellweger et al., 2011).
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In summary, research adopting an institutional logics perspective primarily considering
competing logics requires ‘solutions’, meaning selecting one over the others. However,
organizational studies adopting a paradox perspective have shown an alternative view on

reconciling competing demands without resolution.

1.5.2 Paradox Perspective — an integrative view of competing demands within

organizational context

Paradoxes are “contradictory yet interrelated elements that exist simultaneously and persist
over time.” (Smith and Lewis, 2011). Although this lens is relatively new to organizational
studies, it is deeply rooted in both Eastern and Western philosophies. The Eastern “Yin-
Yang” symbol illustrated by Taoism highlights the “integration of two opposite cosmic
energies” (Fang, 2012, p. 31). For example, light vs. dark, life vs. death, masculine vs.
feminine are viewed as interdependent, fluid and natural (Chen, 2002; Peng and Nisbett,
1999). While tensions between oppositional elements may cause discomfort to individuals,
traditional Eastern philosophies, such as Buddhism, Hinduism and Taoism maintain that

paradoxical tensions need not be resolved, but embraced and transcended (Capra, 1975).

Paradox theory has been increasingly adopted in organizational studies as scholars have
started to acknowledge that the trade-off and contingency approaches of choosing between
competing demands may only aid short-term performance, but lack long-term
sustainability (Lewis, 2000). Early psychology scholars posited that paradoxical tensions
could lead to potentially constructive or destructive responses. In a negative view, due to
the preference for consistency in cognition (Cialdini et al.,1995), individuals experience
confusion and anxiety as they face contradictions (Lewis, 2000; Schneider, 1990). This
may result in defensive reactions, where individuals only attend to one element to avoid
inconsistency, and fail to recognise the interrelatedness of both sides of the tension
(Jarzabkowski et al., 2013). Such a defensive mechanism often has a clear impact in the
context of broader organizational approaches (Lewis, 2000; Vince and Broussine, 1996).
For instance, when core capabilities for an existing product become core rigidities for new
product development, managers’ defensive reactions would re-orient new capabilities to
other purposes, go back to the existing product, or abandon new capabilities altogether
(Leonard-Barton, 1992). Furthermore, paradoxical tensions can also cause frustration
(Kahn, 1990). For instance, in their longitudinal ethnographic on a natural food
cooperative, Ashforth and Reingen (2014) found that members’ discomfort against hybrid
organizational identity led them to split the cooperative mission in two and only identify

with one part, while projecting the other part onto others. The splitting and projecting
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defences resulted in the creation of in-groups and out-groups, and persistent group
conflicts. Such defensive choices can fuel vicious cycles over time, as engaging only one
element of the tension constantly triggers demands on the other (Andriopoulos and Lewis,
2009); hence, decision-makers may be paralysed by the choice between alternatives, which
could consequentially threaten the future of an organization (Jay, 2013; Smith et al.,
2011).

To avoid vicious cycles and seek virtuous cycles, other studies focus on responses that
nurture ‘paradoxical thinking’, which enables individuals to accept, embrace and even
prosper with paradoxical tensions (Schad et al., 2016). The psychological foundation of
paradoxical thinking was based on early studies of creative geniuses (Schneider, 1990),
which proposed that actors have the capacity to reframe tensions, questioning the
reductionist ‘either/or’ assumptions when they explore contradictory elements and their
interdependence, and considering a ‘both/and’ view (Bartunek, 1988). Such theoretical
foundation has been adopted in Western organizational studies to examine individual
capabilities for engaging with paradoxes. In their laboratory studies on individual
creativities, Miron-Spektor and colleagues (2011) found that participants who framed
tensions as paradoxes were more creative than their counterparts who did not. More recent
paradoxical scholars have applied such individual capabilities to organizational responses
to competing demands (e.g. Jarzbkowski et al., 2013; Lewis, 2000). Building on Poole and
Van de Ven’s (1989) proposed typology: opposition, spatial separation, temporal
separation and synthesis, scholars generally categorised the approaches as acceptance, and
differentiation and integration (Smith and Lewis, 2011). Such management approaches
primarily consider how organizational participants move from a reductionist ‘either/or’
thinking towards a ‘both/and’ perspective that seeks synergies from the seemingly

competing forces (Zellweger, 2017).

Opposition, or acceptance, denotes “accepting the paradox and leaning to live with it”
(Poole and Van de Ven, 1989, p.566). Acceptance enables individuals to acknowledge the
existence of paradoxes (Lewis, 2000), and to recognise and embrace conflicts without
resolving the tensions (Smith, 2014). For instance, Rosso’s (2014) field research on
Fortune 500 corporations’ R&D teams challenged the assumption that constraints kill
creativity. They found that teams accepting and embracing constraints may see
opportunities and freedom as part of the constraints. Smith’s (2015) qualitative study on
top management teams of Fortune 500 corporations found that dilemmas could become
paradoxes, because managers understood that selecting only one element kept triggering

the need for the other over a long-term horizon (Smith and Lewis, 2011). Similarly,
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Luscher and Lewis’s (2008) action research on Lego found that managers were able to
develop a temporal process that moved issues from a mess, to an identified problem, to an
underlying dilemma and ultimately to paradoxical thinking, without seeking immediate
solutions. Doing so enabled the managers to move forward rather than being stuck in the
face of the paradoxical tensions. Jarzabkowski and Sillince’s (2007) case study of three
UK universities found that top managers at entrepreneurial universities invoked an
association between multiple goals and persuaded academics to widen their commitment
beyond their professional interests by emphasising commercial income (i.e. providing
more funding for research). This strategy emphasises the self-interest involved in
commitment to multiple goals (Siders et al., 2001). Calabretta et al.’s (2017) case study
found that managers created emotional equanimity to prepare the ground for paradoxical
thinking at the initial stage of innovation projects. This avoided the tendency to seek
immediate solutions when the fundamental conflicts between intuitive and rational
decision-making caused anxieties (Cabantous and Gond, 2011). These studies collectively
indicate that despite the various types of tensions an organization may be facing, learning
to “live with” the paradoxical nature of tensions is a crucial step for effectively managing

paradoxical tensions (Andriopoulos and Lewis, 2009; Smith and Lewis, 2011).

The modern term “differentiation” refers to acknowledging the independence of each
element. Smith et al.’s (2012)’s paradoxical leadership model stressed that social
entrepreneurs must mindfully recognise and differentiate the value of each of the social
and commercial demands (Weick et al., 1999). However, Poole and Van de Ven’s (1989)
early proposition of typology inspired two streams of studies, based on a more specific

distinction between spatial separation and temporal separation.

Spatial separation describes strategies that isolate competing yet co-existing demands,
processes and perspectives (Poole and Van de Ven, 1989). For instance, in a field study of
five large US restaurant chains, Bradach (1997) found that the need to maintain uniformity
and adapt to market change simultaneously could be managed by separating the associated
tasks through different company and franchise units. Some scholars further elaborate such
structural strategy through “structural ambidexterity”. Tushman and O’Reilly’s (1996)
study on organizational evolutionary and revolutionary change found that firms which
evolved successfully through innovation tended to assign contradictory decisions to
different business units through massive decentralisation. Smith and Tushman’s (2005) top
management model for managing innovation is associated with paradoxical cognition
residing in senior leaders and their teams, enabling them to differentiate the strategies and

architecture for existing products and innovative products and integrate those strategies
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and architecture. Similarly, in their longitudinal study on 13 business units and 22
innovations, Tushman and colleagues (2010) suggest that the senior teams’ ability to deal
with contradicting exploration and exploitation tasks through structural differentiation is a
crucial determination of a firm’s ability to exploit in the short term and explore in the long
term. However, scholars also acknowledge that even though such a structural separation
approach could minimize conflict, it can also breed a power imbalance within
organizations, causing one pole to become dominant (Schad et al., 2016; Tushman and
O’Reilly, 1996).

Temporal separation delineates strategies that allocate competing demands to sequential
time periods (Poole and Van de Ven, 1989). Early studies of tensions between exploration
and exploitation advocate for a temporary focus on one element depending on current
situations which require incremental innovation or radical innovation (March, 1991;
Tushman and Romanelli, 1985). For instance, in their longitudinal event study on
European insurance companies, Klarner and Raisch (2013) found that change and stability
are balanced through a sequential approach that enables rhythmic and frequent change over
time periods. Similarly, Cuganesan’s (2017) single longitudinal case study of a division of
the Australian state police force showed that identity similarity and distinctiveness could
not be balanced through a widely accepted relatively linear process (Chreim, 2002; Fiol,
2002) due to the heterogeneity in employees’ identity work. Instead, senior managers and
employees negotiated similarity-distinctiveness paradoxes as an emergent and cyclical

process of identity regulation and re-regulation.

Synthesis or integration involves the development of a novel synergetic approach that
addresses both the opposing elements of a paradox (Smith and Tushman, 2005). In their
careful case study on Toyota’s production system, Adler and colleagues (1999) found that
the paradox of efficiency and flexibility were managed periodically in connection with
model changeovers. Similarly, Schmiit and Raisch’s (2013) empirical study found that
turnaround initiatives could integrate retrenchment and recovery activities in Central
Europe. In a longitudinal study of US commercial banks, Deephouse (1999) proposed that
the tension between competition and legitimation can be balanced through strategic

similarity.

Other studies have devoted attention to management models that integrate the strategies
discussed. For example, Smith and Lewis’s (2011) dynamic equilibrium model of
managing paradox, which proposed that although paradoxical tensions need to be accepted

in the long term, short term responses could rely on splitting and integration strategies,
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thus enabling a sustainable approach that fuels long-term success. Andriopoulos and
Lewis’s (2009) comparative case studies of five ambidextrous firms found that tensions
between exploration and exploitation were managed through a mix of integration and
differentiation tactics. Differentiation strategies included diversification of project
portfolios with strategic intent, iteration between project constraints and freedom for
customer orientation, and temporally and structurally separate work modes for personal
drives. Integration approaches included cultivating a paradoxical vision for strategic intent,
improvising purposefully for customer orientation, and socializing “practical artists” for
personal drive. Similarly, Smith (2014) proposed a model for senior leaders managing
strategic paradox through in-depth qualitative analysis from six top management teams
from Fortune 500 Corporation. They found that top management teams adopted both
differentiation and integration to frequently oscillate support between exploration and
exploitation simultaneously. They combined differentiating strategies, such as allocating
domain specific roles, comparing domains to raise novel distinctions, and seeking
information about domains independently, with integrating strategies involving allocating
integrative roles, stressing overarching goals and solving problems jointly for their

leadership practices.

The organizational studies discussed above highlight how the paradox perspective can
offer a strategic management approach to cope with competing demands at an
organizational level (Smith and Lewis, 2011). However, most of these studies addressed
paradoxical tensions as if they were inherently embedded within a given organizational
context (Smith and Berg, 1987), without specifically addressing the nature of the
relationship between opposing elements. In fact, in their systematic literature review on
paradox research in management science, Schad and colleagues (2016) found that most
existing studies attend to the types of paradoxes, while fewer studies highlight the nature of

relationships.

1.5.3 Inconsistent Empirical Findings in Family Business Research

The previous two subsections reveal that the competing demands within a family business
context have been typically explained at an organizational level (e.g. Gomez-Mejia et al.,
2007; Mitchell et al., 1997). Recent studies in family business research have highlighted
that family businesses are constantly exposed to coexisting institutional logics; they are
typically guided by family and commercial logics, because the prescribed institutions of

the family and the firm continuously overlap (Greemwood et al., 2010; Kraatz and Block,
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2008; Leaptrott, 2005). Scholars drew on stakeholder theory (Mitchell et al., 1997) to
argue that family involvement creates a dominant coalition which gives power and
legitimacy to influence distinctive family goals, behaviours and performance (Chrisman et
al., 2005; Dyer, 2006). Extending from the stakeholder theory, conceptual developments
consistent with the behavioural theory highlight non-commercial family goals arising from
the emotional value of family business ownership (Astrachan and Jackiewicz, 2008;
Zellweger and Astrachan, 2008), the importance of the relationship between family social
capital and financial goals (Arregle et al., 2007; Pearson et al., 2008), and the preservation
of socioemotional wealth (Gomez-Mejiaet al., 2007). Studies applying the behavioural
agency model, deriving from the insights of the combined prospect theory and agency
theory, have concluded that avoidance of the loss of socioemotional wealth is a primary
driver of family businesses’ strategic behaviour (e.g. Berrone et al., 2010; Gomez-Mejia et
al., 2007; Gomez-Mejia et al., 2011). These studies collectively suggest that family
businesses will avoid risky decisions which reduce socioemotional wealth, despite the
potential for long-term commercial benefits; yet they may embrace risky decisions that
might reduce long-term economic gains, but with the preservation of socioemotional
wealth. In addition, the empirical evidence suggests that family businesses tend to invest
less in R&D than non-family businesses, due to the emphasis on socioemotional
preservation (e.g. Chen and Hsu, 2009; Czarnitzki and Kraft, 2009; Munari et al., 2010).

However, Chrisman and Patel (2012) have pointed out that the behavioural agency model
predications are inconsistent with the well-accepted view that family businesses have a
long-term investment orientation (e.g. James, 1999; Le Breton-Miller and Miller, 2006). In
contrast with the dominant view, the deep connections between family members and the
continuity of business goals across multiple generations, the long-term planning and risk-
taking necessary for corporate entrepreneurship could be highly committed in family
businesses (Zahra, 2005). The desire to sustain the firm for future generations can push
some family businesses to seek growth (Eddleston et al., 2008). Studies also found that
family businesses that gather opinions from various stakeholders (Sirmon et al., 2008) and
involve a board of directors (Le Breton-Miller and Miller, 2006) could remain competitive
and innovative. It is particularly important to address these contradictory results, because
they highlight the mainstream studies’ focus on differences between family and non-family

businesses (e.g. Chrisman et al., 2004; Dyer, 2006).

Two research problems in particular have been summarised by established family business
scholars, and addressing these problems may offer greater insights on explaining the

inconsistent empirical findings. First, the implicit assumption in family business research is
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that family businesses are considered relatively homogenous (e.g. Jaskiewicz et al., 2016;
Miller et al., 2007). A lack of distinction in the heterogeneity of family businesses
(Westhead and Howorth, 2007) might be the reason for such inconsistent results in family
business research. Although a growing body of literature recognises the heterogeneity of
family businesses (e.g. Chrisman et al., 2012; Chrisman and Patel, 2012; Stewart and Hitt,
2012), empirical evidence on how to distinguish them, to what extent, and based on what
criteria is still scarce. Second, earlier research proposed that family and business systems
are inherently in conflict (Kellermanns and Eddleston, 2004), leaving family business
practitioners and scholars with no choice but to attempt to ‘resolve’ such tensions by
weighing family and business goals. However, just like any other types of entrepreneurs,
family business entrepreneurs are likely to possess numerous identities, in addition to their
familial one (Shepherd and Haynie, 2009), and these identities are unlikely to be ranked in
a static state (Murnieks et al., 2014), as the drive to seek alignment with their identity may
shift depending on situations. Such shifting attention between alternative demands (Kim et
al., 2004) may force family business leaders to adopt a complex and fluid managerial
approach (Cao et al., 2009), rather than fixing their focus on only one demand.

1.5 Structure of the Thesis

This thesis follows a three-paper PhD model. The chapters are organized as follows:

Chapter 1 provides an overview of the research context and general scarcity of
entrepreneurship research in the context of China. It sets out to give an introduction on the
underpinning theoretical background, and outline of the research objectives, as well as the

specific theoretical constructs that are applied in each of the three individual papers.

Chapter 2 provides an explanation of the chosen philosophical stance of this thesis, with a
brief review of the existing philosophical debate in the entrepreneurship literature. It then
introduces the research design specifically for the purpose of addressing the proposed
research objectives in Chapter 1. The subsections in this chapter also explain the research
approach, research strategies and an overview of data collection and analysis techniques.
The technical details of data collection and analysis are provided in each individual paper.

Chapter 3 is the first paper that aims to investigate how informal institutions shape
entrepreneurial behaviour in Chinese family firms. Prior work often simplifies informal
institutions as social networks, and views them as a supporting mechanism for filling formal

institutional voids in emerging economies. Aligning with this view, the formation of family
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firms is often portrayed as a rational response to secure family-related resources that
otherwise cannot be obtained effectively. However, such an approach disconnects the micro-
level actions from their embedded macro-level conditions, due to the lack of theoretical
clarification regarding different levels of informal institutions, i.e. culture, social networks,
and resources generated from informal institutions. We draw on institutional theory and
social capital theory to develop a multi-level framework that comprises macro-level cultural
aspects, and the distinction between social networks and social capital. Through a multi-case
study, it is found that although cultural aspects do not exert direct influence on family firms’
entrepreneurial behaviour, they do inform the types of family and non-family social
networks that family firms are keen to develop. The distinct social networks subsequently
generate vital social capital that facilitates the pursuit of entrepreneurial behaviour.

Chapter 4 is the second paper, which aims to investigate how coexisting family and
commercial logics impact on family firms’ entrepreneurial behaviour. Based on the
analysis of eight case studies in China, we found that family logic is the logic which
mainly shapes the entrepreneurial behaviour of ‘couple-founder’ family firms, whereas
both family and commercial logics complement each other and guide the entrepreneurial
behaviour of ‘single-founder’ family firms that exhibit a higher level of entrepreneurial
behaviour. We contribute to the family business literature by adding the ‘initial set-up’ as a
new dimension of family heterogeneity and demonstrating how initial imprinted logics
impact on the subsequent development of family firms, with implications on what and how
family/business goals are pursued. The findings offer both theoretical and practical

contributions to the family business literature.

Chapter 5 aims to explore how tensions become salient in family businesses. Previous
paradox research focuses on organizational strategies that move from a reductionist
‘either/or’ thinking towards a ‘both/and’ perspective which addresses “contradictory yet
interrelated elements that exist simultaneously and persist over time”. Among different
types of business formations, family firms are particularly prone to paradoxical tensions,
due to the combination of family and business systems. However, most paradox studies
focus on salient paradoxes, thus neglecting factors that render latent tensions salient.
Institutional theorists argue that the role of institutional context could provide valuable
insights on the salience of paradox as competing demands arise at institutional level. This
paper explores how paradoxical tensions in family firms become salient within the
institutional context of China. In particular, we found that, although family liquidity and
firm growth paradox is rendered salient bye increased family involvement, such

organizational conditions are only impactful when institutional changes occur.
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Furthermore, we also find that industrial reputation and family reputation paradox become
salient after leaders have formed informal responses to the ambiguous formal institutions
within the industry. However, such a paradox could become latent again as formal
institutions mature, and as acceptable behaviour is better defined. Our findings contribute
to the existing paradox research by demonstrating that (1) narratives through retrospective
sensemaking of individuals enables researchers to capture how latent tensions become
salient, and (2) paradoxical tensions in organizations are revealed through the interactions
of environmental conditions at a multiple level, i.e. institutional, organizational and
individual levels. Such interactions are the determinants of the latency and salience of

paradoxes.

Chapter 6 concludes the thesis by revisiting the research questions and objectives of the
thesis as well as the three individual papers. It also offers summaries of major research
gaps identified in each individual paper, and the key findings that address the proposed
research objectives. The following subsections outline the theoretical and practical
contributions and implications, and conclude with a discussion on the research limitations

and outlook for future research.

1.6 Conclusion

The starting point of this chapter was to set out the research context, including a discussion
of the major research gaps regarding entrepreneurship in the context of Chinese family
businesses. Through reviewing the existing literature that connects entrepreneurial
behaviour and family businesses, the researcher proposed a multi-level study to address the
scarcity of family business research in the context of China. Specifically, the researcher
contends that instead of viewing family business only at an organizational level, an
institutional perspective that informs overall institutional pressures, organizational
demands, and individual sense-making would be an appropriate approach to investigate the
entrepreneurial behaviour of Chinese family businesses. This chapter also provides an
overview of the research questions and objectives, as well as an introduction to the

structure of the thesis.
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Chapter 2. Research Methodology

2.1 Introduction

Chapter 2 rationalises the selected methods based on previous theoretical arguments in
both family business research and general entrepreneurship research, while the
methodologies in Chapters 3, 4 and 5 validate the technical and fine-grained analytical
details in the research procedure. In particular Section 2.2 sets out the research philosophy
and paradigm that guides the ontological and epistemological view of the central research
question, i.e. How do institutions impact on the entrepreneurial behaviour of Chinese
family firms at macro, meso and micro-level? Section 2.3 explains the research approach
and strategies adopted in order to answer the guiding research question. Section 2.3 briefly
reveals the general data analysis techniques.

2.2 Research Philosophy and Paradigm

Before we dive into the discussion on the philosophical paradigm, it is important to recall
that this thesis aims to explore how institutions impact on the entrepreneurial behaviour of
family businesses in the context of China. In order to achieve this objective, a multi-level
exploration at macro, meso and micro levels has been undertaken. Essentially the thesis
adopts an institutional perspective that informs our understanding of the overall macro-
institutional pressures, institutional complexity within organizations and individual sense-
making of the tensions that family leaders as entrepreneurs may experience. Such a multi-
level approach contributes knowledge about the phenomenon of family business
entrepreneurial behaviour in the unique context of China. Three main themes accompany
the guiding research question: (1) entrepreneurial behaviour, (2) family business, and (3)
the context of China. A consistent ontological and epistemological view of each theme is
required to provide logically presupposed, interrelated sets of conceptualised paradigms on
the reality of the world, the nature of knowledge, and methodologies that are based on such
knowledge (Lawson, 1997; Suddaby, 2014). This section aims to outline the reasoning for
adopting the chosen philosophical paradigm from the perspective of each of the three

themes.

37



Chapter 2

2.2.1 Ontological Stances

Researchers usually adopt different philosophical paradigms to conceptualise their research
(Denzin and Lincoln, 2000). As Saunders et al. (2012) suggest, each philosophical
paradigm incorporates features that will affect the way the researcher views the research
process; thus, it is important to consider different approaches before deciding on an
appropriate research philosophy. Ontology refers to the philosophical assumptions of what
is considered reality, and the assumptions researchers have about the way the world
operates and the commitment to particular views (Saunders et al., 2012). Of the numerous
classification schemes introduced in the literature, this section discusses the paradigms of
empiricism/objectivism, and social constructionism/subjectivism, which are often adopted
in entrepreneurship research and family business research domains (Hjorth and Steyaert,
2005; Leppaaho et al., 2016).

Empiricism states that reality exists independently of the observer, and that the world can
be reducible to its material existence. The empiricist, therefore, considers that scientific
knowledge must be derived from sensory experience, and should thus be tested by
observation and experiment. In contrast to empiricism, social constructionism does not
make any pre-assumptions about existing reality, but treats reality as ultimately socially
constructed by “humans through action and interaction” (Orlikowski and Baroudi, 1991, p.
14). According to this view, there is no single way the world is or can be; therefore,
constructionism strives to understand the phenomenon by appreciating its “uniqueness,

complexity, and interaction with its context.” (Leppaaho et al., 2016, p. 161).

Particularly for the theme of entrepreneurial behaviour, it is recognised that the
philosophical stance of entrepreneurial behaviour is not static, but changes according to the
worldview of researchers (Ramoglou and Tsang, 2016). Due to the complexity of
entrepreneurship research, the field has relied on different philosophical stances. In their
much-cited article “The Promise of Entrepreneurship as a Field of Research”, Shane and
Venkataraman described the defining feature of entrepreneurial phenomena as “the
discovery and exploitation of profitable opportunities” (2000, p. 217). Their influential
work brought to light the ‘objective existence’ of entrepreneurial opportunities, and offers
a vigorous foundation for entrepreneurship as a distinctive field of research. This
‘discovery approach’ that treats opportunities as “physically observable objects” (Alvarez

et al., 2014, p. 227) subscribes to an empiricist ontology (Ramoglou, 2013).

However, a growing contingent of scholars have converged towards the ‘creation

38



Chapter 2

approach’, which argues that opportunities are created endogenously through
entrepreneurial agency (Sarasvathy, 2001; Wood and McKinley, 2010), attributed to a
social constructionist worldview. Particularly over the past two decades, a number of
different theoretical perspectives have emerged to explain the actions and logics behind
entrepreneurial behaviour. These alternative approaches are often defined as “emerging
theoretical perspectives” in order to contrast them with the traditional model of
entrepreneurial behaviour (Eisenhardt et al., 2010). In the following table (Table 1), the
author provides a brief comparison of the traditional model of entrepreneurial behaviour,
usually referred to as the “causal approach” by Sarasvathy (2001), the “discovery
approach” by Alvarez and Barney (2007), and the “classic approach” by Shah and Tripsas

(2007), with two prominent emerging theoretical perspectives, including effectuation

(Sarasvathy, 2001), and entrepreneurial bricolage (Baker and Nelson, 2005).

Causation

Effectuation

Bricolage

Assumption of
entrepreneurial
opportunities

Opportunities are objective and
identifiable, and discovered by
potential entrepreneurs (Casson,
1982; Shane and Venkataraman,
2000).

Opportunities are subjective,
socially constructed, and created
by potential entrepreneurs
(Korsgaard, 2011; Sarasvathy,
2001).

Opportunities are non-existent
(Baker and Nelson, 2005; Levi-
Strauss, 1966).

Assumption of
entrepreneurial
actions

Identifying and exploiting
opportunities through systematic
information gathering and
analysis (Katz and Gartner,
1988; Shane and Venkataraman).

Uncovering opportunities
through experimenting and
learning with a set of resources
(Chandler et al., 2011;
Sarasvathy, 2001).

Using and recombining resources
at hand for new purposes (Baker
and Nelson, 2005; Rice and
Rogers, 1980).

Assumption of
entrepreneurial

e Environment is static and
stable.

e Environment is dynamic and
ecological.

e Environment is  socially
constructed, and resources are

environment constrained.

e Although risky, uncertain | e Future is unknowable and not
future is  discernible and | measurable. e Future is irrelevant.
measurable.

Table 1. Diverse theoretical perspective of entrepreneurial behaviour

2.2.2 Epistemological Stances

Epistemology is concerned with what constitutes acceptable knowledge in any field of study.
As discussed in the previous section, the field of entrepreneurship research has adopted
different ontological views. Essentially, scholars’ views on what they consider valid when
researching entrepreneurial behaviour is largely dependent on their ontological stance. For
instance, for scholars advocating the ‘discovery approach’ (e.g. Alvarez et al., 2014; Shane
and Venkataraman, 2000), their view of ‘reality’ derives from the premise that
entrepreneurial behaviour cannot be measured without the objective existence of
opportunities. For these scholars, the real world exists independently of subjective

consciousness (Wass and Wells, 1994). Therefore, from an epistemological point of view,
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the research approach to uncover knowledge is based on positivism: what constitutes
acceptable knowledge must consist of objects that have an external existence to that of the
researcher and entrepreneurs, such as new products, services, raw materials, employees and
customers. By organising these ‘objects’ effectively, entrepreneurs and businesses create
products and services, which are then sold on at a greater price than their cost of production
(Casson, 1982). In this domain, only what is objectively observable represents valid
knowledge. From an empiricism perspective, explanation is provided through causal laws
inferred from empirical regularities (Popper, 1961). In this regard, the entrepreneurs and
researchers are subservient to the definition of knowledge, and the subjective consciousness
is meaningless (Wass and Wells, 1994). Explanation of the phenomenon supported by
empirical regularities becomes a covering law, which can be generalised to predict outcomes
outside the specific conditions of the research context. In summary, the validity of the results
depends on whether they can be replicated in identical circumstances and generalised to a

wider population.

As mentioned above, recent theoretical debate in the field of entrepreneurship has seen the
development of new theoretical perspectives on what constitutes knowledge in
entrepreneurship. For instance, with regard to the effectuation perspective, knowledge does
not exist outside the consciousness of the individual. In other words, opportunities are
subjective, socially constructed, and created by potential entrepreneurs (Korsgaard, 2011,
Sarasvathy, 2001). Therefore, from an epistemological perspective, valid knowledge
comprises individual comprehension of the ‘external world’. As opposed to positivism, an
explanation of the phenomenon is inferred through actors’ (entrepreneurs) subjective
perception of their social world. The actor’s (entrepreneur’s) experience with the real world
of business determines what constitutes opportunities and entrepreneurial behaviour. An
important aspect of this epistemological position is that the environment is changeable and
can be unique to the phenomenon being researched. Therefore, generalisation of knowledge

beyond the context is meaningless.

However, such an epistemological stance is often adopted when the aim of research is to
gather knowledge on the entrepreneurial behaviour in Western economies, where macro-
contexts are usually characterised by relatively stable institutions; thus entrepreneurs are
expected to behave according to certain prescribed objective models. Once they are

engaged with the mentioned objects, they are considered to be exhibiting entrepreneurial

behaviour. In emerging economies, | argue that such an epistemological stance may be
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inadequate due to the peculiarity of the relatively unstable institutional context.

2.2.3 Philosophical Stances of this Thesis

In this thesis, the research context is represented by China, where the researched
phenomenon, family businesses’ entrepreneurial behaviour, might be regarded
ontologically as an objective entity. However, such ontological positioning, or objectivism,
IS inadequate, since it neglects the assumptions underpinning the research questions, which
emphasise the uniqueness of the Chinese context. The latter is influenced by institutions
that Western scholars have largely criticised for their lack of reliability and effectiveness
(Puffer et al., 2010; Webb et al., 2015). Entrepreneurship in China is rather a new
phenomenon; and being an entrepreneur was not even considered a decent career choice
until the 1990s (Yang and Li, 2008). Furthermore, the notions of ‘family’ and ‘family
business’ in China may be different from their established definitions in a Western context.
The Chinese institutional context is a developing one, family businesses being embedded
in a context where formal institutions are regarded as too unreliable and inefficient to
guide entrepreneurial behaviour, thus potentially constraining entrepreneurship and
economic growth in China (Zapalska and Edwards, 2001).

The Confucian culture has a huge influence on the family and how it is expected to behave.
| argue that this cultural influence, which makes the Chinese context unique, also
influences what a ‘family business’ is in China, and how it is expected to behave
entrepreneurially. Furthermore, the scholarly discourse on family business has recognised
the heterogeneity of family businesses in developed economies. Such heterogeneity might
also exist in the context of China. However, imposing a set of definitions of family
businesses as applied in Western economy studies to the context of China is inappropriate,
given the different formal and informal institutional pressures on the ‘family’ and ‘family
business’. In the unique context of China, how Chinese entrepreneurs view and experience
opportunities through interactions with informal institutions, such as social networking, in
order to pursue their entrepreneurial goals cannot be objectively captured (or measured)

through empiricism.

Furthermore, institutional complexity, posing multiple demands on the ‘family’ and
‘business’ systems might be subjectively experienced by owners of Chinese family
businesses in a unique way, given the environment in which they are embedded.

Particularly noteworthy is the unique social construction of opportunities through the
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interactions of family business leaders with the family and institutions that influence the
business context. Therefore, this thesis takes the ontological stance of social
constructionism in an attempt to explore and understand the unexplored phenomenon of
entrepreneurial behaviour in family businesses under the influence of multiple institutions

in the context of China.

Understanding how Chinese family business entrepreneurs perceive entrepreneurial
behaviour through their own interpretation of social interactions is critical to answer the
main research question of the thesis. As both individual and organizational responses are
constructed through the constant social interactions between entrepreneurs and family
members, businesses and government, and/or businesses and their partners (Ratner, 2002),
a social constructionist ontology and interpretivist epistemology have been adopted in this
thesis to guide the development of the research design. In so doing, valid knowledge is

revealed on how Chinese entrepreneurs make sense of the world around them.

2.3 Research Methods

This is an exploratory study, the purpose of which is to develop a better understanding of
‘how’ institutions impact on the entrepreneurial behaviour of Chinese family firms at a
macro, meso and micro-level. In spite of various calls for adopting a qualitative research
approach in family business research (De Massis and Kotlar, 2014; Nordqvist et al., 2009;
Reay and Zhang, 2014), qualitative methodology is still relatively under-used in the family
business research domain (Fletcher et al., 2016). In adopting the constructionist ontology
and interpretivist epistemology this thesis highlights the relatively unknown territory of the
Chinese institutional contexts with distinctive cultural attributes and their influence on
human interactions with the context. Thus, it follows that, from a methodological
perspective, a multiple case study methodology based on a qualitative approach is the most
appropriate research approach to achieve the thesis’ main objective, which is the
exploration of how Chinese family business leaders perceive the influence of Chinese
macro-institutions, institutional complexity and competing demands on their

entrepreneurial behaviour.

A case study is a strategy for qualitative empirical research that allows researchers to
gather in-depth information of the investigated phenomenon within its embedded context
(Pettigrew, 1973; Yin, 2003). Case studies are particularly relevant for exploring behaviour

in organizations, as they promote “understanding the dynamics present within single
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settings” (Eisenhardt, 1989, p. 533) by enabling researchers to adopt various theoretical
lenses that allow for multiple facets of the phenomenon to be unveiled and understood
without being constrained by the empiricist ontology that only views external objects as
reality. It is also particularly relevant to the family business research domain, as the
features of case studies enable researchers to understand family involvement and
interaction with business systems at multiple levels (De Massis and Kotlar, 2014). The
level of family involvement can be statistically measured including also its influence on
entrepreneurial behaviour. For instance, increased family involvement may decrease the
risk-taking propensity of the family business owner as “the stake has grown too high”
(Gomez-Mejia, et al., 2007). However, understanding of its antecedence is largely
neglected by existing family business literature, which has mainly adopted a positivism
approach. Such an approach does not enable to answer the questions of “how” and “why”

family involvement changes in the first place.

Furthermore, exploratory study through the case study method is flexible, which allows the
researcher to change the research direction or amend research protocols when new insights
emerge from newly discovered data (Saunders et al., 2012). Before the formal data
collection, a pilot study was conducted. Van Teijlingen and Hundley (2002) point out the
importance of pilot studies, which serve as pre-testing exercises for interview schedules,
questionnaire development, and refining research questions (Baker, 1994; Polit et al.,
2001).

In this thesis, the case study method also proves to be a flexible method to adjust to the
requirements of the abductive research approach. The researcher took care in
understanding, firstly the concept of entrepreneurial behaviour as established in the
relevant entrepreneurship literature and studied in different contexts (Dubois and Gadde,
2002). As the development of entrepreneurship in the Chinese institutional environment
has been increasingly recognised, institutional theory and its fundamental assumptions can
account for such phenomenon and could lead to new empirical findings (Van Maanen et
al., 2007). Therefore, after conducting a systematic literature review, the researcher
decided to use institutional theory as the main underpinning theoretical construct for this
thesis. Secondly, inconclusive results or fragmented knowledge were noticed. For instance,
some scholars view multiple institutional pressures as conflicts, while others argue that
institutional logics can coexist and somehow complement each other. Therefore, these
constructs were used initially to guide the explorative study, yet with an open mind: by
applying established theoretical constructs in a relatively under-studied context, new

findings could emerge leading to the refining of the initial theoretical concepts.
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Based on this reasoning, the abductive approach moves back and forth in the sense of
combining both deduction and induction research approaches (Eriksson et al., 2015;
Suddaby, 2006), in order to find the most appropriate interpretative theory and build
additional knowledge upon it. Specifically, we identified the institutional theory, and by

extension the institutional logics perspective, and ultimately the paradox theory

as appropriate theoretical lenses to understand the phenomenon of family businesses’
entrepreneurial behaviour in China. Such theories have been widely used in Western
contexts and are increasingly used similarly in emerging economies (e.g. Autio and Fu,
2015; Carney et al., 2009; Jaskiewicz et al., 2016; Miller et al., 2011). In so doing, the
emerging findings from the context of China provided nuances to new knowledge that is
conflicting with theories developed from studies applied to Western economies. Therefore,
the theoretical constructs of institutional theory, institutional logics and paradox were
identified as salient themes that describe patterns of entrepreneurial behaviour of Chinese
family businesses; then, additional themes were allowed to emerge from the research field
to provide plausible explanations of entrepreneurial behaviour, and therefore extend the
initial theoretical framework via the interpretation of the new themes.

2.3.1 Research Design

An interactive and iterative strategy was followed in the research design. Every research
process, such as data collection, data analysis and theoretical comparison was carried out
interactively (Maxwell, 2004). The research findings were led by constant revisiting and
revising of the original theoretical ideas, i.e. the institutions and their influence on

entrepreneurial behaviour. The process is described in the following logical steps:

(1) Data collection. Due to the subjective and social constructivist nature of the study, the
organizational responses and entrepreneurial behaviour could not be physically observed.
Therefore, a semi-structured interview protocol was developed, based on the research
questions and literature which would help us capture the interpretation of institutions and
entrepreneurial opportunities of each informant. The interview questions elicited
information on the background of the case firms and their respective industry-specific
institutional contexts. Additionally, as the interviews continued, we evaluated the answers
of informants to see if the questions were properly understood in respect to our research.
Specifically, the answers were expected to be in line with the current Chinese institutional

framework, all informants having understood the impact of institutions.
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(2). Data coding. A guideline coding system was generated, initially based on the literature
review. . After the data collection, a three-level coding system (Strauss and Corbin, 1990)
was carried out, based on a revisiting and revising of the literature review and the collected
data. Additionally, new emerging themes and patterns that were a crucial part of the
interviews would be noted from the coding. Interactively, such themes and patterns would

be carefully noted during subsequent interviews for specific comparison.

(3) Data analysis. The data analysis process in this study was carried out in parallel with
the data collection and coding processes. When each interview was finished, an initial
within-case analysis was carried out. Additionally, as interviews accumulated and themes
and patterns started to emerge, we sought the breaking point where no surprising new data
were added into the initial analysis. We then decided to stop collecting data and started to

carry out a comprehensive cross-case analysis.

2.3.2 Data Sampling and Collection

Due to the exploratory nature of this thesis, the researcher purposefully selected samples
with three clearly defined criteria. First, the sample businesses must align with the
definition of family business provided by the thesis, which requires the business to be
owned and managed by one dominating family, and to have a clear intention towards
intrafamily transfer of ownership and management. Second, the sample businesses have
continuously pursued, but not necessarily executed or finished, new entrepreneurial
opportunities after the establishment of the firm. Third, convenience for authors to access

reliable and genuine information regarding the research questions.

Case studies typically include different sources of data collection methods (Eisenhardt,
1989; Yin, 2003). The employment of various data sources assist in capturing the
perspectives of different stakeholder groups, in this case, business owners, managers and
employees of case firms, in order to develop a deeper understanding of the entrepreneurial
behaviour (Sharma et al., 1997; Zahra and Sharma, 2004). Although secondary data such
as legal documents and policy reports could provide evidence, how entrepreneurs perceive
and react to the institutions and institutional change cannot be analysed only through
secondary data. Thus, we collected government issued documents as references to
supplement the data and to reduce biased opinion of interviewees. It also provided us with
opportunities to evaluate different responses to the same institution. From an
organizational level, the goal was to understand why and how some family businesses are

actively pursuing entrepreneurial behaviour, while some are slow to react or rejected most
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entrepreneurial opportunities. Thus, we paid close attention to the interpretation of the
personal relationship within each case firm. It allowed us to compare and contrast the

interpretation of family in different family businesses.

There were two waves of data collection. To improve our access to case firms, the
researcher contacted private family business through network ties and a local Entrepreneur
Society in 2014. The pilot study included four family businesses located in Qingdao, and
16 semi-structured interviews were conducted in August 2014. The first attempt at formal
data collection started with seven family businesses located in Qingdao, and later increased
to 32 firms across mainland China. After negotiating with all potential case firms and
assessing whether their characteristics were suitable for this study, 22 firms agreed to
participate in the research, and 16 firms were able to provide four or more informants,
including the founder(s). Finally, ten firms were selected based on the optimal accessibility
and availability of different types of informants. Four interviews were conducted at each
firm with informants from different management and operational levels, including the
founder(s), general manager, lower manager and operational staff to ensure that the data
covered information from a comprehensive perspective for each firm. In total, 40 face-to-
face semi-structured interviews were conducted between August 2014 and October 2015
(Table 1). Each interview lasted approximately one hour, with a few extending to 90
minutes, and some shortened to 40 minutes, based on the availability of the informants.
This set of data constituted the first wave of data collection, which provided the empirical
findings of Papers 1 and 2. Specific data collection details and case overviews are shown
in both Chapters 3 and 4.

Following the interesting empirical results emerging from Paper 1 and 2, the researcher
conducted the second wave of data collection, specifically targeted to address the third
research objective: how do competing demands in family businesses emerge and influence
their entrepreneurial behaviour? Narratives were developed through qualitative data
collected from 16 face-to-face semi-structured interviews. Interview sessions were
conducted separately on different days, and interviewees were asked to reflect on their
previous stories in subsequent sessions, to validate the initial sense making. Each session
lasted 86 minutes on average, with a few exceptions that extended to over 120 minutes or
shortened to 40 minutes. In total, two waves of data collection consisted of 56 face-to-face
semi-structured interviews. All interviews were recorded on a digital device, then

transcribed and translated to ensure reliability.

In addition to the primary data, the archival data was particularly helpful in building

46



Chapter 2

consistency in the overall data. The archival data included annual statistics, government
documents, news reports and articles from various media (Table 2). How informants
reacted to institutions may depend on how they perceived certain institutions. Thus,
secondary data was particularly helpful in reducing the bias and subjective opinions from

the interviews.
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Sectors/data

source

Government Documents

Official statistics

News reports

Online Articles

International

61 pages of policy announcements from the Ministry of

19 pages of statistics from the

56 news reports from various

28 articles from

25 White paper documents

13 Law and regulation announcements from the State

Council

3 pages of policy announcements from the SBT

Council

trade Commerce of the People’s republic of China (MCC), the | National Bureau of Statistics of | web portals various web portals
State Bureau of Taxation (SBT) and the State | the People’s Republic of China
Administration of Taxation (NBSC)
Manufacture | 33 pages of policy announcements from the MCC and SBT | 17 pages of statistics from the | 27 news reports from various | 21 articles from
NBSC web portals various web portals
Real estate | 70 pages of policy announcements from the MCC and SBT | 35 pages of statistics from the | 69 news reports from various | 33 articles from
developing NBSC web portals various web portals
Others 28 web pages of the State Council Gazette 60 Statistics reports from State
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2.4 Data Analysis

The unit of analysis of this research was one family business which is currently operating
under the Chinese institutional context. The nature of this study was to analyse the
differences and similarities across organizations’ responses to certain institutions, and how
family and commercial logic drive entrepreneurs into certain decisions. A multi-case study
was appropriate in such situations, since it enabled us to explore the differences both
within and between cases in order to replicate, confirm or disconfirm findings across cases

in a specific institutional environment. (Yin, 2003).

The main analysis techniques for our multi-case analysis were pattern matching, linking
data to conceptual framework, explanation building, time-series analysis, logic models and
cross-case synthesis (Yin, 2003). Specifically, we aimed to identify the research objectives
in each case through within-case analysis, then to find patterns through cross-case analysis
to ultimately identify the influential institutions and how they influence entrepreneurial
behaviour differently across family businesses. In order to analyse the rich text-based data
in a more efficient way, the study also used the qualitative data analysis computer software
package NVivo 10 to organize, code (the term “node” is used in NVivo 10) and analyse the
narratives of the respondents. More importantly, it was expected that NVivo 10 might take
the data analysis to an in-depth level by classifying, sorting and linking findings, or even
uncovering unexpected subtle discoveries through the use of its powerful query tools.

There are many ways in which qualitative data can be analysed. Since this study adopts a
social constructionist perspective, the researcher made every possible effort not to
differentiate between the collection of data and its analysis and interpretation (Easterby-
Smith et al., 2008). Through the data analysis we moved from raw data toward the
identification of relevant institutions, elements of family and commercial logics,
paradoxical tensions, and outcomes of the firms. As Yin (2003a) suggests, if researchers
use existing theory to formulate the research questions and objectives, they may also use
the theoretical proposition to set up a framework to organize and lead the data analysis.
This study therefore created the initial coding constructs based on the literature reviewed
and the observations made. We adopted three stages of the four-stage process (Miles and
Huberman, 1994) in data analysis without building a theoretical framework, as our

research design was largely based on the existing theoretical framework.

Stage 1: Identify key institutions and logics within each case
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First, we examined the interview transcripts of each firm to identify the relevant key

formal institutions within each case, using language indicators that captured influential

institutions and institutional logics.
Stage 2. Categorising related institutions and logics within each case

In stage two, we examined the link between both the pre-determined and emerged first
order concepts to categorise the key second order themes. Building upon the second order
themes, we compared the categories that were generated from stage two across all cases.
Similar second-order themes were gathered into third-order groups.

Stage 3. Conducting cross-case comparisons

In this stage, we looked for similarity and differences across cases using standard cross-
case analysis techniques (Miles and Huberman, 1994) to find patterns and differences,
which could be related to our theoretical frameworks. Explanation building was also
included in this stage, while the cross-analysis went on. Similar explanations were
collectively noted, while different or surprising findings were noted separately, with their

own explanation building process.

2.5 Conclusion

This chapter has explained the basic research design and methodological approaches used
in this study. The research adopted a social constructivism philosophy based on the notion
that the interaction of family businesses and institutional context requires the
understanding of individuals’ social interactions. An abductive qualitative method,
followed by a semi-structured interview strategy was applied to support the study.
Chapters 3, 4 and 5 explain the technical and statistical research methods in detail.
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Chapter 3. Paper 1

Institutions Shaping Entrepreneurial Behaviour in Chinese
Family Firms: A Multi-Level Perspective

Abstract

This paper aims to investigate how informal institutions shape the entrepreneurial
behaviour of Chinese family firms. Prior work often simplifies informal institutions as
social networks and views them as a supporting mechanism for filling formal institutional
voids in emerging economies. Aligning with this view, the formation of family firms is
often portrayed as a rational response to secure family-related resources that otherwise
cannot be obtained effectively. However, such approach disconnects the micro-level
actions from their embedded macro-level conditions, due to the lack of theoretical
clarification regarding different levels of informal institutions, i.e. culture, social networks
and resources generated from informal institutions. We draw on institutional theory and
social capital theory to develop a multi-level framework that comprises macro-level
cultural aspects, and the distinction between social networks and social capital. Through a
multi-case study, it is found that although cultural aspects do not exert direct influence on
family firms’ entrepreneurial behaviour, they do inform the types of family and non-family
social networks that family firms are keen on developing. The distinct social networks
subsequently generate vital social capital that facilitates the pursuit of entrepreneurial

behaviour.

3.1 Introduction

This paper aims to investigate how informal institutions shape the entrepreneurial
behaviour of Chinese family firms. Despite contributions examining the role of institutions
in entrepreneurship (Holmes et al., 2013; Hitt, 2016; Ostrom, 2005, 2010), our
understanding about the influence of informal institutions and their hierarchy on
entrepreneurial behaviour in emerging economies is still limited. Previous studies linked
informal institutions with entrepreneurship from two separate perspectives. Firstly,

empirical investigations inspired by Hofstede’s quantitative measurement of national
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culture dimensions (1980) concluded that specific national cultural dimensions such as

individualism and masculinity are positively associated with entrepreneurship, whereas
power-distance and uncertainty avoidance can have a negative impact (e.g. Shane, 1992,
1993; Shirokova et al., 2018). Secondly, informal institutions, which are largely
assimilated to social networks and social capital (Puffer et al., 2010), are conceptualised as
alternative mechanisms that regulate and stabilise entrepreneurial behaviour in transition
economies such as China (Ahlstrom et al., 2000; Puffer et al., 2010).

Although national cultural aspects may promote entrepreneurial behaviour by encouraging
personal striving, the supporting social networks also play critical roles in facilitating
entrepreneurial behaviour (Batjargal, 2010; Puffer et al., 2010); in this regard, scholars
have called for more explorative research to understand the link between culture, social
networks and entrepreneurial behaviour in a given society (Klyver et al., 2008). Such
knowledge gaps are largely due to the lack of a hierarchical conceptualisation among
culture, social network and social capital (Klyver and Foley, 2012), while reliance on
quantitative-based studies of national culture cannot adequately demonstrate causal effects
on social behaviour (McSweeney, 2013). Particularly, within this discourse, we argue that
social networks are mostly discussed as substitutive resources to overcome formal
institutional voids (Puffer et al., 2010). The result is a limited understanding of social
network formation and influences shaped by cultural aspects (Klyver et al., 2008).
Furthermore, the constructs of social networks and social capital often overlap with each
other and are discussed at the same level (McKeever et al., 2014), as interchangeable
concepts leading to misleading conclusions. Although social networks can facilitate
entrepreneurial behaviour by filling in formal institutional voids (Puffer et al., 2010), the
inherent social capital may exert mixed impact on entrepreneurial behaviour, depending on
the nature of social interactions (Woolcock and Narayan, 2000). Therefore, given such
theoretical and empirical gaps, we aim to contribute clarity to the field of informal
institutions and its causal relationship on entrepreneurial behaviour by developing an
integrated framework that links the constructs of culture, social networks and social capital
from a multi-layered perspective. In doing so, we draw on the institutional theory and
social capital theory to explore how the hierarchy of informal institutions shapes the
entrepreneurial behaviour of family firms in the context of China. Building on the
hierarchy of institutions (Hitt, 2016; Ostrom, 2005, 2010) and social capital theory

(Putnam, 2001), this paper contributes to the institutional theory literature by suggesting a
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hierarchical order of informal institutions: cultural aspects being the highest level informal

institutions which inform the sub-level informal institutions of social networks. This study
also contributes to the application of social capital theory in family business and
entrepreneurship research by (1) providing distinctive clarification of social networks and
the resources generated from them, i.e. the social capital, and (2) by identifying novel sub-
categories of bonding and bridging social networks in a specific context, i.e. family

businesses in China.

We conducted a multi-case study of eight Chinese family firms. Such a qualitative
approach enabled us to address the gaps by focusing on how Chinese family entrepreneurs
frame cultural aspects, and how such aspects inform the construction of social networks
(Eisenhardt, 1989; Eisenhardt and Graebner, 2007). We employed an abductive approach
that allowed us to combine deduction and induction (Eriksson et al., 2015; Suddaby,
2006).

We selected China as an appropriate context, as informal institutions have been frequently
linked with entrepreneurship in China (Puffer et al., 2010), and Chinese family firms
usually have no separation in ownership and management, as both are closely held by
family members (Carney, 2007; Cao et al., 2015), thus facilitating the analysis of how

social capital is acquired through family networks.

Our findings reveal that informal institutions exert their influence on entrepreneurial
behaviour through multiple levels, the highest level being cultural aspects and the second
level being social networks. Within this framework, social capital is not an informal
institution, but a resource derived from the interaction of the two levels of informal
institutions. Thus, the influence of social capital on entrepreneurial behaviour is shaped
through culturally informed social networks. The nature of social networks impacts on the
type of social capital that family firms can access. Both family and non-family social
capital shape entrepreneurial behaviour of Chinese family firms; yet social capital that
reflects collective interests seems to create hesitation which leads to incomplete
entrepreneurial behaviour, while social capital that signals social hierarchy tends to
facilitate the pursuit of entrepreneurial behaviour. Such findings extend the hierarchy of
institutions perspective with a more in-depth focus on culture broadly conceptualised as an

informal institution at the highest level of the institutional hierarchy.

This paper is organised as follows. In the next section, we build our multi-level theoretical
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framework by reviewing the literature on institutional theory, social networks and social

capital and its relevance to entrepreneurship and family business research. Then we outline
our research methodology and the rationale behind our data collection and analysis,
followed by the presentation and discussion of our findings. Finally, we conclude our

paper with limitations and recommendations for future research.

3.2 Theoretical framework

3.2.1 The Multiplicity of Informal Institutions

Institutions are the “rules of games” that structure human interaction and behaviour by
devising constraints and incentives in a given society (DiMaggio and Powell, 1991; North,
1990). Scholars have distinguished formal and informal institutions to specify the
influence of institutions (North, 1990). Formal institutions typically refer to codified and
explicit rules, as well as the structures that are built via various supporting entities, such as
“regulatory agencies, capital and labour markets, and key elements of infrastructure (e.g.
communication, utilities, or transportation).” (Webb et al., 2019). To clarify the
conceptualisation in the present study, we view formal institutions as “products of
governmental action. (...) government develops and implements formal institutions (...)”
(Hitt, 2016, p. 208). Informal institutions comprise uncodified and intangible shared
values, norms and beliefs, which prescribe tacit constraints on societal participants through
“codes of conduct, norms of behaviour, and conventions” that are generally informed by

culture (North, 1990, p. 36).

Institutions exist at multiple levels and reflect hierarchical orders (Hitt, 2016; Ostrom,
2005). The geographic hierarchy suggests that national, regional and municipal
governments all possess the power to develop and implement formal institutions (Ostrom,
2005), whilst political hierarchy addresses the order of political decision-making power
within a nation, including constitutional law-makers, groups of decision-makers (i.e.
government officials), and individual actors (i.e. organizations or entrepreneurs) (Kiser and
Ostrom, 1982; Ostrom, 2009). Thus, institutions emanate from different centres of power,
and they are polycentric (Ostrom, 2005, 2010), and should not be viewed as exerting
universal influences on behaviour. Although the polycentric view enriches the specificity
of institutional context (Hall and Thelen, 2009; Ostrom, 2005, 2010), formal institutions

54



Chapter 3
are often assumed as the primary force that shape behaviour (Holmes et al., 2013; Ostrom,

2005, 2010). Informal institutions are often discussed as the alternative governance
mechanisms that substitute or replace the debilitating effects of weak or inefficient formal
institutions (Carney, 2007; Estrin, and Prevezer, 2011; Webb et al., 2010; Webb et al.,
2019), especially in China (Peng and Khoury, 2008; Puffer et al., 2010).

As the primary driver of entrepreneurial behaviour (Puffer et al., 2010), informal
institutions provide alternative measures to regulate and stabilise it in transition economies,
where formal institutions offer insufficient support (Ahlstrom et al., 2000; Chen et al.,
2015; Peng, 2001;). For instance, social networks are often portrayed as informal
institutions that secure private properties in transition economies where the legal
infrastructure does not effectively protect property rights, i.e. guanxi in China, and Blat in
Russia (Puffer et al., 2010). Following this line of thinking, the formation of family firms
has been viewed as a rational response to formal institutional voids, as the social closeness
within a family provides security for organizational governance (Carney, 2005; Liu et al.,
2012), which reduces the agency cost arising from weakly enforced formal monitoring
mechanisms (Soleimanof et al., 2018). Family involvement in family businesses also
enables family lending as a crucial informal financial resource in China, where banks are

mostly state-owned, often serving inefficient state-owned businesses (Yiu et al., 2013).

However, the above view implies that informal institutions, by themselves, may not exert
effective influence on individuals’ behaviour when formal institutions are functioning
fairly and consistently (Judge et al., 2008; Lee et al., 2007). To re-address such an
imbalance, Williamson (2000) proposed a different hierarchical order of institutions, which
includes culture as the highest-level institution. It is argued that culture is more enduring
than tangible rules, because change in cultural traditions could take centuries to occur
(Holmes et al., 2013), whereby culture influences the effectiveness and development of
formal institutions (Estrin et al., 2013). We argue that such a view is appropriate to
examine institutions’ influences on entrepreneurial behaviour in China. For instance,
Atherton and Newman’s (2016) historical perspective on Chinese entrepreneurship
suggested that as Chinese culture worships tradition, even in modern days (Zapalska and
Edwards, 2001), the historically established tradition of ‘rule ambiguities’ is still highly
influential, to the extent of rendering formal institutions ineffective. As ambiguities
provide low-quality information and do not strictly define and punish non-conforming

behaviours, complying with formal institutions is often associated with high risk and

55



Chapter 3
uncertainty (Epstein and Schneider, 2007, 2008, 2010); thus entrepreneurs in China may

seek intangible social agreements to establish personalised measures to mitigate risk and
uncertainty in modern business transactions (Atherton and Newman, 2016). Although rule
ambiguities can be depicted as an underdeveloped formal institution (Atherton and
Newman; Puffer et al., 2010), they are developed through the influence of cultural
traditions rather than appearing independently. Hence, culture provides the foundation and

stability for the effectiveness of formal institutions (Hofstede, 2001).

Furthermore, with regard to family businesses in China, hiring family members may not
only improve the quality of organizational governance (Carney, 2005; Liu et al., 2012), but
is also reflective of Chinese cultural aspects such as collectivism and social hierarchy
(Sheer, 2012; Zapalska and Edwards 2001). Therefore, given the above considerations, we
argue that the theoretical perspective of informal institutions requires attention, and needs
to be extended to better understand their influence on entrepreneurial behaviour. To
address this issue, we extend the hierarchical order of institutions and, particularly, apply it

to informal institutions, to include both national cultural aspects and social networks.

3.2.2 Linking Culture and Social Networks

Culture is at the apex of informal institutions. Inspired by Hofstede’s cultural dimensions
(1980), Western scholars have established a link between national culture and
entrepreneurial behaviour (Davidsson and Wiklund, 1997; Shane, 1992, 1993). The
general argument is that individualism and masculinity are positively associated with
entrepreneurship, whereas power-distance and uncertainty avoidance can have a negative
impact (e.g. McGrath et al., 1992; Lee and Peterson, 2000; Shane, 1992, 1993; Shirokova
et al., 2018). However, culture has received mixed views regarding its influence on
entrepreneurship in China. One view indicates that Chinese Confucian culture disparages
merchants and promotes rote learning %and learning for advancing bureaucracies
(Hamilton, 1984; Lam et al., 1994; Liao and Sohmen, 2001; Wang, 2012; Weber et al.,
1964), which focuses on collective interests of the nation and community, rather than
promoting individual advancement (Kim and Gao, 2013, Zapalska and Edwards, 2001).

Such collectivism contradicts the entrepreneurial spirit, as it constrains independent

5> A learning or teaching technique based on memorizing and reputation, which is highly adopted in the
Chinese culture throughout the history (Lam et al., 1994; Wang, 2012)
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thinking (Friedman, 2005), innovativeness and self-determination (Anderson et al., 2003),

and risk-taking (Mourdoukoutas, 2004). Chinese culture also worships traditional authority
as the direction for life, even throughout modern times (Zapalska and Edwards 2001),
resulting in the paternalism prevalent in Chinese private businesses, especially in family
firms (Sheer, 2012). Paternalistic benevolent behaviour is often exerted in exchange for
respect and unquestioned trust, obedience and loyalty (Zhou and Long, 2005), thus
creating a hierarchical order of family relations that largely impedes personal autonomy
and self-actualisation, which may subsequently hinder entrepreneurial behaviour.

According to Hofstede’s cultural dimensions, the Chinese cultural aspects that emphasise
collectivism (as opposed to individualism) and power-distance (the acceptance of social
hierarchy) seem to harm entrepreneurial behaviour (Hofstede Insights Model, 2019).
However, the opposing view suggests that Chinese culture can be entrepreneurial-friendly.
Redding (1996) argues that the Confucian culture has helped Chinese entrepreneurs to
cope with institutional uncertainty through the unified value of the interpersonal
relationship. Within an underdeveloped formal institutional setting, the emphasised value
of family forges strong networks between family members (Sheer, 2012). This provides
vital social capital for securing family wealth, social status and reputation to be passed on
to the next generation (Wang, 2010), thus facilitating family firm creation in China (Kim
and Gao, 2013; Luo and Chung, 2013). Moreover, strong family ties also provide effective
informal communicative channels, which allow the transmission of timely and high-quality
information between leaders and members (Luo and Chung, 2013), thus leading to better
opportunity identification, efficient resource allocation and commitment, and more
educated decision-making (Khanna and Rivkin 2001; Miller et al., 2009).

Scholars argued that research examining cultural dimensions with a quantitative approach
(e.g. McGrath et al., 1992; Lee and Peterson, 2000; Shane, 1992, 1993; Shirokova et al.,
2018) may not be sufficient to explain the causal relationship between national cultural and
behaviour in a given country (e.g. McSweeney 2002; Baskerville, 2003). McSweeney
(2002, 2013) argued that a questionnaire-based calculation of macro-level culture could
not demonstrate a causal link between culture and individuals’ behaviour because
statistical analysis excludes observation of social interactions. For a qualitative example,
Shantz et al.’s (2018) recent case study of entrepreneurship in a Ghanaian rural area found
that both the national culture of collectivism and the social appreciation of fatalism force

individuals to obey spiritual guidance and fulfil their “natural” occupational obligation to
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serve the community. Their findings suggest that entrepreneurial behaviour is not only

informed by a unified national level of culture, but also by peculiar cultural aspects that
determine how people socially interact in a specific group (Sivakumar and Nakata, 2001;
Kirkman et al., 2006). Although national cultural aspects may encourage personal striving,
the supporting social networks also play critical roles in entrepreneurial behaviour
(Batjargal, 2010; Puffer et al., 2010); in this regard scholars have called for more
explorative research to understand the link between culture, social networks and
entrepreneurial behaviour in a given society (Klyver et al., 2008; Klyver and Foley, 2012).

Against this background, for this study, we draw on the hierarchy of institutions (Hitt,
2016; Ostrom, 2005, 2010) and take our lead from locating culture at the apex of informal
institutions (Williamson, 2000). Culture guides the development of second order informal
institutions - social networks at the organizational and /or individual level. With regard to
China, the extant literature offers collectivism and social hierarchy as antecedents of social
networks (Dunning and Kim, 2007; Lee and Humphreys, 2007; Sheer, 2012; Zapalska and
Edwards, 2001). Some scholars contend that supporting social networks are more likely to
take root where culture values long-term reciprocal relationships, such as guanxi in China,

and wasta in the Arab world (Soleimanof et al., 2018).

In particular, the Confucian collectivism value promotes the harmonious interactions
between individuals (Dunning and Kim, 2007; Sheer, 2012), whereby the formation of
informal networks is not only a response to formal institutional voids, but also a culturally
informed behaviour. Regarding the social hierarchy, it is often connected to paternalistic
intrafamily networks, and a clear hierarchical order of family relationships in Chinese
family firms (Sheer, 2012); however, how social hierarchy informs the formation of social
networks outside the family is still unclear. Within this discourse, a key theoretical and
empirical issue is that descriptions of social networks remain unorganised and often
overlap with the concept of social capital (McKeever et al., 2014). For instance, the

term ’social networks’ refers to the variety of relationships that can be cultivated through
social interactions with acquaintances, friends and family (Evald et al., 2006),

whereas ’social capital’ represents the resources embedded in said relationships (Coleman,
2003). Some studies have used social capital as an explanatory peg on which to hang all
types of informal agreements that entrepreneurs might engage with (Dasgupta, 2002;
Gedajlovic et al., 2013).
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As a result, the extant literature concerning informal institutions’ influence on

entrepreneurial behaviour contends that social networks universally facilitate
entrepreneurial behaviour in emerging economies (Puffer et al., 2010). Such an assumption
creates confusing theoretical implications, because social capital theorists claim that social
capital can be advantageous (Adler and Kwon, 2002; Gedajlovic et al., 2013), or
constraining to entrepreneurial behaviour (Light and Dana, 2013; Malecki, 2012;
Woolcock and Narayan, 2000). The lack of a clear distinction between social networks and
social capital also implies that a certain type of social network must generate a specific
type of social capital. However, as often discussed by social capital theorists, the typology
of social networks can be complex, and may generate different types of social capital for
different purposes (Johnson, 2007; Putnam, 2001; Woolcock and Narayan, 2000).
Therefore, in the present study, we draw on social capital theory to clarify that social
capital is the resource embedded within networks of relationships (Anderson et al., 2007;
Nahapiet and Ghoshal, 1998).

3.2.3 Social Capital Theory and Entrepreneurial Behaviour

Originating from sociology and political science, social capital is generally defined as the
resources embedded in interpersonal relationships and capitalised through social
connections (Bourdieu, 1990; Coleman, 2003), in pursuit of economic and/or political
benefit (Putnam, 2001). Social capital is an important source of competitive advantage
(Adler and Kwon, 2002). It provides a theoretical foundation for understanding
entrepreneurial behaviour flowing from social interactions (Stam et al., 2014).
Specifically, for business activities, the concept of structural social capital distinguishes the
typology of resources based on different configurations of social networks (Borgatti and
Foster, 2003). For instance, in comparison to intimate social ties, relationships that have a
relatively distant structure may increase the flow of innovative ideas among the members.
Putnam (2001) articulated the much-cited distinctions between bonding and bridging social
networks. Bonding refers to relationships that share similar characteristics and status and
are often ‘inward’ or ‘intra-community’ (Johnson, 2007; Putnam, 2001), such as
relationships with family and close friends. Bonds entail horizontal ties with actors who
communicate frequently and develop similar levels of trust, interests, moral value and
mutual empowerment (Patunly and Svendsen, 2007; Woolcock and Narayan, 2000).
Bonding social interaction results in bonding social capital. Bridging refers to planned and

calculative social interactions across diverse social cleavages and is often ‘outward’ or
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‘extra-community’ (Johnson, 2007; Putnam, 2001; Woolcock and Narayan, 2000), such as

relationships with business partners and government officials in China. Bridging entails
dissimilar vertical ties, where actors communicate infrequently and may not share a similar

level of trust, interests and moral value. This, in turn, results in bridging social capital.

Bonding social capital is particularly relevant in family firms. As bonding networks
enhance the efficiency of social interaction (Coleman, 1988; Krackhardt and Kilduff,
2002), family relationships are often portrayed as invaluable financial and emotional
support for start-ups (Jenssen and Greve, 2002; Morris et al., 2010). However, scholars
argue that over-reliance on bonds can lead to parochialism, which reduces tolerance to
newness (Malecki, 2012; Woolcock and Narayan, 2000), while less intimate bridging
networks breed flexibility to adopt newer information (Gargiulo and Benassi, 2000). For
instance, family firm founders may invest a great deal of time in a small family group in
order to preserve emotional connections (Burt, 1997; Gargiulo and Benassi, 2000; Xiao
and Tsui, 2007), and are therefore more likely to be risk-averse compared with non-family
firm founders, who invest more time in building bridging networks (Morris et al., 2010).
Family founders also tend to make strategic decisions that reflect the family’s collective
interest, while non-family founders are more likely to adopt a risk-seeking strategy, as their
goals are aligned with less emotionally attached stakeholders (Miller et al., 2011). In the
Chinese context, social capital has been largely oversimplified as informal networks such
as guanxi, which provides alternative governance mechanism to underdeveloped formal
institutions (e.g. Chun et al., 2015; Puffer et al., 2010). Few studies have conceptualised
guanxi based on social closeness (Ko and Liu, 2017), and it is often viewed as the social
interactions with various sources of industrial, political and bureaucratic authorities to gain
economic or political benefits (Peng and Luo, 2000; Puffer et al., 2010). This approach
tends to view guanxi as bridging networks, while it doesn’t acknowledge its influence on
bonding networks such as the family network. Guanxi was not only developed to achieve
economic goals, but is also shaped by both the Chinese collective culture (Dunning and
Kim, 2007) and the whole traditional value system that favours durable bonds over other

types of social ties (Gu et al., 2008).

Furthermore, we argue that how bonds and bridges are defined may differ in the context of
Chinese family firms when compared with the definitions held by their Western
counterparts. For instance, although the Chinese household registration gives formal

prescriptions of a legal family by defining identities, generational status and blood
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relations between members of each household (Afridi et al., 2015), the cognitive definition

of family remains deeply rooted in Chinese Confucian culture (Slote and DeVos, 1998;
Tu, 1998). The valued social hierarchy shapes an altruistic relationship between superiors
and inferiors, thus underpinning the hierarchical family order that informs harmonic
interactions among family members (Child and Warner, 2003; Dunning and Kim, 2007;
Yan and Sorenson, 2004). However, as an intangible institution, culture does not provide
an explicit definition regarding which members are considered family, and how should
they be treated (Soleimanof et al., 2018).

Drawing on the previous discussion, we argue that the formation of family ties cannot be
fully explained by studying culture or any single institution independently. An integrated
framework that includes culture, social networks and the resources derived from said
networks is needed to deepen our understanding of how informal institutions influence the
entrepreneurial behaviour of family firms. In the present paper, we contribute to the
literature by building on the hierarchy of institutions and social capital theory. We develop
a multi-level theoretical framework that clarifies the hierarchical relationship among
cultural aspects, informal institutions and their manifested resources (see diagram 1).
Instead of viewing informal institutions only as informal governance mechanisms that
substitute weak formal institutions (e.g., Puffer et al., 2010), our framework views sub-
level informal institutions as social networks that are informed by the higher-level cultural

aspects.

Although existing literature lacks both theoretical discussion and empirical evidence
regarding the link among cultural aspects, social network and social capital in China, a few
studies on Chinese culture indicate that bonding networks fit well with the collective
Chinese culture (Xiao and Tsui, 2007). The emphasised family harmony also suggests that
Chinese family firms excel at building bonding social capital with family members (Sheer,
2012; Westwood, 1997; Zapalska and Edwards, 2001). Furthermore, much of the existing
literature portrays bridging social capital (i.e. guanxi with government officials) as the
most discussed mechanism supporting entrepreneurial behaviour in China (Puffer et al.,
2010). However, we lack knowledge of how a Confucian culture that favours bonding
social networks can lead to the prevalence of bridging networks. To address these gaps, we
explore the following question: how does the hierarchy of informal institutions influence

entrepreneurial behaviour of family firms in China?
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3.2.4 Conceptualising Entrepreneurial Behaviour in Family Firms

The theoretical framework guiding our empirical study adopts the view of entrepreneurial
behaviour with an emphasis on both opportunity identification and pursuit (Mair, 2002).
The traditional theoretical perspective of entrepreneurial behaviour takes the ontological
view of entrepreneurial opportunities as objectively existing and awaiting discovery
(Alvarez et al., 2014; Shane and Venkataraman, 2000). Such a ’discovery approach’ leads
to a causation perspective of entrepreneurship (Sarasvathy, 2001, 2009), which views
entrepreneurial behaviour as a set of planned activities that include discovery, evaluation
and exploitation of opportunities (Baker et al., 2003; Shane and Venkataraman, 2000).
Such a conceptualisation has been largely adopted in family business research at an
organizational level (e.g. Eddleston et al., 2010; Kotlar and Siegar, 2019). This view
conceptualises entrepreneurial behaviour as a well-designed structured process appropriate
for the study of relatively large family firms with a wide range of stakeholders (Eddleston
et al., 2010; Kotlar and Sieger, 2019). This view neglects small family firms that typically
rely exclusively on family resources which are otherwise inefficient and risky to acquire in

emerging economies (Webb et al., 2015, p. 120; Soleimanof et al., 2018).

Furthermore, although we investigate the behaviour of family firms, entrepreneurship is
essentially initiated by individuals within an organizational context (Kotlar, and Sieger,
2019; Cuervo et al., 2007). In small family firms, organizational authority is often
concentrated in one or a few people who possess the decision-making power to minimise
the agency cost (Carney, 2005; Soleimanof et al., 2018). Thus, for this study, we
conceptualise entrepreneurial behaviour at the individual level as “... a set of activities and
practices by which individuals at multiple levels, autonomously generate and use
innovative resource combinations to identify and pursue opportunities ...” (Mair, 2002, p.
1). This definition views entrepreneurial behaviour by focusing on opportunity
identification and pursuit without a specific expectation regarding economic goals. Such a
view highlights how individuals initiate and execute entrepreneurial behaviour that could
be characterised by different challenges as the opportunity unveils itself (Robichaud et al.,
2007), rather than defining it as relatively measurable and predictable, with clear economic
goals (Shane and Venkataraman, 2000). For this study, we conceptualise entrepreneurial
behaviour at an individual level, as Chinese family firms usually have no separation
between ownership and management, of which both are closely held by family members
(Cao et al., 2015). Thus, entrepreneurial behaviour and its link with hierarchical informal
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institutions is largely reflected through an individual-level perspective.

Based on such a conceptualisation, Figure 1 demonstrates our multi-level framework,
indicating that cultural aspects, as the highest informal institution, exert influence on how
social networks are formed within and outside the family business. Subsequently, social
networks generate distinctive social capital that drives or constrains entrepreneurial

behaviour.
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Figure 1: Theoretical framework
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3.3 Methodology

3.3.1 Research Context

We apply a multi-case study approach to investigate how the hierarchy of informal
institutions influences the entrepreneurial behaviour of family firms in China, as this
approach allows us to account for similarities and differences across cases (Eisenhardt,

1989; Eisenhardt and Graebner, 2007). The unit of analysis for this study is a small family
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firm. Examining informal institutional influences on small family firm entrepreneurial

behaviour in the context of China is particularly appropriate for various reasons. First, as
the largest emerging economy in the world, informal institutions have been heavily linked
with entrepreneurship in China (e.g. Puffer et al., 2010). Second, small family firms play a
central role in the Chinese economy and contribute disproportionately to economic growth
(Li et al., 2015). Third, Chinese family firms usually have no separation in ownership and
management, as both are closely held by family members (Cao et al., 2015), thus
facilitating the analysis and understanding of how social capital is acquired through family

channels.

3.3.2 Research Methods and Data Collection

Our research approach is abductive in nature. The rise of entrepreneurship in the Chinese
institutional environment has been increasingly discussed by scholars from an institutional
perspective (Ahlstrom et al., 2000; Ahlstrom and Ding, 2014; Puffer et al., 2010). The
fundamental assumptions of institutions shaping behaviour in a given society provide a
deductive framework that accounts for such phenomena with an emphasis on the
institutional context. However, more exploratory research is called for, as inconclusive
results and fragmented knowledge have been identified by family business scholars
(Soleimanof et al., 2018). Particularly regarding the influence of informal institutions on
individual behaviour, i.e. the link between culture and individual behaviour, the over-
reliance on deductive research approach has been criticised (McSweeney, 2003).
Therefore, we chose an abductive approach that moves back and forth in the sense of
combining both deduction and induction (Eriksson et al., 2015; Suddaby, 2006) to bridge
the knowledge gaps in the originally proposed theoretical framework (Van Maanen et al.,
2007). Specifically, our inductive methodological approach allowed us to account for the
social constructionist nature of cultural influence, especially regarding how individuals

interact with each other, i.e. building social networks.

The data was collected through social networks and the Chinese Entrepreneur
Development Federation (CEDF). The cases were purposefully selected with three clearly
defined criteria. First, the sample businesses had to align with the definition of family
business provided. Particularly, in selecting family firms, we were guided by Chua et al.’s
(1999, p. 25) family business definition, that is, “The family business is a business

governed and/or managed with the intention to shape and pursue the vision of the business
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held by a dominant coalition controlled by members of the same family or a small number

of families in a manner that is potentially sustainable across generations of the family or
families”. All the selected case firms, which were owned 100% by one family, explicitly
expressed their intention of maintaining the family ownership across generations, and
showed a considerable degree of family involvement in crucial management positions.
Second, the sample businesses had continuously pursued, but not necessarily executed or
finished, new entrepreneurial opportunities after the establishment of the firm. Third, the
authors had access to these companies to collect reliable and genuine information

regarding the research questions.

After assessing data accessibility, data was collected from a final sample of ten selected
firms, of which two were left out of the cross-case analysis since, after the initial within-
case analysis, they did not strictly qualify as family firms. An overview of the selected
eight case firms is shown in Table 3. Four semi-structured interviews were conducted at
each firm with informants from different management and operational levels, including the
founder(s), general manager, project, product, or customer managers and operational staff.
At least three informants were from the controlling family or had a kinship tie with the
founder(s). Forty semi-structured interviews were conducted initially between August
2014 and October 2015, and, excluding the two case firms that did not qualify as family
firms, 32 interviews were included in the final data analysis (Table 4). Each interview
lasted approximately one hour, a few extending to over 100 minutes, and a few reduced to
45 minutes. All interviews were recorded on a digital device, then transcribed and
translated into English to ensure reliability. Interviews aimed to capture each family firm’s
entrepreneurial behaviour by focusing the questions on (1) how opportunities were
recognised, (2) how decisions were made regarding whether to pursue each mentioned
project, (3) how social ties contributed to the said opportunity recognition and decision-

making.

Table 3. Case overview

Firm | Core business Secondary business Founding year | No. of initiated new | No. of completed
projects new projects
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A Automobile tyre exporting None 2002 5 1
B handcrafts exporting None 1998 6 1
C Clothing None 2005 6 2
Manufacturing
D Jeans None 2003 3 0
Manufacturing
E Real estate developing Property management, | 1994 14 8
hotel, agriculture
F Real estate developing Interior designing, 2007 5 3
community planning
contracting
G Real estate developing Restaurant 1995 9 5
H Holiday village developing | Luxury residential 1993 8 6
building developing
Table 4. Interview participants
Firms Virtual Position and family status Tenure | Educational background | Recruitment channel
name
(Gender)
Firm A | Alan (M) Co-founder, husband 12 Vocational Secondary Co-founder
School Diploma
Firm A | Abbey (F) Co-founder, wife 12 Vocational Secondary Co-founder
School Diploma
Firm A | Alice (F) Sales representative, daughter of | 3 Master of Mathematics Recruited by the
founding couple (overseas) couple-founder
directly
FirmA | Amy (F) Accountant, cousin of founding 12 Vocational Secondary Recruited by the
wife School Diploma couple-founder
directly
Firm B Barry (M) Co-founder, husband 16 High School Diploma Co-founder
Firm B Beth (F) Co-founder, wife 16 Vocational School Co-founder
Diploma
Firm B Barbie (F) Senior sales representative, 10 Vocational School Recruited by the
family friend Diploma couple-founder
directly
Firm B Beatrice (F) Sample maker, non-family 12 Junior High School Recruited by the
Diploma couple-founder
directly
Firm C Charlie (M) Co-founder, husband 13 Vocational Secondary Co-founder
School Diploma
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Firm C Carrie (F) Co-founder, wife 13 Vocational Secondary Co-founder
School Diploma
Firm C Carly (F) Factory manager, cousin of 8 Vocational Secondary Recruited by the
founding husband School Diploma couple-founder
directly
Firm C Claire (F) E-business manager, daughter of | 3 Vocational Secondary Recruited by the
founding couple School Diploma couple-founder
directly
Firm D David (M) Co-founder, hushand 11 High School Diploma Co-founder
Firm D Donna (F) Co-founder, wife 11 Vocational Secondary Co-founder
School Diploma
Firm D Daisy (F) Senior sales representative, 9 Vocational School Recruited by the
friend of founding wife Diploma couple-founder
directly
Firm D Derik (M) E-business manager, nephew of 4 Bachelor of Computer Recruited by the
founding husband Science couple-founder
directly
Firm E Ethan (M) Founder 10 Bachelor of International Founder
Finance
Firm E Elise (F) General manager, Ethan’s 8 Vocational School Recruited by founder
second wife, who was involved Diploma directly
in the business later with very
little ownership.
Firm E Erik (M) Project manager, non-family 7 Bachelor of Civil Open recruitment
Engineering
Firm E Emma (F) Client manager, cousin of 7 Bachelor of Finance Recruited by general
founders’ wife manager
Firm F Frank (M) Founder 20 Vocational Secondary Founder
School Diploma
Firm F Fred (M) CEO, nonfamily 17 Bachelor of Civil Open recruitment
Engineering
Firm F Finn (M) Head of property management, 4 Bachelor of Civil Recruitment by the
nephew of founder Engineering and Property founder directly
Management
Firm F Finley (M) Company representative, friend 12 Military College Diploma Recruitment by the
of founder founder directly
Firm G Garry (M) Founder 21 Bachelor of International Founder
Finance
Firm G Grant (M) General manager, son of founder | 5 Bachelor of International Recruitment by the
Business founder directly
Firm G Glory (F) Head accountant, daughter of 13 Bachelor of Insurance and Recruitment by the
family friend Finance founder directly
Firm G Glenn (M) Project manager, nephew of 8 Bachelor of Civil Recruitment by the
founder Engineering founder directly
Firm H Harry (M) Founder 24 Vocational Secondary Founder
School Diploma
Firm H Hanson (M) General manager, son of founder | 9 Bachelor of Civil Recruitment by the

Engineering

founder directly
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FirmH Helen (f) Property manager, niece of 4 Bachelor of Psychology Recruitment by the
founder and Education founder directly

Firm H Haman (M) Representative, personal driver, 16 Military College Diploma Recruitment by the
friend of founder founder directly

3.3.3 Data Analysis

The techniques for the multi-case study analysis involved pattern matching, linking data to
the conceptual framework, explanation building, and cross-case synthesis (Yin, 2003). The
full coding structure is shown in Figures 2. We first open coded the text with major
cultural aspects that have been discussed in literature concerning Chinese culture,
including collectivism (Luo and Chung, 2013; Sheer, 2012; Wang, 2010), social hierarchy
(Zapalska and Edwards 2001; Zhou and Long, 2005), power distance (Dunning and Kim,
2007), paternalism (Sheer, 2012), for instance, collective interest of family members and
hierarchical relationship with government officials. Specifically, we found that family
business entrepreneurs tend to perceive Chinese traditional culture in relation to the social
network (guanxi), especially when they answered question numbers 5, 6, 7, respectively. A
common pattern of answers emerged, with an indication of forming relationships that are
informed by cultural aspects, including collectivism and social hierarchy. Particularly,
collectivism was reflected through entrepreneurs’ values regarding relationships with
family members, while social hierarchy was reflected in their acceptance of government

officials, who usually held the fate of their family businesses.
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1%t order codes 2" order theme 3" order dimensions

Trust in core/nuclear family members

Collective interest of core/nuclear family members
Belief only in family management

Spouses sharing decision-making power

Core/nuclear

family
network

Family social capital
shaping entrepreneurial
behaviour

e Trust in extended family members

o Collective interest of extended family members Exten_ded /
o Belief in both family and professional management ‘ family

o Clear hierarchical decision-making power network

Personalised relationship with business

partners/competitors Busi
Flexible procedures with business partners/competitors usiness
Equal relationship with business partners/competitors Network

Non-family social capital
shaping entrepreneurial

o Personalised relationship with business-related behaviour
government officials

o Informal network with non-business-related Political
government officials Network

o Unequal/hierarchical relationship with government
officials

Figure 2. Data structure

Additional 1% order codes emerged from the text, e.g. personalised relationship with
business partners or government officials. After we organised the 1% order codes, we
categorised them into four themes that demonstrated different types of social networks
(coding explanation see Table 5). Although we followed the Putnam’s (2001)
categorisation of social capital, we identified two distinctive bonding social networks that
formed through kinship (Putnam, 2001), i.e. core/nuclear family network and extended
family network, and two distinctive bridging networks that formed through business
associations and political connections, i.e. business network and political network.

Table 5. Coding explanation

2"d order themes Coding explanation

Core/nuclear family network Refers to the family network that focuses on a
limited number of family members, usually
comprised of nuclear family members, i.e. the
couple and their only child.
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Extended family network Refers to the family network that focuses on a
wide range of family members, usually
comprised of extended family members, and
sometimes friends.

Business network Refers to the network that focuses on equal
reciprocal exchange with business partners and
competitors.

Political network Refers to the network that focuses on unequal
hierarchical relationships with government
officials.

3.4 Findings

Our data revealed two major findings that confirmed our originally proposed theoretical
framework. First, within the Chinese context, informal institutions comprise two levels: the
highest level being cultural aspects and the second level being social networks which
confirmed the proposed hierarchy model of informal institutions. Second, we found that
entrepreneurial behaviour in a family context was comprised of two distinctive aspects:
identification and pursuit, which also confirms our original conceptualisation of
entrepreneurial behaviour. However, although these findings align with the deductive
approach of forming our theoretical framework, the inductive nature of our data analysis
added knowledge to extend the originally proposed theoretical framework. Specifically,
the hierarchical order subsequently determined how different types of social capital are
acquired and the way such capital shapes entrepreneurial behaviour. We found that the two
most influential cultural elements were collectivism and social hierarchy, which provided
the foundation of how family firm members frame their social networks within their
respective family and shape the networks built outside the family. Our data also revealed
that extended family social capital and political family capital facilitated the pursuit of
entrepreneurial behaviour; and, although the core/nuclear family social capital and
business social capital improved opportunity identification, they seemed to create
hesitation regarding the pursuit of entrepreneurial opportunities. In the following sections,
we first present the different types of social capital. Then we reveal the link between social

capital and entrepreneurial behaviour in Chinese family firms.

Family networks
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We explored how family networks were framed among the participants as the second level

informal institution. Our understanding of family network was attributed by the culturally
informed relationships derived from 1% order codes, as shown in Figure 1. Specifically, the
interpersonal relationship within a family is largely shaped by the Chinese collectivist
culture. Participants stressed that as a member of a family, especially a male leader, they

bore responsibility for the collective well-being of family members.

“Family is the core motivation for me to establish a business in the first place. As the leader of a family, it
is my responsibility to ensure and protect my family’s well-being. Our tradition passed on hundreds of
generations to ensure that we always look after each other in a family, especially when times are
difficult...If we only cared about personal interests, we wouldn’t be respected.” (David, Co-founder,
Husband, Firm D)

However, our data revealed that although the general collectivist culture does emphasise
the importance of family, family networks are not universal across all family firms, which
indicates that under the bonding networks, there are sub-categories of social networks that
also subscribe to the highest level cultural aspects. Specifically, our data suggested two
different types of family networks that were acquired by family firms, as follows: a)

core/nuclear family network and b) extended family network.

Core/nuclear family network vs. Extended family network.

Although all participants expressed their gratitude towards the core/nuclear family
network, some of the participants (firms E, F, G and H) revealed that the extended family

network is also essential for building effective social capital.

In particular, the core/nuclear family network gave rise to the paramount family social
capital that provided the foundation of support and motivation for building a family firm.
However, as the family firms developed, firms A, B, C and D only focused on building and
maintaining the core/nuclear family network. Such types of family network particularly
emphasised collectivism with a less clear social hierarchy within the network because of
the relatively small size of the network. Typically, such a network concerns the

interpersonal relationships among nuclear family members, and the decision-making
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power is often shared by the co-founders. Interestingly, such over-emphasis on

collectivism seems to concentrate the control within a small group of family members;
however, it also puts pressure on management succession, as the lack of clear social
hierarchical order tends to discourage family firm leaders from trusting non-family
employees to obey their orders, thus constraining family firms from building up effective
networks outside the family.
“You have to consider that every decision is up to two people, my husband and me. We have to be on the
same side, otherwise how could we work together as a couple? ...the only person I can trust to take over
the business is my daughter... I don’t really think it is worth it to invest in nonfamily employees. They just

leave whenever they want, and | would thank them if they would not do anything stupid to hurt my

business. I would like to keep the relationship as distant as possible...” (Anita, Co-founder, wife, Firm A).

“If | could not even trust my brother to obey my orders, | would not expect professional managers to do
whatever | want them to do. I honestly think it is better for us to maintain control within the family.”

(Barry, Co-founder, husband, Firm B).

Differently, firms E, F, G and H expanded their social networks towards extended family
members by building the extended family network, reaching beyond kinship and blood
relations to include friendship as a part of their respective network. Some participants even
stressed that close friendship could be more reliable than a blood relationship.
“...even though I have been betrayed before, I still believe that people are good in general. My employees
(extended family members and nonfamily employees) prove that to me every day... As you know, Fred

(nonfamily CEO) has been with me for almost 20 years. He can always provide professional knowledge

for me, especially when my business started to grow larger. (Frank, Founder, Firm F).

“I have been working with him (founder) for 17, 18 years now, and we are just like brothers, if not closer

compared to normal brothers. Our children are like brothers as well.” (Fred, Non-family CEO, Firm F).

However, despite the fact that extended family networks concern the collective interest of
family members, they usually require a much clearer hierarchical order within the family

firm to ensure stability.

“...they (involved second generations) have to know that even though they have some ownership, they
have no say in decisions at this moment. I don’t need unstable management situations at the moment.
Their moment will come when | say so... I am not reluctant to let control go; it is not like that. I just think
we should always remember the old saying that “one kingdom cannot have two rulers”. Strong and
singular leadership is emphasised throughout our history. Democracy may work in other countries, but
concentrated power works just fine in China. This will also ensure my authority when | deal with

government officials. They have to be very clear that I am and the only one in charge of my business, then
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they will be confident to talk to me. Nobody wants to waste time with the person who cannot make 100%

decisions.” (Garry, Founder, Firm G).

In summary, family firms that favour core/nuclear family networks seem to highly regard
collectivism, while lacking a clear sense of social hierarchy within their family
relationships. Family firms that favour extended family networks also value collectivism;
however, they seem to emphasise social hierarchy more in building the family network. As
a result, extended family networks provide the foundation for family leaders to open up
their future horizons and explore more choices in building social networks, including
hiring professional managers and networking with government officials. Although such
extended family networks still reflected characteristics of bonding social networks
(Putnam, 2001), the focus of social hierarchical order was smoothly transferable to
building bridging networks.

Non-family networks

We then explored how networks outside the family were framed among the participants.
The participants explained that the informal social networks with business associates and
various political officials defined how they develop their businesses. This was evident in
various business contract negotiations, licence and permit acquisitions and business
disputes resolutions, which required different types of social connections to reduce cost
and uncertainty, minimise risk, or increase the success rate. Some social networks were
fundamentally crucial for the stability and survivability of family firms, while others might
provide access to otherwise unforeseeable opportunities. Our data revealed two most

influential non-family networks: a) Business networks and b) Political networks.

Business networks vs. Political networks

The participants framed their non-family networks by stressing the importance of business
networks or political networks. Firms that emphasised building business networks (firms
A, B, C and D) seemed to seek equal relationships with business partners, which reduced
uncertainty and improved stability. Specifically, business networks concern the

harmonious relationships between business actors of equal rank. For instance, firm C
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focused on building business networks with equal competitors within the market as a

strategy to reduce uncertainty.
“... if I had a huge order that I could not fulfil, somebody could help me finish this order in time, and in
turn, 1 will give them a percentage of the profit for the trouble. Once we established this camaraderie, we

became closer and closer. Now we play poker with ‘competitors’ every weekend.” (Carrie, Founding
Wife, Firm C).

Business networks reflect the characteristics of bridging networks (Putnam, 2001), which
are built with less intimate actors. However, in our cases, such business networks were
largely informed by the collectivism of Chinese culture, which values common interests
and the same moral standards. For instance, firms that do not value informal business
networks with similar businesses are likely to be isolated by competitors.
“...we make friends rather than enemies in most cases. Other similar businesses sometimes introduce
their customers to us because they might need help for large orders in the future. Sometimes we even loan

money to each other...From my experience, people who do not play well with others were eventually out

of business.” (Daisy, Sales representative, Friend of founding wife, Firm D).

On the other hand, firms that emphasise building political networks (firms E, F, G and H)
relied on establishing or accepting social hierarchical orders with political officials, which
not only reduced uncertainty but also enabled them to extend the path to further acquire
social capital from a wider range of political networks. Political networks did not just include
directly relevant officials, but also politicians disconnected from the business area. As
political networks were often built through frequent quid pro quo with government officials,
the bigger size of such networks may have granted easier access to potentially useful political

connections.

“We live in a guanxi society, and guanxi is not fair. We work so hard to acquaint government people that
we do not like or cannot even help us, for what? For the opportunities to acquaint more people and some
of them may eventually be of help. We have to appear to admit their authority and pretend we respect
them even though we do not, because this is a hierarchical social order. Some entrepreneurs fail because
they have too much pride to swallow. | was the same when | was young, and | paid the price. You have to
understand that this is how Chinese people work for centuries to develop our society. Had we tried
democracy in China? We had, and look what happened, civil war, millions of people died for no reason.
Same thing will happen for a business if the leader did not know how to bow down to the authority.”

(Gary, Founder, Firm G).
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In summary, family firms that favour business networks seem to regard collectivism

highly, while the lack of a clear sense of social hierarchy encourages them to maintain
existing networks. Family firms that favour political networks seem to emphasise social
hierarchy by accepting that expanding the political network would inherently benefit them
regarding the pursuit of opportunities. Overall, our data analysis revealed two types of
social networks dimensions: family networks and non-family networks. Although social
capital theorists tend to suggest that family networks are an example of bonding networks,
and non-family networks include fewer intimate relationships and are characterised as
bridging networks, our findings suggest that within each type of network dimension, there
are two distinctive types of culturally informed networks. In particular, the core/nuclear
family networks and business networks in our cases seemed to be largely informed and
encouraged by the collectivism of Chinese culture. Extended family networks seem to be
influenced by both collectivism and social hierarchy, while political networks are
essentially informed by social hierarchy only. For a clearer review of how cultural

background informs the social network, see Table 6 below.

Cultural cial Network Core/nuclear family Extended family Business network Political network
network network

aspects

Collectivism N v N x

Social Hierarchy x v x N

Table 6. Cultural aspects shaping social networks

Social Capital Shaping Entrepreneurial Behaviour

After uncovering the different types of social networks, we established that the second
level informal institutions (social networks) are largely informed and encouraged by the
highest-level informal institutions (cultural aspects). However, both levels do not exert a

direct influence on shaping entrepreneurial behaviour. Specifically, cultural aspects only
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have a direct influence on building specific types of social networks, while the type of

social network defines the type of social capital.

Our data revealed that different types of social capital have different influences on
entrepreneurial behaviour. In the cases of the present study, participants revealed that
entrepreneurial behaviour is divided into two distinctive tendencies: pursuit and hesitation,
which are both shaped by social capital. Some family firms (firms E, D, G and H)
demonstrated a greater tendency to continuously pursue the initiated projects, while others
(firms A, B, C and D) were more likely to give up at some point during the development of

an initiated project (See Table 3, for a case overview).

Opportunity identification vs. pursuit

Entrepreneurial behaviour is known to occur under conditions where risk and opportunities
can be well-defined (Alvarez et al., 2014; Shane and Venkataraman, 2000). Therefore, it is
typical for entrepreneurs to acquire substantial information, analyse situations, and consult
many stakeholders before they decide whether to pursue an opportunity or not. Our
findings revealed two general causal relationships between social capital and
entrepreneurial behaviour. First, between the two types of family social capital, only
extended family social capital tended to facilitate family firms to pursue opportunities.
Specifically, extended family networks provided a wider range of human resources that
could bring special expertise to project development and professional management skills,

thus increasing the confidence of decision-makers to pursue new opportunities.

Furthermore, the relatively concentrated decision-making power that reflects a strong and
stable hierarchical order within a family firm tends to expedite the decision-making
process, thus eliminating unnecessary hesitation. Interestingly, even though sometimes the
sole decision-maker could make wrong decisions, other family members tend to accept the
social hierarchy and appreciate the expedited entrepreneurial behaviour.

“...the ultimate decision-making power is with him (the founder) alone. | would handle daily operations
and small decisions, but everything big needs to go through him... Sometimes I do have different
opinions, but it is probably for the best that he is the one and the only one to have the ultimate power,
because even though the decision was wrong, at least we could be wrong fast and move onto something
else. | tried to argue with him when | was younger but then | realised that he created the

business after all and he is the man of the family, I should have respected that.” (Elise, general manager,

wife of founder, Firm E).
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By contrast, core/nuclear family social capital tends to limit the available human resources

and expertise that could potentially support new project development. Therefore, even
though such capital motivates opportunity identification or a certain level of
entrepreneurial thinking, it does not seem to push the family to pursue opportunities.
“l had already seen the factories on site and had a verbal agreement with the owners. However, | could
not go through with it because my son is in the U.S and | could not find anybody else to manage the
factories. If | had another son, | would definitely buy my own factories. | needed someone | can trust to

manage the factories...I do have two brothers, but they were farmers, what could they do for me? Nothing.

And | probably have to take care of them.” (Barry, Co-founder, Husband, Firm B).

Furthermore, since this type of social capital is acquired from an equal partnership between
co-founders, it provides unclear instructions during the decision-making process, thus
creating hesitation regarding entrepreneurial behaviour.
“Although I have 51% ownership, my wife handles all the money and accounts...I have to consider her
opinion because she could offer perspective not only as an accountant but also as a wife and a mother... I
think most of the initiated projects were given up because of my indecisiveness. However, | think that is

inevitable for being a family firm leader. | have to constantly evaluate situations based on both financial

reasons and family reasons.” (Charlie, Co-founder, Husbhand, Firm C).

Second, among the two types of non-family social capital, political social capital seemed to
facilitate the pursuit of entrepreneurial behaviour, while business social capital primarily
helped with stability, although created hesitation regarding entrepreneurial behaviour.
Specifically, political social capital offered a certain degree of security and expedition by
overcoming complex business procedures that involved various government authorities.
“...we had to obtain 32 different stamps from several different government agencies to just start our
project... Thanks to my boss’s connection with the head of the construction bureau, we could start our

project without all the permits. We could deal with the documents later without any serious troubles.”

(Glenn, Project manager, nephew of founder, Firm G).

Furthermore, such political social capital also enables family firms to continuously expand
their political social networks, thus reinforcing the availability of political social capital.
Increasing the size of the political network is often regarded as the key facilitating factor
for entrepreneurial behaviour in some family firms.

“...we have to keep the momentum and stay altered with political networks. More connections mean

more choices... Who knows if this person could lead you to the person that might help you in the future? I

don’t know how policies will change, and I don’t know if my next project will be in a new district...
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Having a large political connection prepares me for difficult situations. Whenever | need help, | could just

ask somebody to introduce me to the right authority.” (Frank, Founder, Firm F).

By contrast, business social capital is often linked with improving the stability of family
firms, as such social capital is also acquired from equal relationships, similar to the
core/nuclear family social capital. Such type of social capital results in equal reciprocal
favour exchange. No actors in such a business network maintain a position of actual
power, thus the social capital acquired from such networks can only be effective in
maintaining common interests.

“The best thing of doing this work is to meet and bond with my business partners from other countries. |

have good relationships with my customers from Japan and Korea. We visit each other several times every

year... Maintaining a good relationship with them is important for me, because they gave me a sense of

security and stability with my business. We are sharing the same market, and if their business is good, it

means my business will be also good as their supplier.” (Amy, Co-Founder, Wife, Firm A).

However, our data indicated that business social capital is rarely discussed regarding the
pursuit of new opportunities. Instead, in some cases, it could work against the pursuit of an
initiated project, because re-deploying resources to new projects may jeopardise existing
business social capital for some family firms.
“Whenever I wanted to do something else, I think about my oldest customer. She is almost 80 years old
and she is still conducting business negotiations in person. We have such a close relationship and it keeps
me motivated...We had already done the market research of importing baby formulas, but we eventually

gave up because taking up the new business will decrease our business volume with existing customers.”
(Beth, Co-Founder, Wife, Firm B).

3.5 Discussion of Findings

Our data revealed two major findings that confirm our originally proposed theoretical
framework. First, within the Chinese context, informal institutions comprise two levels: the
highest level being cultural aspects, and the second level being social networks. Second,
we found that entrepreneurial behaviour in a family context comprises two distinctive
aspects: identification and pursuit, which confirms our original conceptualisation of
entrepreneurial behaviour. However, the inductive nature of our data analysis added newly
emerged knowledge that enabled us to refine our framework based on the informal
institutional hierarchy in the Chinese context. In particular, our findings revealed two

variations of hierarchies regarding the link between informal institutions and
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entrepreneurial behaviour in Chinese family firms. This variation is largely based on

family firms’ different emphasis on different cultural aspects, rather than viewing culture
as a generalizable concept that exerts the same influence across all types of social
networks. First, we found that one of the highest-level cultural aspects, collectivism,
informs the core/nuclear family network and business network, which subsequently
generates core/nuclear family and business social capital that maintains and improves
family firms’ stability. However, very often, this type of social capital may not be directly
conducive to the pursuit of opportunities, since it may lead to entrepreneurial hesitation.
The other highest-level cultural aspect, social hierarchy, largely informs and encourages
the extended family network and political network, which in turn generates the extended
family and political social capital that facilitates the pursuit of entrepreneurial behaviour
(see Figure 3).

Figure 3. Multi-levelled informal institutions shaping entrepreneurial behaviour

Culture Aspects Culture Aspects
Collectivism at dominant position Social hierarchy at dominant position
Highest-level informal institution Highest-level informal institution
Core/nuclear family network Extended family network
Business network Political network
Second level informal institution Second level informal institution
Core/nuclear family social capital Extended family social capital
Business social capital Political social capital
Resources derived from social networks Resources derived from social networks
Initiating entrepreneurial behaviour Initiation and pursuit of entrepreneurial

- e . o behaviour with determination
Opportunity identification with hesitation

Our findings make two contributions. First, we contribute to the application of institutional
theory on entrepreneurship research in emerging economies by demonstrating a multi-

levelled hierarchical informal institutional framework that effectively influences
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entrepreneurial behaviour through generating appropriate social capital. Such a

hierarchical order of informal institutions is largely based on the differences in cultural
aspects; therefore, each cultural aspect could subsequently lead to different variations of
hierarchies. To date, much of the existing literature has viewed informal institutions as
taken-for-granted supporting mechanisms that fill formal institutional voids in emerging
economies (Webb et al., 2019). Such a view often conceptualises informal institutions as
‘informal agreements’ that facilitate business transitions, such as guanxi in China, blat in
Russia (Puffer et al., 2010), and wasta in the Arab world (Soleimanof et al., 2018).
However, such informal agreements have largely been discussed independently from their
cultural roots (Klyver et al., 2008). As some scholars have already proposed that culture
may be the most influential institution regarding individuals’ behaviour (Williamson,
2000; North, 1991), social agreements may be effective regardless of the status of formal
institutions. Our findings revealed that the types of such informal agreements are largely
informed and encouraged by different cultural aspects that subsequently inform different
hierarchies, in this case, collectivism and social hierarchy. Particularly from a cultural
perspective, collectivism and social hierarchy (power-distance) have mostly been
discussed within Hofstede’s (1980) cultural dimension, and are found to be negatively
associated with entrepreneurship (McGrath et al., 1992; Shane, 1992, 1993; Lee and
Peterson, 2000). However, other scholars argue that statistical measurement does not
provide a direct link between culture and individual behaviour (McSweeny, 2002, 2013;
Williamson, 2002).

Our multi-case studies revealed that culture, the highest level informal institution, does not
have a direct link with behaviour. Instead, cultural aspects influence the types of social
networks that family firms build. Specifically, the core/nuclear family network is highly
associated with the Chinese collectivist culture. Collectivism has been defined as a
collectively orientated individual obligation to pursue the common interests of the
community of which he/she is embedded within (Hofstede, 1991). However, our data
shows that such a cultural aspect does not uniformly inform the family networks across
family firms, and only a core/nuclear family network is deeply rooted within collectivism.
An extended family network is found to be associated with social hierarchy. Although
existing literature rarely independently discusses social hierarchy, it has been
conceptualised by Hofstede as power distance, which refers to the extent to which the less
powerful members of a society accept that power is distributed unequally (Hofstede,

1991). A high-level power distance often indicates a low level of entrepreneurship
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(McGrath et al., 1992; Shane, 1992, 1993; Lee and Peterson, 2000), as traditional authority

directs life choices (Zapalska and Edwards 2001), which result in less independent
thinking (Anderson et al., 2003) that is vital for entrepreneurial behaviour. However, our
findings suggest that social hierarchy informs family firms to expand their social networks
from horizontal groups that possess equal powers, to vertical groups that are in positions of
higher power. The social capital generated through accepting the social hierarchy
subsequently facilitates the pursuit of entrepreneurial behaviour, as family firms may
actively seek networks that possess higher powers which may be decisive for the success

of their new projects.

Second, our findings contribute to the application of social capital theory in family
business research by 1) clarifying that the social networks exist as the second level of
informal institution, and that social capital is not an informal institution, but the resources
acquired from those social networks; and 2) distinguishing that under the condition of
family businesses, there are specific sub-categories of family and non-family networks that

are largely informed by cultural aspects.

Although studies provide insights on how social capital shapes entrepreneurial behaviour
in family firms (Acquaah, 2011, 2012; Carney, 2007; Miller et al., 2009; Miller et al.,
2010), social capital has not been discussed with a clarified conceptualisation. Our
proposed framework of hierarchical informal institutions clarifies that social capital is
essentially the resources that shape entrepreneurial behaviour, which is not on the same
level as social networks. The networks themselves do not necessarily contain the resources
that may or may not directly influence entrepreneurial behaviour; however, some family
firms actively seek political connections with government officials that are not relevant to
their business, because such connections may breed growth in the size of the political

network, which may increase their potentially available social capital.

Our findings also indicate that not all intimate reciprocal relationships subscribe to the
typical characteristics of bonding networks, as suggested by existing social capital
literature. Social capital theorists proposed that over-reliance on bonds typically leads to
parochialism, which reduces the tolerance to newness (Malecki, 2012; Woolcock and
Narayan, 2000), while less intimate bridging networks breed flexibility to adopt newer
information (Gargiulo and Benassi, 2000). Such a view has been linked with family

business research, as family social capital provides emotional support for family firm
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founders; however, such social capital may also hinder the subsequent entrepreneurial

behaviour of the family firm, as the founder may be afraid of losing such bonding social
capital (Morris et al., 2010). Family founders’ strategic decisions are more likely to be
aligned with family investors’ interests, thus demonstrating reluctance in pursuing risky
opportunities (Miller et al., 2011). By contrast, bridging social capital seems to facilitate
entrepreneurial behaviour by providing access to new financial and materialistic resources
(Kwon and Arenius, 2010), and knowledge that enhances opportunity recognition (Mosey
and Wright, 2007). Our findings extended this argument by accounting for the influence of
the hierarchical informal institutions, which in turn inform different sub-categories of

social networks.

Although the two types of family social capital both reflect characteristics of bonding
social capital (Putnam, 2001), extended family social capital offers opportunities to build
bridging social capital with non-family members, and subsequently other social groups that
possess higher power. Contradictory to the view that bonding social capital is likely to
reduce tolerance to newness (Malecki, 2012; Woolcock and Narayan, 2000), under the
Chinese cultural background, the value of social hierarchy may encourage certain family
firms to seek new vertical social capital. Furthermore, our data also revealed that although
business social capital seems to reflect some characteristics of bridging social capital, it
may not necessarily facilitate entrepreneurial behaviour. Instead, as the bridging social
capital is acquired though equal social groups that share common interests and moral
standards, i.e. business partners, such financial support and knowledge may only provide

stability to the existing business.

Therefore, under the Chinese cultural background, social networks and their derived social
capital are not defined by the intimacy of the relationship, but are shaped by the underlying
influence of the cultural aspects. Although both collectivism and social hierarchy exert
influence, the degree to which family firms are influenced by these cultural aspects is
heterogeneous among family firms. As shown in Diagram 2, sub-categories of social
capital, i.e. core/family and business social capital, are generated through social networks
that are only informed by collectivism. Although such a cultural aspect does promote
opportunity identification or initiating entrepreneurial behaviour, the lack of focus on
social hierarchy may hinder family firms’ ability to acquire other sub-categories of social
capital, i.e. the extended family and political social capital that facilitates the pursuit of

opportunities.
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3.6 Conclusion

Building on the hierarchy of institutions and social capital theory, this study adopted a
multi-case study that explores how informal institutions shape entrepreneurial behaviour in
Chinese family firms. Our findings contribute to the hierarchical perspective of institutions
on entrepreneurship research in emerging economies by demonstrating a multi-level
framework, which highlights that informal institutions have unique influences on
entrepreneurial behaviour, rather than being a supporting mechanism that only fills the
formal institutional voids. Our findings also contribute to the application of social capital
theory in family business research in China by clarifying the differences between social
networks and social capital, and the cultural influences on the types of social networks and

their derived social capital.

This study has several limitations. First, our framework of informal institution is
exclusively based on a macro-meso level demonstration that focuses on vertical influences.
Although such an approach links the general cultural aspects with social networks and their
derived social capital, horizontal influences, such as geographic differences are not
considered in this paper. Although culture may provide uniformity, regional cultural
differences may also exert unique influences on individual behaviour (McSweeny, 2002,
2013), especially in a geographically large nation such as China (Chan et al., 2010).
Furthermore, some scholars have argued that Chinese culture is slowly changing with the
ascendancy of the Chinese economy (Lee and Humphreys, 2007). Such changes may not
appear at the macro level, but they may take place at the provincial level. Future research
could draw on the findings of this paper and compare different regions within China.
Second, our multi-level framework does not account for the heterogeneity of family firms;
therefore we are unable to fully explore why some family firms are highly influenced by
collectivism and others by social hierarchy. Our findings demonstrate differences
regarding family firms’ preferred types of social networks; however, whether these two
cultural aspects are mutually exclusive regarding their facilitating effect on entrepreneurial
behaviour requires detailed analysis at an organizational level in comparison. Indeed,
scholars have argued that the heterogeneity among family firms is the key to explain
inconsistent empirical findings in family business research (Chua et al., 2012; Pindado and

Requejo, 2015). Future research could distinguish between the types of family firms in
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detail, therefore providing a better understanding of why such different emphasis on social

network exists across family firms.
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Chapter 4. Paper 2

How Initial Set-up Impacts on SMEs’ Entrepreneurial
Behaviour: Couple-Founders versus Single-Founders in Chinese

Family Businesses

Abstract

Our study draws on the institutional logics perspective to investigate how coexisting
family and commercial logics impact on family firms’ entrepreneurial behaviour. Based on
the analysis of eight case studies in China, we found that family logic is the logic which
mainly shapes the entrepreneurial behaviour of ‘couple-founder’ (CF) family firms,
whereas both family and commercial logics complement each other and guide the
entrepreneurial behaviour of ‘single-founder’ (SF) family firms that exhibit a higher level
of entrepreneurial behaviour. We contribute to the family business literature by adding the
‘initial set-up’ as a new dimension of family heterogeneity and demonstrating how initial
imprinted logics impact on the subsequent development of family firms, with implications
on what and how family/business goals are pursued. The findings offer both theoretical

and practical contributions to the family business literature.

4.1 Introduction

The study of family businesses has been rapidly expanding in recent decades (Chrisman et
al., 2018; Sharma, 2004). A plethora of studies have shown that family businesses differ
from non-family businesses in a variety of ways: they differ in terms of driving factors of
innovation (Werner et al., 2018), strategic behaviour (Miller et al., 2011), and as sellers in
buy-outs (Ahlers et al., 2018). A key reason for these differences is that family firms are
not only exposed to commercial logics, but also, and in contrast with non-family firms, to
family logics due to the unique combination of both family and firms’ values (Block et al.,
2013; Greenwood et al., 2010). Family values are a part of family firms’ socio-emotional

wealth (SEW) (Berrone et al., 2012). Scholars define family logic as family goals, values
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and norms that benefit family interests, and commercial logic as encompassing goals,

values and norms of profits, efficiency and market status that facilitate economic and
entrepreneurial interests (Jaskiewicz et al., 2016; Thornton et al., 2012). Many family
business studies have been devoted to comparing family firms with non-family firms on
the basis that family firms are rather homogeneous (Jaskiewicz et al., 2016). Recent
scholarly debate has, however, increasingly acknowledged the considerable heterogeneity

among family firms (Chua et al., 2012; Pindado and Requejo, 2015).

Scholarly debate in family business research has developed along two opposite
perspectives: on the one side, it is argued that family logic is theoretically incompatible
with commercial logic, thus potentially undermining the pursuit of entrepreneurial
activities (GOmez-Mejia et al., 2007; Gdmez-Mejia et al., 2011); on the other side, family
logic is not seen in conflict with commercial logic, but can be leveraged to improve
commercial performance (Nordqvist, 2005; Zellweger and Nason, 2008) and facilitate
entrepreneurial behaviour (Sieger et al., 2011). The opposite perspectives are the result of
neglecting the heterogeneity among family firms (Chua et al., 2012), which might have led
to findings that are not comparable in family business research (Ahlers et al., 2017).
Although the recent focus on family firms’ heterogeneity has led to important findings,
such as the positive effect of generational diversity on decision-making (Tsai et al., 2018),
the question of how the interplay of commercial and family logics impacts on family
firms’ entrepreneurial behaviour under specific conditions remains under-explored (Pittino
et al., 2018). Furthermore, research on family businesses in emerging markets is still in its
infancy (Akhter et al., 2016; Gonzalez et al., 2015), despite their importance in almost all
emerging economies, such as India (Aswhin et al., 2015; Ray et al., 2018) and China (Dou
and Li, 2013; Zhang and Ma, 2009). We address these research gaps by investigating
Chinese family businesses to add further empirical evidence on the influence and interplay
of institutional logics on family business behaviour, and we provide opportunities for
theoretical and practical insights in a rather under-researched regional context, China. The
Chinese context is interesting, not only because family firms have experienced above
average growth in China, which represents the world’s second largest economy (Li et al.,
2015), but also because China’s recently abolished One-Child policy can be expected to
have influenced the interplay of family and commercial logics throughout most of Chinese
family business history. Hence, our study was guided by the question: how do family and
commercial logics, under the conditions of China’s One-Child policy, impact on the

entrepreneurial behaviour of Chinese family firms?

87



Chapter 4
Due to the scarcity of research on Chinese family businesses, we adopted an inductive and

exploratory multi-case study design with eight cases. Our exploratory research was guided
by an initial understanding of institutional logics in the Chinese family business context.
During the research process, it emerged that the firms’ founding structures proved to be
particularly relevant; couple-founder family businesses (CFs) and single-founder family
businesses (SFs) differed markedly in terms of the interplay of family and commercial

logics.

We contribute to the recent recognition of family firms’ heterogeneity in family business
research by considering the ‘founding structure’ or ‘initial set-up’ as a salient dimension of
family heterogeneity. We add to the family categorisation perspective by revealing family
structures that are socially constructed (Berger and Luckmann, 1971) with subsequent
implications on the notion of ‘family’ that is relevant to the business in China. Our
findings show that different notions of ‘family’ can exist in the same institutional context,
with implications on the types of business/family goals that are pursued, how resources are
obtained, and which aspects of SEW are more pronounced. The initial ‘set-up’ of Chinese
family businesses — CF and SF — moderates the interplay between the family and
commercial logics with subsequent consequences on entrepreneurial behaviour. In the
case of CFs, their entrepreneurial behaviour is mainly guided by family logics, whereas in
the case of SFs, commercial and family logics are equally important and complement each
other.

4.2 Theoretical Framework

4.2.1 Multiple Logics and Family Firm Behaviour

Institutional contexts comprise multiple divergent but interconnected institutional logics
(Bruton et al., 2010; Jennings et al., 2013) that impact on organizational actions, since
organizations in all fields are affected by institutional complexity (Battilana et al., 2015;
Greenwood and Suddaby, 2006; Thornton, 2004). Regarding family firms, it is often
argued that their entrepreneurial behaviour is mainly shaped by two fundamental
institutional logics, family and commercial logics, since their action is respectively shaped
by family goals, norms and values in addition to the commercial goals and values typically
pursued by non-family firms (Ward, 1987). The interplay of the family and commercial
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logics has led to different behavioural outcomes, such as differences in terms of

governance arrangements and financial performance of Italian family firms (Miller et al.,

2017) when compared with the entrepreneurial behaviour of non-family firms.

Many family business scholars suggest that family logic is theoretically incompatible with
commercial logic (e.g. Block et al., 2013; Chrisman et al., 2012; Sorenson et al., 2009),
since the decision-making process and subsequent entrepreneurial behaviour in family
firms is mainly impacted by the family logic, which is embedded in the family’s SEW,
rather than the pursuit of commercial benefits (Gomez-Mejia et al., 2007; Gomez-Mejia, et
al., 2011). SEW captures the “family’s stock of social, emotional and affective
endowments vested in the firm” (Gomez-Mejia et al., 2018, p. 1370). The SEW approach
contends that socioemotional and financial goals conflict with each other (Cennamo et al.,
2012). Scholars argue that these dimensions shape family firm behaviour. Ahlers et al.
(2017) showed the relevance of SEW factors in influencing specific antecedents (i.e. goal
congruence and trust) of entrepreneurial behaviour on private equity buyouts of family
firms. Preserving SEW and focusing on family longevity could lead family firms to adopt a
behaviour conflicting with the commercial logic (Van Auken and Werbel 2006; Zahra,
2005) and resistance to change (Hall et al., 2001).

Other studies have proposed that family goals, values and norms can provide commercial
benefits whilst pursuing SEW (Nordqvist, 2005; Sieger et al., 2011). Long-term family
relationships breed trust as additional resources for solving agency problems (Chrisman et
al., 2007), while innovativeness and proactiveness could be positively associated with
family longevity (Lumpkin et al., 2010). Cennamo et al. (2012) found that families that
aim to preserve “binding social ties” are more likely to adopt proactive stakeholder
engagement activities because emphasising social networks with external stakeholders will
be likely to enhance the social capital embedded in social ties. Under this circumstance, a
strong commitment to family logic seems to be complementing commercial logic, in that
preserving social ties with external stakeholders can ultimately enhance social capital,
which is critical to the pursuit of commercial goals. In sum, this alternative perspective
suggests that family firms’ performance and entrepreneurial behaviour could be positively
influenced by integration of both family and commercial logics (Miller and Le Breton-
Miller, 2006).
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The opposing views of whether family and commercial logics contradict or complement

each other might be the result of neglecting the heterogeneity of family firms (e.g. Chua et
al., 2012) and the heterogeneity of contexts in which family firms are embedded (Wright et
al., 2014).

4.2.2 Heterogeneity of Family Firms and Contexts

Scholars have increasingly argued that family firms are not homogenous and that sources
of heterogeneity must account for differences in family firms’ behaviour and outcomes
(Sharma et al., 1997). Sources of heterogeneity mostly reside in goals, governance

structure and resources.

Regarding goals, the mix between economic and non-economic goals is a source of
heterogeneity (Gomez-Mejia et al., 2010). Goal-related sources of heterogeneity are
inherent to the strength of a firm’s vision (Barnett et al., 2012) and which dimensions of
SEW the controlling family aims to emphasise. Furthermore, in family-controlled firms,
the greater the extent of family involvement and influence, the greater emphasis is
expected to be placed on non-economic goals (Chrisman et al., 2010), with effects on the

interplay of family and commercial logics.

Furthermore, the contexts in which family firms are embedded are characterized by
heterogeneity. Important types of context are institutional and temporal. Institutional
environments can vary substantially, especially between developed and emerging
economies. Supporting institutional contexts in Western economies have influenced the
growth of family firms. As surprisingly few family business studies have been conducted
in emerging economies, the latter context remains under-explored. The temporal contexts
in which family firms operate can also contribute to heterogeneity (Chrisman et al., 2014).
The One-Child policy in China is a case in point that continues to have considerable effects
on local family firms launched under this policy (Li et al., 2015).

Governance-related heterogeneity is identified through the differences between family-
influenced firms and family-controlled firms, and external non-family owners and board
members (Arregle et al., 2012); different types of professionalization in family firms
(Stewart and Hitt, 2012); and diverse combinations of formal and informal governance
mechanisms (Chrisman et al., 2018). Family governance structures also refer to whether

family businesses are jointly owned and managed by married couples as “copreneurial
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businesses” (Barnett and Barnett, 1988; Dyer et al., 2012; Marshack, 1998). It is found that

family firms with married partners typically outperform family firms with non-married
partners (Belenzon and Zarutskie, 2012). However, studies on “copreneurial businesses”
are largely focused on Western economies even though many family firms in developing

economies are owned and managed by married couples (Blenkinsopp and Owens, 2010).

A key reason for the heterogeneity of family firms regarding resources is the nature, depth
and extent of ties through which they access resources. To survive and grow over the long
term, family firms require adequate financial and non-financial resources (Sirmon and Hitt,
2003). Such resources are often not internally available. In such instances, family firms
need to access lacking resources through external parties. Family firms can involve
external actors in their governance through board representation and ownership. The
heterogeneity among family firms regarding resources is, to a considerable extent, caused
by the varying willingness to open their governance to external resource providers. Yet,
external parties’ involvement changes power dynamics within family firms, since external
members seek influence in return for the provision of critical resources. As external actors
do not necessarily share the objectives and preferences of family members, the acquisition
of complementary resources not available internally can affect the nature of the interplay
of family and commercial logics (Arregle et al., 2012). There is little research on the
above-mentioned issue in emerging markets, with the notable exception of Arregle et al.
(2015), who analysed family and non-family ties of entrepreneurs in four countries,
including Russia and China. Their study, however, does not exclusively focus on family

firms.

In sum, to gain a better understanding of how the sources of heterogeneity of family firms
impact on the functioning of family and business logics, and their impact on family firms’
entrepreneurial behaviour, more research, especially in emerging markets, is needed. Since
not only are family firms heterogeneous, but also the institutional and temporal contexts in
which they operate, we need to take these aspects into consideration. Given the paucity of
research on family firms in emerging markets, an exploration of the interplay of family and

commercial logics in the Chinese context is particularly promising.
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4.3 Research Methodology

4.3.1 Research Context

We apply a multi-case study approach to investigate how family and commercial logics
impact on the entrepreneurial behaviour of family firms in China, as this approach allows
us to account for similarities and differences across cases (Eisenhardt, 1989; Eisenhardt
and Graebner, 2007). The unit of analysis of this study is a family firm currently operating
in China. The interplay of family and commercial logics in emerging market family firms
is under-explored. Analysing this phenomenon in the context of China is particularly
appropriate for various reasons: (1) China is the world’s largest emerging economy; (2)
family firms play a central role in the Chinese economy and contribute disproportionately
to economic growth (Li et al., 2015); (3) Chinese family firms usually have no separation
in ownership and management as both are closely held by family members (Cao et al.,
2015), thus facilitating the analysis and understanding of the functioning of family logics;
and (4) the only recently abolished One-Child policy continues to affect Chinese family
firms considerably and provides us with a unique institutional context (Zhang and Ma,
2009). Particularly, in selecting family firms we were guided by Chua et al.’s (1999, p. 25)
family business definition, that is, “The family business is a business governed and/or
managed with the intention to shape and pursue the vision of the business held by a
dominant coalition controlled by members of the same family or a small number of
families in a manner that is potentially sustainable across generations of the family or
families”. All the selected case firms, which are owned 100% by one family, explicitly
expressed their intention of maintaining the family ownership across generations, and
showed a considerable degree of family involvement in crucial management positions. The
distinction between, and comparison of, CF and SF family firms emerged during the initial
inductive research process when considering the founding structure of the selected firms.
SFs created a private business venture without any help from their wives or other family

members, but included more family members in the business at a later stage.

Our case selection was carefully focused on firms’ entrepreneurial behaviour during the
period 2010 to 2015. The number of projects undertaken during the period 2010-2015 and
number of subsidiaries provided an indication of the extent of entrepreneurial activity.

Focusing the exploration of entrepreneurial behaviour in the restricted time-frame 2010-

92



Chapter 4
2015 enabled us to account for a more constraining institutional environment represented

by the existence of a more restrictive financial policy. This gave us the opportunity to
evaluate entrepreneurial behaviour more easily than in the time before 2010, when it was
easier for all SMEs to grow with supporting policies.

4.3.2 Data Collection

One of the researchers contacted Chinese family firms through personal networks in China
and the Chinese Entrepreneur Development Federation (CEDF). After assessing data
accessibility, data were collected from a final sample of ten selected firms, of which two
were left out of the cross-case analysis since, after the initial within-case analysis, they did
not qualify as family firms. Out of the eight selected family firms, four firms operated in
the real estate industry and two firms operated in manufacturing and international trade,
respectively (see Table 7). Four semi-structured interviews were conducted at each firm
with informants from different management and operational levels, including the
founder(s), general manager, other managers and operational staff. At least three
informants were from the controlling family or had a kinship tie with the founder(s). 40
semi-structured interviews were conducted initially between August 2014 and October
2015 and, excluding the two case firms that did not qualify as family firms, 32 interviews
were included in the final data analysis (Table 8). Each interview lasted approximately one
hour. All interviews were recorded on a digital device, then transcribed and translated into
English to ensure reliability. Interviews aimed to capture each family firm’s
entrepreneurial behaviour by focusing the questions on (1) how founder(s) recognised the
opportunities, (2) how decisions were made regarding each mentioned project (3) and the

reason behind these decisions.
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Firm Founding | Core business Secondary business Founding year Annual No. of | No. of

structure revenues subsidiaries projects
(millions) (2010-2015)

Firm A Couple- Automobile tyre None 2002 $3.0 0 0
founder exporting

Firm B Couple- Handcrafts exporting | None 1998 $2.0 0 0
founder

Firm C Couple- Clothing None 2005 $08 0 1
founder

Manufacturing

Firm D Couple- Jeans None 2003 $4.5 0 5

founder
Manufacturing

FirmE Single- Real estate Property management, hotel, 1994 $350.00 5 4
founder developing agriculture

Firm F Single- Real estate Interior designing, community 2007 $13.57 2 3
founder developing planning contracting

Firm G Single- Real estate Restaurant 1995 $75 1 4
founder developing

Firm H Single- Holiday village Luxury residential building 1993 $275 1 4
founder developing developing
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Firms Virtual Position and family Service | Educational background Recruitment channel
name status time
(Gender)
Firm A Alan (M) CF, husband 12 Vocational Secondary Co-founder
School Diploma
Firm A | Abbey (F) CF, wife 12 Vocational Secondary Co-founder
School Diploma
Firm A | Alice (F) Sales representative, 3 Master of Mathematics Recruited by the
daughter of CF (overseas) couple-founder
directly
FimA | Amy (F) Accountant, cousin of CF 12 Vocational Secondary Recruited by the
wife School Diploma couple-founder
directly
Firm B Barry (M) CF, husbhand 16 High School Diploma Co-founder
Firm B Beth (F) CF, wife 16 Vocational School Diploma | Co-founder
Firm B Barbie (F) Senior sales representative, | 10 Vocational School Diploma | Recruited by the
family friend couple-founder
directly
Firm B Beatrice (F) Sample maker, non-family | 12 Junior High School Diploma | Recruited by the
couple-founder
directly
Firm C Charlie (M) CF, husbhand 13 Vocational Secondary Co-founder
School Diploma
Firm C Carrie (F) CF, wife 13 Vocational Secondary Co-founder
School Diploma
Firm C Carly (F) Factory manager, cousin 8 Vocational Secondary Recruited by the
of CF husband couple-founder
School Diploma directly
Firm C Claire (F) E-business manager, 3 Vocational Secondary Recruited by the
daughter of CF School Diploma couple-founder
directly
Firm D David (M) CF, husband 11 High School Diploma Co-founder
Firm D Donna (F) CF, wife 11 Vocational Secondary Co-founder
School Diploma
Firm D Daisy (F) Senior sales representative, | 9 Vocational School Diploma | Recruited by the
friend of CF wife couple-founder
directly
Firm D Derik (M) E-business manager, 4 Bachelor of Computer Recruited by the
nephew of CF husband Science couple-founder
directly
Firm E Ethan (M) SF 10 Bachelor of International Founder
Finance
Firm E Elise (F) General manager, SF wife | 8 Vocational School Diploma | Recruited by founder

Elise is Ethan’s second
wife, who was included in

directly
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the business later with
very little ownership
(undisclosed).
Firm E Erik (M) Project manager, non- 7 Bachelor of Civil Open recruitment
family Engineering
Firm E Emma (F) Client manager, cousin of 7 Bachelor of Finance Recruited by general
SF wife manager
Firm F Frank (M) Single-founder 20 Vocational Secondary Founder
School Diploma
Firm F Fred (M) CEO, non-family 17 Bachelor of Civil Open recruitment
Engineering
Firm F Finn (M) Head of property 4 Bachelor of Civil Recruitment by the
management, nephew of Engineering and Property founder directly
SF Management
Firm F Finley (M) Company representative, 12 Military College Diploma Recruitment by the
friend of SF founder directly
Firm G Garry (M) SF 21 Bachelor of International Founder
Finance
Firm G Grant (M) General manager, son of 5 Bachelor of International Recruitment by the
SF Business founder directly
Firm G Glory (F) Head of accountant, 13 Bachelor of Insurance and Recruitment by the
daughter of family friend Finance founder directly
Firm G Glenn (M) Project manager, nephew 8 Bachelor of Civil Recruitment by the
of SF Engineering founder directly
FirmH | Harry (M) SF 24 Vocational Secondary Founder
School Diploma
Firm H Hanson (M) General manager, son of 9 Bachelor of Civil Recruitment by the
SF Engineering founder directly
Firm H Helen (F) Property management 4 Bachelor of Psychology and | Recruitment by the
manager, niece of SF Education founder directly
Firm H Haman (M) Company representative, 16 Military College Diploma Recruitment by the
Personal driver, friend of founder directly
SF

4.3.3 Data Analysis

The techniques for the multi-case study analysis involved pattern matching, linking data to
the conceptual framework, explanation building and cross-case synthesis (Yin, 2003). We
moved from raw data toward the identification of first order codes in both family and
commercial logics. The family and commercial logic were coded based on the work done
by Friedland and Alford (1991) and Thornton et al. (2012) who defined “family logic” as
the commonly held goals and values that guide firms’ behaviour, which aims to satisfy
family interest, and “commercial logic” as the commonly held goals and norms that guide

firms’ behaviour, which aims to improve profit and efficiency. Our three-stage process in
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data analysis is based on the work of Miles and Huberman (1994). First, we examined the

interview transcripts of each firm to code text that indicated pursuit of family and
commercial logics within each case. Second, we identified first-order themes. Third, we
assigned the themes to four categories: family goals, family value, profit and growth. The
first two represent sub-themes in family logic, and the latter two indicate sub-themes in
commercial logic. Some of the themes were informed by extant literature, ¢.g. ‘family
unity’ as a family goal by Jaskiewicz et al. (2016), whereas other themes were novel and
inductively derived (e.g. ‘child’s higher education”). The full coding structure is shown in

Figures 4 and 5. The coding explanation and sample quotes are shown in Table 9.
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Figure 4: CF firm coding structure

Figure 5: SF firm coding structure
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Table 9. Codes explanation and sample quotes from the data

Coding

Description

Sample quote

Family
management
continuity

Keeping the business continuously
managed by family member(s).

[1] “...I personally haven t really decided yet (to take over the management in the future), but my parents are
trying very hard to convince me.” (Alice, sales representative, daughter of CE, Firm A).

[2] “If I had another son, I would definitely establish my own factories. I need someone (the son) I can trust
to manage the factories” (Barry, CF, husband, Firm B).

[3] “...how could all the family employees listen to an outsider while my wife and I were not here anymore? |
Jjust cannot imagine that, it would be so hard to work.” (Charlie, CF, husband, Firm C).

[4] “...this business wouldn t go this far if we didn t want to manage it ourselves...it is a symbol for our
family journey.” (Donna, CF, wife, Firm D).

Family
ownership
continuity

Keeping the ownership within the
family.

[5] “...of course the best option is for us (the nuclear family) to keep this business for generations.” (Abby,
CF wife, Firm A)

[6] “...no matter how bad things could go, we will always try to keep the business in the family for as long as
we can.” (Beth, CF, wife, Firm B).

[7] “...I honestly have never thought about selling the business. We are not big, but we are doing more than
well for our family, so I intend to keep things this way for a long time.”” (Charlie, CE, husband, Firm C).

[8] “This (the family business) could be a safe net for my child and possibly my grandchildren...I wouldn t
risk anything to let this (safe net) go.” (David, CF, husband, Firm D).

[9] “I already started to consider transfer my ownership to my daughter...It is going to be hers in the future
anyway, this is just how family business should work.” (Ethan, SF, Firm E).

[10] “My brother always tries to convince my son to take over the business, but honestly, as long as the
business is owned by my family name in the future, I would have no problem.” (Frank, SF, Firm F)

[11] “My son already has 20% ownership of the business...I slowly increased their (the involved second
generation) ownership over the past three years...I want this transition to be slow but smooth...I will let them
know that they will be responsible for the business in the future.” (Garry, SF, Firm G).

[12] “I already have 35% ownership of our family business...this is happening (passing the entire ownership
to the son) sooner or later.” (Hanson, general manager, son of SF, Firm H).

Child’s higher
education

A part of the business income
contributes to the higher education
(usually abroad) of the only child.

[13] “Now she is graduated from the university and we feel our job of raising a child is done.” (Abby, CF,
wife, Firm A).

[14] “...1did that (referring to a profitable project) because I want to send my son to the U.S for university. I
don t want him to worry about money, so he could focus on his study.” (Barry, CFE, husband, Firm B).

[15] “The education fee of university was an important motivation for us to even consider starting a
business.” (Carrie, CF, wife, Firm C).

[16] “I started to worry once my daughter started high school. I knew university would cost a lot of money
and 1 did not want her to miss anything because of financial issues.” (David, CF, husband, Firm D).

[17] “The most important thing for a child is education, and a good higher education cost money... This is
one of the reasons why I started my own business.”” (Ethan, SE Firm E).
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[18] “...he (founders son) is studying finance in the U.S at the moment...I always tell him to remember and
thank all his uncles and cousins who worked hard for the business, so I could pay for his university.” (Frank,
SF, Firm F).

[19] “My son was never a great student...going aboard was his only chance to receive higher education
because as long as you have money, all you need to do is take a language test...fortunately my son did well in
the university and I was quite happy about this.” (Garry, SE, firm G).

[20] “...of course, the business has also paid for my son s education fee, which was not a small amount.”
(Harry, SF, Firm H).

Paternalistic The “father” figure of the family [21] “...the ultimate decision-making power is with him (the SF). I would handle daily operations and small
Value holds ultimate decision-making decisions, but everything needs to go through him eventually.” (Elise, general manager, SF wife, Firm E).
power over both family and [22] “... I dont think he needs me to decide anything for him... I did provide my opinion, but this is his
business matters. business after all...” (Fred, CEO, nonfamily, Firm F).
[23] “...they (involved second generations) have to know that even though they have some ownership, but
they have no say in decisions at this moment. Their moment will come when I say it comes.” (Garry, SE, Firm
G).
[24] “All things have to go through him (the founder). He is not one to let things go, he has to be in control
24/7, otherwise he couldn 't sleep.” (Haman, personal driver, nonfamily, Firm H).
Marriage Two leaders hold the ultimate [25] “You have to consider that every decision is up to two people, my husband and me. We have to be on the

guiding value

decision-making power over
family and business matters due to
the importance of marriage.

same side, otherwise how could we work together as a couple?” (Abby, CF, wife, Firm A).

[26] “We have to support each other and always try to find a mutual ground.” (Barry, CF, husband, Firm B).
[27] “Although I have 51% ownership, my wife handles all the money and accounts...I have to consider her
opinion because she could offer perspective not only as an accountant, but also as a wife and a mother.”
(Charlie, CF, husband, Firm C).

[28] “...I always try to consult with my wife about important business matters, because that is how couple
works. We help each other, and in this case (running a business); she is the one who helps me. She could just
stay at home or do something else, but she chose to share the burden with me.” (David, CF, husband, Firm
D).

Nuclear family
unity

The concept of family only
includes members from the nuclear
family.

[29] “...the business provides a good income for all three of us (husband, wife, and daughter) ...it is enough
for us to have a decent living standard and we would like to keep it that way.” (Abby, CF, wife, Firm A).

[30] “Sometimes we hesitate (about business growth) because doing what we do at the moment is more than
enough for my familys needs. Three people don t need that much.” (Barry, CF, husband, Firm B).

[31] “...my responsibility is my wife and daughter...I wanted to provide a good life for them, especially for
my daughter.” (Charlie, CE, husband, Firm C).

[32] “Sometimes I just dont think we need to spend more energy on the business ...we can already provide a
good enough living for ourselves (the nuclear family). (David, CE husband, Firm D).

Extended family
unity

The concept of family is not
limited to the nuclear family.

[33] “It is not just about me anymore...I am responsible for many small families, or I could say a rather big
family...nobody is capable to take this responsibility but me in this large family.” (Ethan, SF, Firm E).

[34] “...uncle (founder) always says that everything we do is for the longevity of this big family... the family
members become so much closer because of our business.” (Finn, cousin of SF, Firm F).
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[35] “My uncle has a big heart...he always tries to include as much family members as possible in the
business. It is his way to express that he deeply cares everyone (in the family)” (Glenn, nephew of SF, Firm
G).

[36] “I grew up with my cousin and we are very close...I guess my uncle (founder) really likes to keep the
business as close as a family. I think ownership could give me that extra motivation to work hard since I am
responsible for both the family and the firm...” (Helen, property manager, niece of SF, Firm H).

Family trust

The trust between the founders and
the family members is considered
an important resource.

[37] “...the only person I can trust (to take over the business) is my daughter. Maybe his husband someday,
but he had no experience in management at all.” (Abby, CF, wife, Firm A).

[38] “...you cannot even trust your brother these days...If I had another son, I would definitely have bought at
least one factory of my own, but I wouldn t let anybody else touch this business.” (Barry, CF, husband, Firm
B).

[39] “I need somebody I can trust to help me, fortunately my wife decided to join me and helped me avoid
potential problems...lots of business partners end up betraying each other” (Charlie, CF, husband, Firm C).
[40] “...I would prefer to work with my husband because I know I can trust him. Our family provides an
additional bond for the business, especially in the difficult times.” (Donna, CF, wife, Firm D).

[41] “Their (extended family members and nonfamily employees) trust motivates me to work harder.
Sometimes you need people to expect things from you, otherwise you would be satisfied too easily.” (Ethan,
SF, Firm E).

[42] “...even though I have been betrayed before, I still believe that people are good in general. My
employees (extended family members and nonfamily employees) prove that to me every day. (Frank, SE, Firm
F).

[43] “I need their (extended family members and nonfamily employees) trust and support to sustain my
ambition... After all these years I can still keep working hard because I know I can trust them (family
members) to stand behind me...” (Garry, SE, Firm G).

Intergenerational
value

How 1* generations think about
the future generation of the family
business.

[44] “She (only daughter) is just one person...she will have a family, her own child... We cannot put too much
pressure on her.” (Abby, CF, wife, Firm A).

[45] “I want him (son) to explore on himself as much as possible, but realistically, I still want him to help us
run the business and take over in the future.” (Barry, CF, husband, Firm B).

[46] “I want my daughter to be as stress-free as possible. I have done the hard work, so she does not need to
go through the process again. She only has to keep it as the way it is now.” (Charlie, CF, husband, Firm C).
[47] “...I don 't want her to worry about the business at such a young age, but it is impossible for me to say
that I don 't want her to take over someday...we build this (the business) for her.”” (David, CF, husband, Firm
D).

[48] “I want her to explore her interests first; however, she still needs to understand business because even
though she doesn t run the business, she needs to be able to evaluate it as an owner.” (Ethan, SF, Firm E).
[49] “He can do whatever he wants with his life... I would pass my ownership to him eventually, but I do not
want to push him to be the manager. [ want all the second generations to be involved, to have a chance, so
that the business could move forward in a healthy way with no major conflicts.” (Frank, SF, Firm F).

[50] “I hope all of them (the 2 generation) could become strong leaders...we will be bigger and bigger and
will need more leaders in the future.” (Garry, SE _Firm G).
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[51] “They (2" generation) will be the future...they still need to learn but I can see their effort and I am
relieved that I have many capable people to count on in the future.” (Harry, SF, Firm H).

Smarter
investment

Investing in projects based on
profit rather than ego.

[52] “It (the business contract) can raise our profitability...” (Amy, accountant, cousin of CF wife, Firm A).
[53] “We actually did not have that much time to consider that contract, but we took it eventually because of
the high profit.”” (Barbie, Senior sales Representative, daughter of CF wife's friend, Firm B).

[54] “...the online business was actually quite profitable...It made things much easier and allowed us to cut
some unnecessary costs.” (Claire, E-business manager, daughter of CF, Firm C).

[55] “Our production volume is lower, but our profitability became higher.” (David, CF, husband, Firm D).
[56] “The interior design business is still quite profitable, that is why we included this part of the business
and kept it for years.” (Emma, client manager, cousin of CF wife, Firm E).

[57] “Although it (a project) was a big smaller than what we used to do but the profit is high, and the
construction time is very short, which brought us extra cash very quickly.” (Fred, CEQ, nonfamily, Firm F).

Killing
unprofitable
projects

Shutting down projects that are
costing instead of making money.

[58] “We shut down our hotels...they haven't been profitable since the beginning. It was ok to keep them
before the restricted policies but now we need more cash to help our core business.” (Fred, CEO, nonfamily,
Firm F)

[59] “The restaurants had to be shutdown...I started the restaurants only because I thought they made me
look good, but they weren 't profitable at all and I had to learn to let go of unnecessary costs.” (Garry, SE,
Firm G).

[60] “...we sold the media business eventually because we are really not good at it and it only cost money.”
(Hanson, general manager, son of SF, Firm H).

Cutting cost

Cutting cost to ensure profitability
or liquidity.

[61] “...actually, letting them (some employees) go could reduce the cost...1I just have to take a bit more work
load. The truth is that the business isn 't what it used to be...” (Abby, CE, wife, Firm A).

[62] “...we moved to a much smaller office, which saved us almost 50,000 CNY per year. I was not a lot, but
every bit of cash could help our liquidity.” (Beth, CF, wife, Firm B).

[63] “We chose a smaller factory...the reduced cost actually helped our cash flow a lot.” (Daisy, senior sales
representative, friend of CF wife, Firm D).

[64] “The interior design business actually saved us some money in the long run.” (Emma, client manager,
cousin of SF wife, Firm E).

[65] “We have to shut down the hotels...the cost of maintaining the hotels actually helped a lot with our cash
flow problems.” (Fred, nonfamily CEO, Firm F).

[66] “Running our own property management business is much cheaper than hiring other businesses.”
(Helen, property manager, niece of SF, Firm H).

Exploring new
products/markets

Investing in new products or new
ventures in unfamiliar markets.

[67] “I want to try to explore something new...I did it because I saw a demand and no other business is
providing the service.” (Ethan, SF, Firm E).

[68] “...fingered citron (a plant) can be used as food, medicine, even decoration...I like to explore new things,
so I bought a farm to grow them. (Frank, SE, Firm F).

[69] “My father (founder) started to learn holiday resort...although it would be challenging and risky.”
(Grant, general manager, son of SE, Firm G).
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[70] “My father encourages me to try something new by myself... I am investing a small software business
now... we could acquire them in the future if things go well.” (Hanson, general manager, son of SF, Firm H)

Expanding
existing business

Seeking and capturing new
opportunities within their core
business sector.

[71] “Once I have succeeded, I wanted to take another one (similar project).” (Ethan, SF, Firm E).

[72] “...it is just too difficult under the new policies...we still try to look for new project because we still have
unsold properties. Once they are sold, we would have enough cash to start something new, but it is probably
going to be much smaller than what we used to do.” (Frank, SF, Firm F).

[73] “Generally speaking we aim to have at least one new project every two years...we are still looking for
projects even though the policies are not in our favor...we still have cash to invest...” (Grant, general
manager, son of SE, Firm G).

[74] “...we are launching another hotel project, hopefully, in the next year...” (Harry, SE, Firm H).

Improvement of
existing business

Using new technologies or new
secondary business to innovate the
business model.

[75] “We easily increased our profit margin in three months with our new online distribution...we basically
sell these products close to retail price online, and people still think it is cheaper...” (Claire, E-business
manager, daughter of CE, Firm C).

[76] “I used to hire other businesses to design my residential buildings...we started our own designing
business and then we can provide a full service from design to construction to the local government.” (Ethan,
SFE Firm E).

[77] “We invested in new technological devices to connect our project managers with our property
managers.” (Fred, CEO, nonfamily, Firm F).

[78] “...they (residents) always think you (developers) are responsible when they have problems with their
properties, but in fact, the whole thing was managed by professionals...I think having my own property
management business is the key to improve the service of our business. It also forces me to understand
property management so that I could anticipate these little potential problems when I start my projects in the
future.” (Frank, SE, Firm F).

[79] “I invested in a software business on my own...my father (founder) is actually planning to update our
business system with their software...” (Glenn, project manager, nephew of SE, Firm G).

[80] “...our outdoor shower systems were out of date and probably was not that convenient in the first
place...We bought the newest outdoor shower systems for our hot spring resorts in 2013 and we are still
looking for new ways to improve.” (Hanson, general manager, son of SF, Firm H).
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4.4 Cross-Case Analysis: Findings

The case overview (Table 7) shows that between the years 2010 and 2015, SF firms had
three or four new projects, while the CF firms had fewer to none new projects, with the
exception of firm D. SF firms clearly showed a stronger intention in entrepreneurial
behaviour. It is important to clarify that among five new projects of firm D, only one of
them was started as an improvement of existing business. The other four were replacement
business contracts, signed with four new smaller business partners after the end of a large
business contract. They were never signed with an intention to grow the business, and the
production volume and profitability remained similar for firm D during 2010 to 2015. Our
cross-case study analysis revealed that the initial set-up at the founding stage of Chinese
family firms acted as an antecedent of the interplay between the family and commercial
logics, and that such interplay finally impacted on the entrepreneurial behaviour of these
family firms. Particularly, the cross-comparative case analysis enabled us to distinguish
two types of family firm set-ups at the founding stage, CFs and SFs, which had profound
implications with regard to what, and how, values and goals shaped family and commercial
logics, and impacted on their subsequent entrepreneurial behaviour. Four major differences
emerged from our data analysis. First, CFs’ view of being a family focused on the nuclear
family unit, including the couple-founders and their only child, while SFs focused on an
extended family unit, including the single-founders’ siblings, cousins, their children and
even close friends. Second, CFs’ view of intergenerational value focused on the only
child, while SFs’ intergenerational value focused on every member of the extended family
ties. Third, CF firms’ family trust was restricted to the nuclear family (i.e. the couple and
the only child), whereas SFs were prepared to trust members outside the nuclear family
unit. Finally, SFs embracing the paternalistic value often facilitated entrepreneurial
behaviour; by contrast, CFs’ marriage guiding value often caused conflict, which
ultimately hindered entrepreneurial behaviour (For a summary of the data analysis see
Tables 10 and 11).
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CF Management | Continuity Child’s Paternalistic Marriage Nuclear Extended Intergenerational | Family
continuity of family higher value as guiding | family unity | family unity | value trust
Firms | within the ownership education value
family
Family Goals Family Values
CF-A N N x N N X N N
CF-B N N N x N N X N N
CF-C N N N x N N X N v
CF-D N N N x N N X N N
SF Management | Continuity Child’s Paternalistic Marriage Nuclear Extended Intergenerational | Family
continuity of family higher value as guiding | family unity | family unity | value trust
Firms | within the ownership education value
family
Family Goals Family Values
SF-E X N N N X X N N N
SF-F X N N N X X N N V
SF-G X N N N X X N N N
SF-H X N N N X X N N v

Table 10. CF vs. SF family firms’ pursuit of family logic
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CF Smarter investment | Killing unprofitable | Cutting cost Exploring new Expanding existing Improving existing
projects product/markets business business
Firms
Profit Growth
CF-A N x N x x x
CF-B \ x \ x x x
CF-C \ x x x x \
CF-D \ x \ x x x
SF Smarter investment | Killing unprofitable | Cutting cost Exploring new Expanding existing Improving existing
projects product/markets business business
Firms
Profit Growth
SF-E N x N N N N
SF-F N v v N \ \
SF-G X N x N N N
SF-H x v v v \ N

Table 11. CF vs. SF family firms’ pursuit of commercial logic
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Family and commercial logics shaping entrepreneurial behaviour of CF family firms

CFs were started with a clear family goal, to provide benefits (financial and non-financial)

to the nuclear family with an emphasis on the only child’s well-being.

“I always felt inadequate when I saw the rich dads driving their little girls to school. We didn’t want our
daughter to give up anything just because of financial problems, so we decided to go for it (starting a venture
as a couple). It is very satisfactory to know that we can take good care of our daughter. We only have this
one child after all, we wanted her to have the best we could offer.” (Charlie, CF, husband, Firm C).

In particular, providing the only child’s higher education was a fundamental family goal,
whereby starting the business was considered as the best way to secure funding for
children’s higher education (Table 9, quotes 13 to 16). All the four CF families had only
one child, who were all attending/completing higher education degrees abroad. Amongst
other family goals, CF firms also pursued the goals to retain business ownership and

management within their nuclear family (Table 9, quotes 1 to 8).

Chinese CF firms came to operate under the One-Child policy that impacted on other
family values, such as nuclear family unity, marriage guiding value, intergenerational
value and family trust, which all influenced the way these firms had developed and
engaged with entrepreneurial behaviour. CFs’ view of being a family essentially focused
on the nuclear family, including the couple-founders and their only child, thus setting close
boundaries for the available family human capital (Table 9, quotes 29 to 32). Furthermore,
the mutual trust and support, initially derived from marriage, were only available within
the nuclear family’s boundaries (Table 9, quotes 25 to 28). Such trust and support, which
were paramount resources for the existence of CFs in the first instance, subsequently
became a hindrance to family business development, since the couple-founders were not
able or willing to trust/support immediate members outside the nuclear family, such as
relatives or close friends. As a result, CF family firms were not able to afford additional
investments due to the lack of inner-family human capital, which they seemed to
exclusively rely on. In particular, once the only child had completed his/her higher
education, entrepreneurial decisions were mainly guided by the well-being of that child.
CF firms’ view of intergenerational value focused on the only child was aimed at
providing the child with future financial security, without the business being too onerous to
the point of becoming a burden that could have compromised the child’s overall well-being

(Table 9, quotes 44 to 47).
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“I had my wife to handle the clients and accounts, so it wasn’t too hard. I didn’t have anybody to manage a
factory. You cannot even trust your brother these days...If I had another son, I would have bought at least
one factory, but I wouldn’t let anybody else touch this business. Imagine what will happen after we retire, he
(the only son) wouldn’t be able to control all of this by himself.” (Barry, CF, husband, Firm B).

Subsequently, the commercial goal of firm growth had to be aligned to the family goals
and values shaping CF firms’ pursuit of family logic. Since running a larger business
would have threatened the only child’s well-being and future control of the overall family
business, CFs preferred to keep the business to a manageable size, while retaining its
current profitability through cutting costs and pursuing smart investments (Table 9, quotes
52 to 55, 61 to 63).

“We had this dispute with a factory owner...we found two choices, first, we could buy a much bigger factory
which was more than what we need and, second, we could reduce our production volume and rented a
smaller one. After some discussion with my wife (who is also the accountant), we could even increase our
profitability a little if we downsized, so we went for the second choice. We want to have a stable family

business to pass on, so it was better not to take any unnecessary risks.” (David, CF, husband, Firm D).

Our cross-case analysis revealed a negative effect of the family logic on the commercial
logic, in the form of marriage guiding values. CFs often compromised on entrepreneurial
decisions to avoid potential conflicts and subsequent marital problems, because they
needed to maintain the trust and mutual support from their marriage, which was paramount
to the family business existence in the first place. Therefore, CFs tended to be reluctant to
make quick decisions before they were 100% in agreement with each other (Table 9,
quotes 25 to 28). The centralised paternalistic values, which facilitated entrepreneurial
decisions in SF firms were absent in CF family firms; CFs needed more time to make
entrepreneurial decisions. Such marriage guiding values often tended to cause lengthy
discussions within the couple to achieve an agreement on new ideas; the latter were usually
initiated by one member of the couple, and often given up after discussion, thus impacting

on the subsequent entrepreneurial behaviour of CF firms.
Family and commercial logics shaping entrepreneurial behaviour of SF family firms

SF family firms were founded by single-founders, who at the time of founding the firm,
unlike the CFs, were alone (i.e. without spousal involvement) and mainly driven by their
commercial logic, particularly their personal ambition of pursuing firm growth, rather than
just focusing on the only child’s well-being. In contrast with CFs, SFs held an ‘extended’

view of the value of being a family: it included not just the nuclear family members, i.e.
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the married couples and their child, but also their siblings’ families, cousins and close

friends (Table 9, quotes 33 to 36). SFs were on their own at the founding stage, thus
bearing all the negative emotions that the start-up stage usually involves (Morris et al.,
2010; Stanley, 2010). As firms grew bigger through their entrepreneurial endeavour, SFs
increasingly needed more support and trust that, unlike CFs, they were willing to give to,
and receive from, the extended family members (Table 9, quotes 41 to 43). Hence, SFs
were willing to seek additional human capital beyond the boundaries of the nuclear family.
The value of family unity was also considered as very important, both personally and
emotionally, by SFs, who required positive motivations and emotions from the extended

family to continue to secure firm growth.

“Building a business alone was terrifying and frustrating but I was young and ambitious, so I basically
powered through all the difficulties by myself. At some point, I don’t think your own ambition can sustain
your goals anymore...I needed them because they (family members) put my mind to ease so | can keep
pursuing my goals. After all these years I can still keep working hard because | know I can trust them (family
members) to stand behind me and I know I don’t have to be alone in this ever again. I do need their help to

grow my business, but it is not just my ambition anymore, it is also a home for all of us.” (Garry, SF, Firm G)

Therefore, the SF view of intergenerational value was very inclusive, focused on all
members of the extended family and even including the next generation’s close friends.
Such inclusiveness provided motivation for younger generations to get actively involved
with the family business, since the potential successor was never pre-determined by the
SFs (Table 9, quotes 48 to 51).

“...his (the only son) future is totally up to him, but he needs to be capable if he wanted to take over the
business. | believe his cousins would all be capable by the time | retire. | never thought it would be a good
idea to openly nurture my own son anyway. | don’t want anybody to think that they are just working for my
small family, no, the business wouldn’t go this far without the effort of all of us in the big family (Ethan, SF,
Firm E).

SFs were also committed to the goal of retaining ownership of the business - yet, in
contrast to couple-founders, within the extended family - with a clear intention of passing
the ownership to the next generation (Table 9, quotes 9 to 12), which showed that SFs met

the criteria for family businesses.

“I slowly offered ownership to my son and his cousins over the years...technically I am working for them

because the business will be theirs after all.” (Harry, SF, Firm H)
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To acquire additional resources continuously from the extended family, SFs’ pursuit of

commercial logic becomes intertwined with family logic. Particularly, exploring new
products/markets and expanding existing business increased SF firms’ size and diversity so
that more family members with different skill sets and education could be involved within
the family businesses (Table 9, quotes 67 to 70). Subsequently, as more family members
got involved, it became easier for SFs to seek continuous growth, due to the increasing
levels of in-family human capital, trust and support. Hence, family and commercial logics

complemented each other and enabled continuous firm growth.

“...he (the SF) always wants us (the firm) to be bigger...he even invested in a small farm...More
importantly, this farm also offers job opportunities for those distant relatives who are living in the rural
area...he could do whatever he wanted (in terms of firm growth) because he knew he had enough man power

to try anything.” (Fred, CEO, non-family, Firm F).

In brief, these two types of Chinese family firms used different approaches to pursue
family logic, which ultimately influenced their pursuit of entrepreneurial behaviour. SFs
were, in contrast to CFs, influenced by paternalistic values. The SFs decided completely
single-handedly, including those firms with non-family CEOs (i.e. Firm F). Because of the
presence of paternalistic values, SF firms usually made quick entrepreneurial decisions,
which resulted in faster firm growth (Table 9, quotes 21 to 24).

“We would never grow so fast without his bold actions. If it was up to me, I would take my time before I
make any decisions and probably refuse half of the projects, but | would also be regretting about the chances

I missed, and we would be only half the size.” (Fred, CEO, non-family, Firm F).

Such paternalistic values did not seem to cause any conflict due to the trust and mutual
support existing between the SFs and their (nuclear and extended) family members. In
particular, paternalistic value was considered an important family value amongst SF firms,
since the SF was perceived as the ‘father figure’ who embedded the family values which all
the other family members valued and respected (Table 9, quotes 21 to 24). In return, family
members provided full support to SFs’ decisions, as they knew that the leader who cared
about the family would not put them in jeopardy. Informants also expressed admiration
towards strong business leaders who were able to overcome difficult situations alone and

continued to grow the firm.

“I trust his (single-founder) instinct...I wish I could be like him someday...no matter how difficult the
situation was he always found a way to overcome it and made things look easy, so we wouldn’t worry.”

(Finn, Head of property management, nephew of SF).
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4.5 Discussion of the Findings

Our study investigates the interplay of family and business logics in the Chinese context of
family businesses, and how it impacts on their entrepreneurial behaviour under the One
Child policy. The abductive research approach led us to identify two different types of
Chinese family firms — couple-founder (CF) and single-founder (SF) family firms — which
differed significantly regarding the interplay of family and business logics and their impact
on entrepreneurial behaviour, which we explain in the subsequent discussion. Our study
makes the following contributions to the scholarly debate on family business, institutional

logics and entrepreneurial behaviour.

Initial set-up as a new dimension of heterogeneity. We contribute to the increasing
recognition of heterogeneity in family business research (e.g. Chua et al., 2012) by adding
the initial set-up as a new dimension of heterogeneity amongst Chinese family businesses.
Scholars have emphasised that heterogeneity accounts for differences in family firms’
behaviour and outcomes (Chua et al.’s, 2012). Our qualitative findings add insights on the
antecedents and consequences of these sources of heterogeneity by focusing on two forms
of initial set-up at the founding stage of Chinese family businesses, couple-founders (CF)
and single-founders (SF). Such set-ups differently impact on the interplay of family and
commercial logics with consequences on what types of family/commercial goals are pursued,
how resources are gained and how entrepreneurial behaviour is manifested. Extant family
business literature has focused on the comparison of CF family firms with single (or lone)-
founder non-family firms (Miller et al., 2011; Cannella et al., 2015). Thus, the distinction
between couple-founder and single-founder family firms, and the analysis of their
differential entrepreneurial behaviour is a contribution to the heterogeneity debate
(Jaskiewicz and Dyer, 2017; Nordquist et al., 2014). Furthermore, we have taken the context
into account and demonstrated how China’s One-Child policy affects local family businesses
(Chrisman et al., 2014). We have showed that family businesses operating in the same
institutional context dealt with this institutional constraint in very different ways: CF
founders coped with this constraining policy by keeping their firms small and manageable
for the successor, their only child, whereas SF founders involved as many members of the
extended family as possible to sustain growth. The family business strategies to cope with
the effects of China’s One-Child policy are particularly relevant, given the fact that Deng et
al.’s study of Chinese SMEs revealed that these firms struggle to recruit and retain skilled

non-family employees (Deng et al., 2013), possibly as a result of the relatively low-levels of
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outsider trust in collectivist societies such as China (Sauerwald and Peng, 2013; Sharma and

Chua, 2013). We now examine in more detail the implications of each set-up antecedent to

show how the initial set-up impacts on the logics’ interplay and entreprencurial behaviour.

A. The antecedent of the CF initial set-up. CF family businesses’ initial foundation is
predominantly shaped by the family logic that, under the influence of the One Child
policy, is inclusive of the values of nuclear family unity, family trust embedded in the
nuclear family members and the only child intergenerational value. Such family logic has
implications on the specific goals that are pursued by CF family businesses, as evidenced
by an exclusive focus on the only child’s higher education, continuity of business

management and ownership within the nuclear family.

In such a set-up, commercial logics could be aligned with family logics to some extent, but
this interplay remained shaped by family logics. For CFs, the main trigger for setting up a
family firm was to make profits to finance the only child’s higher education abroad; that is,
the business logic served the family logic. Since this family goal put pressure on the CFs to
reach and sustain profitability, the two logics were initially well-aligned. The completion
of the child’s higher education changed the logic’s interplay. The overriding family goal
became to keep the business not only profitable, but also small enough to be manageable
by the child as the only future successor. Business growth is a rather unsuitable
commercial goal for CFs, as it might work against the intergenerational value of the only
child who, in the future, might not be able to cope with the burden of running a larger
business and retaining management control within the nuclear family. Smart investments
and cost cutting became the commercial logics that served the dominant family logics.
Furthermore, three aspects of family logics increasingly came to the fore, clashing with
business logics: first, the fact that trust remained confined to the nuclear family prevented
the CF firms from involving members of the extended family in the business, thus limiting
business growth; second, the marriage values of couple-founders led to slow decision-
making processes; third, the intergenerational values led to risk-averse attitudes towards
growth. To sum up, CF family firms were mainly influenced by family logics. Commercial
logics could be aligned to family logics to some extent, but remained constrained by family

logics.
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B. The antecedent of the SF initial setup. By contrast, SFs were initially heavily influenced

by business logics. Starting the business was more motivated by the single founder’s
ambition to pursue firm growth than the only child’s well-being. As firms grew bigger,
emotional support became increasingly important for SFs. Under the One-Child policy,
SFs were increasingly pushed to seek resources beyond the boundaries of the nuclear
family. For instance, they increasingly included extended family relatives and friends in
their businesses to obtain that additional emotional support. This indicates a change in the
interplay of the two logics, in that the family logics increasingly became more influential.
Such interplay between the two logics pushed SFs to increase the size of the business to
employ several members of the extended family with different qualifications; indeed, SFs
explored new products and markets, as well as expanding the current business to realize
that goal. Thus, business logics served family logics. For instance, the acquisition of a
small farm in a rural area was not the most profitable investment opportunity, but was
certainly motivated by consideration of specific family members’ needs. On the other
hand, family logics also served business logics. as they facilitated the recruitment of loyal
employees to sustain business growth. The whole process was supported by paternalistic
values: SFs took care of family members beyond the confines of the nuclear family; in
return, family members fully supported the concentration of the decision-making authority
in the SF. Thus, SF entrepreneurial behaviour was shaped by family and business logics

which became closely intertwined over time.

C. Varieties of family patterns. Family business scholars have pointed to the increasing
variety of family patterns within and across modern societies (Aldrich and Cliff, 2003;
Jaskiewicz and Dyer, 2017). Family categorisations in the extant family business literature
tend to focus on objective criteria, such as legal and biological aspects. In contrast, our
study shows that diverse family patterns and structures are socially constructed (Berger
and Luckmann, 1971). The eight Chinese family businesses did not differ regarding
objective family structures; all families had only one child. The crucial difference between
the CFs and SFs was their different notion of family. While the CFs did not even consider
siblings as part of the ‘business relevant’ family, the SFs considered even extended family
members as part of the family that was relevant in business terms. While the family
business literature has suggested that family structures can be changed through ‘pruning’
(Lambrecht and Lievens, 2008) or adoption (e.g. Mehrotra et al., 2011), diverse family

structures resulting from differential social-constructivist interpretations have not yet been
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considered, thus offering theoretical and practical insights for future research in emerging

economies.

D. Temporal dimension of heterogeneity. Chrisman and Patel (2012) argued that owners and
managers who attach more importance to long-term family goals are likely to invest in risky
long-term projects. Our findings extend their argument by showing that it is important to
consider the peculiarities of institutional settings, particularly in emerging economies like
China, where the definition of ‘long-term’ might be different from the definition of the ‘long-
term’ held by family businesses in developed economies. Long-term versus short-term
orientations are usually an attribute of national culture (Hofstede, 2001). Zahra et al. (2004)
identified long-term as a dimension of organizational culture that can contribute to distinct
advantages in family firms. Our finding of the initial set-up as a new source of family
heterogeneity may lead to different views of the long-term. CFs and SFs held different views
of the long-term, which was dependent on the nature of their family/business goals in such
set-ups. CFs’ view of the long-term seemed to be determined by a limited vision focused on
the time necessary for the completion of the only child’s higher education. By contrast, SFs’
view of the long-term was mainly determined by the goal of business growth to create a
sustainable business, which constantly created opportunities for extended family ties. These
differing views of the long-term impacted on Chinese family firms’ entrepreneurial
orientation. Lumpkin et al. (2010) found that innovativeness, proactiveness and autonomy
are more likely to thrive in a climate where long-term values are favoured; and that risk
taking and competitive aggressiveness are less likely to be highlighted in companies that
manage for the long-term. Yet, they also highlighted that the entrepreneurial orientation of
family businesses is rather complex, in that it is multi-dimensional. Hence, we add to this
debate on integrating entrepreneurship literature with family business research, by pointing
out that the initial set-up influences the nature of the long-term and longevity of family
businesses in China. Under these circumstances, CFs, which are concerned about the overall
well-being of their own child, seem to be more risk-adverse and less entrepreneurial than
SFs; yet they are still committed to passing their business on to their children. By contrast,
SFs, which are committed to business growth, seem to be more proactive, innovative and
risk-taking. Also, risk-taking might be associated with the way that SFs started their
businesses: SFs started their businesses alone, often feeling frustrated and without the initial
support that could have emanated from marriage. Such negative early emotions are found to
be associated with higher levels of risky behaviour with long lasting effects (Morris et al.,
2010; Stanley, 2010).
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Family involvement and Socio-Emotional Wealth (SEW). Although China is increasingly

moving towards a market economy under which self-interest and personal economic
advancement are gaining in importance (Kim and Gao, 2013), the heavy reliance on family
members, either in the CF’s nuclear or SF’s extended family, is indicative of the strong
familial culture and relevance of Confucian values and norms (Kim and Gao, 2013), with
implications on the nature of SEW in Chinese family businesses. Schulze and Kellermanns
(2015) argue that “in economies where family groups are prominent (e.g. China, India),
the desire to maintain SEW may be particularly pronounced” (2015, p. 454). There are
strong indications that the behaviour of the Chinese family firms in this study was guided
by SEW considerations, especially regarding transgenerational control, benevolent social
ties, and emotions and affect (Zellweger, 2017). Both CFs and SFs intended to pass the
business on to the next generation. While CFs only regarded the nuclear family as the
‘relevant’ family and their child as the only candidate for succession, SFs regarded the
extended family as the ‘relevant’ family and did not rule out other family members as
potential successors. Regarding benevolent ties, CFs only seized business opportunities if
both founders supported the plan, to avoid internal conflict. SFs supported members of the
extended family by generating employment opportunities, and these family members
‘rewarded’ the founders by fully supporting their business decisions. Regarding positive
emotions, all founders benefited from their family businesses: CFs derived positive
emotions from enabling their children to study abroad; while for SFs, the support and trust
of family members being employed by the business was emotionally very important. In
sum, this study shows that even family firms operating in the same institutional and
cultural context can have quite different SEW goals, whereby dimensions of heterogeneity,

such as the initial set-up should be considered.

In the recent search for a more ‘positive’ theory of SEW to counterbalance the negative
view of the conflict between socioemotional and financial goals (Gomez-Mejia et al.,
2018), and given the fact that family firms are the dominant form of economic organization
across the world, Schulze and Kellermanns argued, “research that explains how, why, and
when SEW might have a positive impact on the firm’s financial and economic performance
has yet to be developed” (2015, p. 451). The findings of our study might give some
inspiration for the development of such a theory. Both CFs and SFs provided examples of
how SEW can support business goals, although we did not measure the performance of our
case firms. In the case of CFs, the SEW goal to finance the children’s higher education

abroad provided additional motivation to make a profit. In the case of SFs, the founders’
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need to receive emotional support led them to create employment opportunities for the

nuclear and extended family. This provided them with additional motivation to grow the
business, with a significant supply of highly motivated and loyal employees - their family
members. Given that SMEs in the Chinese context struggle to attract and retain high-value
employees, such a SEW goal could contribute to the economic vitality of family firms
(Deng et al., 2013) in China and other institutional contexts characterised by constrained

access to resources.

4.6 Conclusions

This research has examined how family and commercial logics impact on the
entrepreneurial behaviour of the first generation of Chinese family businesses under the
One-Child policy and provides theoretical and practical contributions. The findings
contribute the ‘initial set-up’ as a new dimension of heterogeneity in family businesses, to
show that two types of founding structure, CF and SF, impact differently on the interplay
of family and commercial logics, with subsequent implications on the types of
family/commercial goals that are pursued, how resources are gained and how
entrepreneurial behaviour is manifested. The findings contribute to the variety of family
patterns in modern society (Aldrich and CIiff, 2003; Jaskiewicz and Dyer, 2017) by adding
a social-constructivist perspective (Berger and Luckmann, 1971) of family structures. They
show how heterogeneity of such structures can exist in the same institutional context with
varying implications on the view of the long-term, subsequent entrepreneurial behaviour
and types of SEW goals that are emphasised, thus also offering theoretical insights for the
development of a more positive perspective of SEW (Gomez-Mejia et al., 2018; Schulze
and Kellermanns, 2015).

From a practical perspective, this research provides insights into the practicality of
managing family firms in an evolving society such as China, which is moving towards a
market-capitalist economy. Close kinship ties might not be enough to ensure expected
business outcomes in the future generations. SFs must be more attentive to organizational
contingencies and open to adapting Western management practices to ensure continued
loyalty and commitment from extended family members. This is important to avoid
potential negative agency effects, particularly as more power is expected to be delegated
from the owners-managers. SF family businesses are expected to hire more external

managers or members to overcome the lack of family successors and drive growth under

116



Chapter 4
the lasting effects of the One-Child policy. Furthermore, under the evolving economy and

changing policies in China, it is expected that institutional level changes may also impact
on the evolution of family businesses in China. Whilst the removal of the One-Child policy
is a step in the right direction, the findings of this research suggest that the government
should develop policies targeted more directly at CF family businesses to support the
development of such groups of family businesses.

The study’s findings can be generalised to contexts which present collectivist and
Confucian types of culture. Although the type of family business considered here (i.e.
family firms with only one child) is typical of the Chinese context, it does not represent the
broad spectrum of types of family businesses in other developing countries, which makes
the generalisation of the findings to these countries more difficult. The large size of the
Chinese economy combined with the prevalence of family firms, however, compensates
for this limitation. Our research did not address the performance-entrepreneurial
orientation (EO) relationship in Chinese family businesses. However future research could
investigate this relationship. Furthermore, the study highlighted the importance of mutual
trust existing amongst family members (Sundaramurthy, 2008). Future studies focusing on
Chinese family businesses could investigate the role of trust embedded in the interplay of
micro-macro contexts, and its impact on entrepreneurial behaviour to account for different
initial set-ups of family businesses. This research has focused on the individual level of
future orientation, that of the founder-owner of the first generation family business. As
Chinese family businesses continue to expand, future research might focus on other
perspectives of time orientation of those involved in the business, for instance non-owner

manager, children, etc.
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Chapter 5. Paper 3

How do tensions become salient in family firms?
A paradox perspective applied to Chinese family firms

Abstract

Previous paradox research focuses on organizational strategies that move from a
reductionist ‘either/or’ thinking towards a ‘both/and’ perspective that addresses
“contradictory yet interrelated elements that exist simultaneously and persist over time”.
Among different types of business formations, family firms are particularly prone to face
paradoxical tensions due to the combination of family and business systems. However,
most paradox studies focus on salient paradoxes, thus neglecting factors that render latent
tensions salient. Institutional theorists argue that the role of institutional context could
provide valuable insights on the salience of paradox as competing demands arise at
institutional level. This paper explores how paradoxical tensions in family firms become
salient within the institutional context of China. Particularly, we found that, although
family liquidity and firm growth paradox is rendered salient by the increased family
involvement, such organizational conditions are only impactful when institutional changes
occur. Furthermore, we also found that industrial reputation and family reputation paradox
become salient after leaders have formed informal responses to the ambiguous formal
institutions within the industry. However, such paradox could also become latent again as
formal institutions mature, as acceptable behaviour is better defined. Our findings
contribute to the existing paradox research by demonstrating that (1) narratives through
retrospective sensemaking of individuals enables researchers to capture how latent tensions
become salient, and (2) paradoxical tensions in organizations are revealed through
interactions of environmental conditions at multiple level, i.e. institutional, organizational
and individual levels. Such interactions are the determinants of the latency and salience of

paradoxes.
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5.1 Introduction

This paper aims to explore how paradoxical tensions in family firms become salient within
the institutional context of China. Paradox theory has been increasingly adopted in both
organizational studies (Smith and Lewis, 2011), and in family business research (Ingram et
al., 2014). Previous paradox studies primarily examined strategies that moved from a
reductionist ‘either/or’ thinking towards a ‘both/and’ perspective that addressed
“contradictory yet interrelated elements that exist simultaneously and persist over time”
(Smith and Lewis, 2011, p.382). Such a perspective has fundamentally changed how
organizational tensions are viewed (Schad and Bansal, 2018). However, in family business
research, it is still predominantly argued that tensions are pervasive due to the
contradicting nature of family and business systems (Stewart, 2003), and that non-
economic goals are often satisfied at the expense of business goals (Gomez-Mejia et al.,
2007). Such a selective view did not provide consistent empirical findings; therefore
scholars propose that paradox theory, as an alternative view, may add insights on the

prevalent inconsistent empirical findings in family business research (Zellweger, 2017).

The existing organizational studies on paradoxical tensions offer insights on managing
paradoxical tensions in organizations; however, the underlying assumption was that
paradoxes are inherently embedded within a given organizational context due to the
interplay between sub-systems (Lewis and Smith, 2014). Although, previous theoretical
discussion suggested that paradoxes may remain latent until environmental conditions such
as plurality (Donaldson and Preston, 1995), change (Luscher and Lewis, 2008) and scarcity
(Smith, 2014) render them salient, the role of institutional context that creates opposing
institutional expectations has rarely been addressed (Smith and Tracey, 2016). Due to the
underdeveloped and fast changing institutions in transition institutional contexts such as
China (Smith and Tracey, 2016), actors may not easily perceive the tensions. Cultural
aspects that inform individual framing differently across different cultural contexts may
also shape the salience of tensions (Zhang et al., 2015). However, to date, most paradox
studies focus on salient, perceived tensions, ignoring the latent tensions (Schad and Bansal,
2018), which can be rendered salient by a given institutional context (Smith and Tracey,
2016). Thus, we address these gaps by answering the following research question: how do

paradoxical tensions become salient in family firms?

This study adopts a qualitative approach and builds four narratives for four family firm

leaders operating in the Chinese real estate developing sector. This approach enables us to
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not only focus on the tensions that are inherently embedded within a family firm, but also

the cognitive process of how and why leaders perceive certain tensions through a
discussion of the broad institutional context, and how leaders respond to them (Dawson
and Hjorth, 2012). We are able to establish the influence of specific environmental
conditions that trigger organizational conditions, and have influence on actors’ individual
framing. Our narrative analysis revealed two themes: (1) the salience of family liquidity vs.

firm growth, and (2) the salience of industrial reputation and family reputation.

We found that in Chinese family firms, tensions are not only inherently embedded within
the organizational level, but are also mediated by the broad institutional context. Although
the latent liquidity and firm growth tensions became salient when more family members
were involved, the relatively immature formal institutions enabled leaders to pursue
entrepreneurial activities without sacrificing family elements, thus satisfying both of the
opposing demands. However, as formal institutions matured, leaders’ ability to grow,
diversify and raise cash became limited, thus triggering liquidity and growth tension at the
transitional level. Additionally, our findings also show novel and unique industrial
reputation and family reputation paradoxes that were latent until the leaders adopted an
ambiguous way of conducting business, which contradicted the value of family image.

However, such tension slowly became latent again as the formal institutions matured.

In the following sections, we first review the organizational studies that adopt a paradox
perspective, how such a perspective is linked to family business research, and how an
institutional level of analysis could contribute and broaden our understanding. Then we
introduce our research context and give the rationale for our research design. Next we
present the narratives, which are followed by the findings and discussions. Finally, we

conclude our study with a promising future research path.

5.2 Theoretical Framework

5.2.1 Paradox Theory and Organizational Tensions

Organizations face competing demands on a regular basis in our increasingly
interconnected and fast-changing world, such as exploration and exploitation
(Andriopoulos and Smith, 2009; Smith and Tushman, 20005), global and local demands
(Marquis and Battilana, 2009), and economic and social performance (Costanzo et al.,
2014; Margolis and Walsh, 2003). When framing tensions in organizations, linear and
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unidirectional solutions are often adopted, as individuals seek consistency in cognition

(Cialdini et al., 1995), and experience confusion and anxiety when they face contradictions
(Lewis, 2000; Schneider, 1990). This approach often results in defensive reactions where
individuals only attend to one element to avoid inconsistency, and fail to recognise the
interrelatedness of both sides of the tension (Jarzabkowski et al., 2013; Smith and
Tushman, 2005). Such defensive choices can fuel vicious cycles over time, as engaging
only one element of the tension constantly triggers demands on the other (Andriopoulos
and Lewis, 2009); thus, decision-makers may be paralysed by a choice between
alternatives, which could consequentially threaten the fate of an organization (Jay, 2013;
Smith et al., 2011).

To avoid such vicious cycles and seek virtuous cycles, paradox theory has been
increasingly applied in organizational studies, as scholars started to acknowledge that the
selective approach may only aid short-term performance, but lacks long-term sustainability
(Lewis, 2000). Such a line of research primarily considers how organizational participants
are able to move away from a reductionist ‘either/or’ thinking towards a ‘both/and’
perspective, whereby they acknowledge the conflict and contradictions, but also appreciate
their interrelated nature (Smith and Lewis, 2011; Smith and Tushman, 2005). For example,
acceptance enables individuals to acknowledge the existence of paradoxes (Lewis, 2000),
and to recognise and embrace conflicts without resolving the tensions (Smith, 2014).
Differentiation refers to acknowledging the independence of each element (Smith et al.,
2011; Weick et al., 1999). Integration involves the development of a novel synergetic
approach that addresses both the opposing elements of a paradox (Cuganesan, 2017; Smith
and Tushman, 2005). These studies address paradoxical tensions based on the assumption
that tensions are inherently embedded within a given organizational context due to the
interplay between complex, dynamic and ambiguous systems (Smith and Berg, 1987;
Lewis and Smith, 2014).

Although paradoxes may exist in any organizational form, they are more pervasive in
family firms, as the juxtaposition of competing yet complementary systems of family and
business creates “an additional layer of complexity...that the tasks and priorities involved
in learning to manage a family business lead to specific and enduring paradoxes” (Moores
and Barrett, 2002, p.32). However, to date, family business research largely views family
and business as mutually exclusive forces that require leaders to choose whose interests
come first: business or family (Tapias and Ward, 2008). Aligning with the assumption of
paradox theory, tensions are also largely viewed as inherently embedded within family and
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business systems as “respectively, long-term generalised reciprocity and short-term

balanced reciprocity” (Stewart, 2003, p. 383). Such unique organizational conditions do
create tensions; for example, conflicting demands may stem from the plurality of internal
and external stakeholders (Donaldson and Preston, 1995), and the change of new
capabilities may sacrifice existing competencies (Luscher and Lewis, 2008). Specifically,
family firms may have to hire professional managers to attract non-family investors for
firm growth (llias, 2006); thus conflicting demands are triggered between family and non-
family stakeholders (Pagliarussi and Rapozo, 2011; Young et al., 2008). Increased family
involvement may also trigger particularistic demands among different family members,
especially when a family firm matures and potential successors value different strategies
(Miller et al., 2007). Strategies that have worked in the past are likely to be treated as
traditions; thus leaders may face conflict when change is needed (Ward, 2009).
Furthermore, the tradition-change tension is likely to persist through generations. As the
founders are often creative, risk-taking and innovative, subsequent generations may rely on
them, or feel constrained by the existing routines and norms, and thus fail to foster
innovation and firm growth (Arregle et al., 2007; Zahra et al., 2008).

Particularly in consideration of the ‘family interest’, scarcity challenges family firm
leaders to meet competing demands with limited resources (Smith, 2014). The reciprocal
bonds seen within families and associated collective benefits (Cruz et al., 2012) motivate
family firm leaders to attend the wellbeing of family members (Brickson, 2005, 2007). As
a result, family firm leaders may have to increase their ability to raise cash for family
needs, thus reducing the firms’ ability to actively engage in entrepreneurial activities
(Ingram et al., 2014). Such a view seems to be in line with the fundamental assumption of
paradox theory, which suggests that tensions are inherently embedded within a given
organizational context due to the interplay between complex, dynamic and ambiguous
systems (Lewis and Smith, 2014). However, scholars have recently argued that such a
partial view only focuses on perceived tensions, while largely neglecting the underlying
reality regarding latent tensions (Schad and Bansal, 2018). Although scholars have
addressed increased plurality, change and scarcity in the environment, and how individual
framing and lived experiences (Ashcraft et al., 2009; Schad and Lewis, 2018) help surface
latent tensions (Smith and Lewis, 2011), little empirical effort has been expended in the

general organizational and family business contexts.
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5.2.2 Paradoxical Tensions: beyond organizational context

Under complex organizational conditions, it seems as though tensions inherently exist in
family firms between the normative orders of family and business (Kellermanns and
Eddleston, 2004; Stewart, 2003). Such a view leads to the critical assumption that non-
economic goals are often prioritised compared to business goals (for a review of
socioemotional wealth perspective, see Berrone et al., 2012), and thus contradict economic
gains and firm growth (Miller et al., 2011). However, some scholars hold opposing views,
and propose that family and business systems together could provide a better field for
nurturing growth-seeking behaviours, as family longevity may breed innovativeness and
proactiveness (Lumpkin et al., 2010). Moreover, family goals could channel the
stewardship behaviour of family leaders into unique strategies of resource allocation that
positively affect economic performance (Chrisman et al., 2004), especially in societies that
value family interests highly, such as China (Kim and Gao, 2013). As national culture
informs individual thinking (Keller and Loewenstein, 2011), Eastern scholars have
recognised that paradoxical frames may be dependent on how national culture or belief
systems emphasize contradictory and interdependent relationships (Chen, 2014); thus,
within specific cultural contexts, tensions could be influenced at macro-level. Apart from
cultural context, formal economic transition also creates macro-level contradictions that
require organizations to react (Soleimanof et al., 2018). For instance, Taiwanese family
firms may fire family CEQs or hire professional managers to demonstrate their voluntary
adoption of professionalization, in order to attract external financial investment to face

growing competition in a reformed market (Su and Lee, 2013).

Indeed, recent scholars have pointed out that multiple pressures at institutional level is
often neglected in the current paradox research domain (Smith and Tracey, 2016).
However, as institutional pressures have long been established as a force to raise
competing demands by institutionalists, (Greenwood et al., 2011), an integrated view that
combines institutional theory and paradox theory could advance our understanding on the
underlying reality of latent tensions and how they become salient (Smith and Tracey,
2016).

5.2.3 Institutional Complexity and Paradoxes

Institutional theorists suggest that competing demands arise from the complexity of
broader institutional pressures (DiMaggio and Powell, 1983, Friedland and Alford, 1991,
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Greewood et al., 2011). Organizations and their leaders often face competing demands

because they adhere to expectations from multiple institutional pressures that provide
guidelines for acceptable behaviour (Thornton et al., 2012). Such competing institutional
pressures are often neglected in family business literature because prior research usually
examines formal or informal institutions separately (Soleimanof et al., 2018).

Formal institutions are often discussed in transition economies, where family firms emerge
as a rational response to less developed formal institutions (Carney, 2005). Entrepreneurs
are unable to acquire resources through market transactions efficiently due to weak capital
markets, weak property rights systems, and inefficient contract enforcement (Webb et al.,
2015); therefore hiring family members could provide a level of certainty in
underdeveloped institutional contexts (Soleimanof et al., 2018). Furthermore, in transition
economies such as China, growing international trade, increasing flow of foreign capital
and the entrance of multinational enterprises may force family firms to adopt more
competitive strategies that drive professionalization (Lien et al., 2016; Zhang and Ma;
2009). Family firms may hire professional managers to meet the increasing competition
(Chung and Luo, 2008a) and attract external investments for growth (llias, 2006; Su and
Lee, 2013). By complying with such formal institutional prescriptions, family firms may
gain legitimacy, which allows them to access more favourable resources and opportunities
(DiMaggio and Powell, 1983; Meyer and Rowan, 1977).

However, competing demands arise when considering that family firms are also heavily
influenced by informal institutions. For example, a reformed market that emphasises arm’s
length relationships may pose unresolvable conflicts in societies that value kinship and
networking. For instance, in Chinese and Arabic societies, building long-term informal and
flexible relationships with stakeholders is highly valued, and therefore deemed legitimate
(Carney, 2007). Furthermore, the social beliefs and cultural values in the perception of
family have a major influence on how family firm leaders treat family members
(Soleimanof et al., 2018). For instance, in African societies, providing jobs for extended
family members is a social obligation (Khavul et al., 2009; Khayesi et al., 2014).
Similarly, in China, the traditional Chinese culture of Confucianism promotes “unity” and
“collectivism” (Qian et al., 2013), which drives family firm leaders to make decisions
based on family harmony rather than economic gains. However, such contradiction derived
from the clash between economic transition and cultural pressures can only be revealed

through individual sensemaking.
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Furthermore, tensions can be salient and well understood by leaders (Smith and Tracey,

2016) in mature institutional environments, which are relatively stable and unlikely to
change (North, 1990). By contrast, transitioning institutional contexts are filled with under-
developed institutions that usually change drastically (Puffer et al., 2010). The
unpredictable changing institutions may cast competing demands in flux, and constantly
offer unclear prescriptions to guide organizations’ behaviour (Smith and Tracey, 2016). As
there is no relative clarity about which competing demands are salient, how actors
perceive, and frame tensions is particularly important in such contexts. As national culture
informs individual thinking (Keller and Loewenstein, 2011), cultural factors have
tremendous influence on individual framing of tensions. For instance, Zhang and
colleagues’ (2015) “paradoxical leader behaviour” model found that Chinese leaders
demonstrate comfort when facing contradictions, due to the deeply rooted yin-yang
philosophy that emphasises “integration of two opposite cosmic energies” (Fang, 2012, p.
31). Such ability to embrace conflicts also positively influences their followers’ role
proficiency, adaptively and proactivity (Zhang et al., 2015). However, to date, even though
scholars have proposed that latent paradoxical tensions become salient through both
environmental conditions and individual framing (Smith and Lewis, 2011), a direct call for
future research has yet to receive enough empirical support with an emphasis on the
institutional context. Only a few Eastern scholars have specifically linked Eastern

philosophy with the perception of paradoxical tensions (Chen, 2014; Zhang et al., 2015).

The biggest challenge to fill the discussed gaps is that the scholarly debates on
environmental conditions manifesting competing demands are usually addressed through
the lens of institutional theory, which assumes that individuals or organizations would
choose to attend one of the competing demands to signal legitimacy (Greenwood et al.,
2011). This assumption seems to contradict with paradox theory (see Table 12), which
views tensions by appreciating the interrelatedness of both elements without seeking

immediate resolutions (Smith and Lewis, 2011).
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Perspective

Paradox

Institutional complexity

Theoretical
foundations

Cameron and Quinn (1988)
Lewis (2000)
Smith and Berg (1987)

DiMaggio and Powell (1983)
Friedland and Alford (1991)
Thornton (2004)

Source of | Tensions are inherent in organizations. | Tensions are merged from plurality of
tensions Triggered by increased environmental | institutional pressures at the field and
plurality, change, and scarcity, as well as | societal level.
individual sensemaking.
Nature of | Tensions are consistently contradictory and | Multiple institutional pressures are often
tensions interdependent simultaneously. contradictory but can be complementary

under certain circumstances.

Response to
tensions

Tensions persist overtime and cannot be
resolved but can be sustainably managed
and foster long-term success.

Tensions can be managed through
implementing acceptance, differentiation,
and integration strategies to develop
paradoxical thinking at organizational level.

Institutional pressures create challenges,
external legitimacy and internal conflicts that
require resolution.

Institutional pressures can be managed
through implementing effective structures at
organizational and field level.

Table 12. Underlying assumptions: Paradox theory and institutional complexity

However, scholars have argued that consideration of institutional conditions has the

potential to support paradox theorists’ understanding of the salience of tensions (Smith and
Tracey, 2016) through analysing both existing institutional pressures, and how actors make
sense of paradoxical tensions; hence, providing a stronger theoretical basis for the
understanding of the nature of paradoxical tensions in both the family business and general
organizational contexts. Therefore, in this study, we aim to explore how paradoxical
tensions become salient in family firms by adopting a narrative analytical approach to

capture both the antecedence of salient tensions and individuals’ sense making.

5.3 Methodology

5.3.1 Research Context

We apply a narrative approach to explore how tensions become salient in Chinese family
firms, as this approach allows us to understand how family firm leaders realise the
existence of tensions by focusing on complex, dynamic social interactions, which are
prominent to the process through which the founders perceive tensions in family firms
(Dawson and Hjorth, 2012). The unit of analysis for this study is one family firm leader
who currently operates in the Chinese real estate development sector. We chose the context

of Chinese real estate development sector for various reasons: (1) The fast growth of this

127



Chapter 5
sector provides sufficient data of behaviours that pursue firm growth, thus providing

opportunities to explore contradictions against traditional family values that promote
family needs; (2) Such a sector has experienced radical institutional change through the
early 2000s to the present day, thus enabling us to explore how such institutional changes
influence the latency and salience of tensions from a temporal perspective; (3) Chinese
family firms usually have no separation in ownership and management, as both are closely
held by family members (Cao et al., 2015), thus facilitating analysis at the individual level
and providing implications for firm behaviour as well. In selecting family firms
particularly, we were guided by Chua et al.’s (1999, p. 25) family business definition, that
is, “The family business is a business governed and/or managed with the intention to shape
and pursue the vision of the business held by a dominant coalition controlled by members
of the same family or a small number of families in a manner that is potentially sustainable
across generations of the family or families”. All the selected case firms, which are owned
100% by one family, explicitly expressed their intention of maintaining the family
ownership across generations, and showed a considerable degree of family involvement in

crucial management positions.

Our case selection was carefully focused on the family firm leaders’ entrepreneurial stories
that overlapped with dynamic institutional changes from 2000 to 2015 (for data overview
see Table 13). Such changes included formal policies regarding financial and industrial
regulations, and improvements in the rule of law. The number of core and secondary
business projects undertaken provided an indication of the leaders’ pursuit in firm growth.
How tensions were described and balanced in both relaxed (early 2000s) and restricted
(after 2010) institutional framework enabled us to account for a more comprehensive
influence of the environmental conditions. This gave us the opportunity to explore if the
leaders’ perceptions of tensions and strategies for managing tensions were influenced by
changing institutions.

In recent years, the Chinese housing bubble has received scholarly interest. Much of the
effort attempts to gauge any potential mispricing by comparing actual market values of a
property with predicted fundamental prices (e.g. Chow and Niu, 2010). The Chinese
government issued a set of restriction policies to regulate the growth of such sector. For
example, “the developer must invest at least 30% of the gross construction budget before
applying a developing loan; the development must start before the application of the
developing loan”, and “Starting from Ist May, every local registered family has the legal
rights to purchase two new property; families that are not registered locally can only
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purchase one property. Families that already own two properties will not be granted a

property ownership certificate for any new properties” had been issued against both
buyers and developers in 2010 (State Council, 2010). State-owned banks also limited loan
access for all real estate related activities from 2010 (without formal record). Furthermore,
as there is no separation of the judiciary system from the governmental power retained by
the Communist Party, private property in China is usually considered as a privilege which
is offered by the government, rather than a right in its own merit (Puffer et al., 2010).

Thus, the industrial business model requires businesses to work directly with local

Name Previous Core business Founding | No. of No. of real | No. of Year of New core

occupation year family estate secondary | core business after
employees | projects business business restricted real
(total no. projects transition | estate policies
of
employees)

Alan Loan Real estate 2002 12 (33) 5 3 2013 Real estate
officerata | developing project
state-owned planning
bank. service

(collaborated
with local
government)

Barry Deputy Real estate 2001 19 (41) 6 4 2013 Financial
director of developing service business
the local
Bureau of
Finance.

Carl Manager Real estate 2001 13 (39) 5 3 2014 Travel agency
of a state- developing
owned
internationa
| trading
business.

Dave Project Real estate 2003 9 (29) 4 2 2015 Architecture
manager of | developing business
a state-
owned
constructio
n business.

government agencies, which are key stakeholders that provide the essential assets for real

estate developments, the land.

Table 13. Data overview
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5.3.2 Research Design

We adopted a qualitative narrative approach, which brings the reader closer to the
phenomenon being studied (Gartner, 2007). The interpretive nature of narratives could
help us understand the behaviour of family firm leaders by focusing on complex, dynamic
social interactions, which are prominent to the process through which the founders
perceived and framed tensions (Dawson and Hjorth, 2012). We built four narratives for
each one of four family firm leaders operating in the Chinese real estate development
sector (See Table 2 for data overview). Narratives were developed through qualitative data
collected from face-to-face semi-structured interviews, which were divided into 16
interview sessions. Interview sessions were conducted separately on different days, and
interviewees were asked to reflect on their previous stories in subsequent sessions to
validate the initial sense-making. Each session lasted 86 minutes on average, with a few
exceptions that extended to over 120 minutes or shortened to 40 minutes. All interviews
were recorded by a recording device. Each narrative was based on stories of how the
family leaders decided to pursue a series of entrepreneurial projects, by focusing the
questions on (1) the relevant institutions that influenced entrepreneurial projects, (2) how
such institutions and family conditions changed while the family firms were developing,
and (3) how such changes affected subsequent entrepreneurial projects. The interviews
were conducted as openly as possible, which allowed interviewees to recall past events

without constraint, and provided retrospective sense-making for the interpreter.

The narrative method extended the relevant empirical scope and included the antecedents
of (Gartner, 1993), and the origin of (Hjorth, 2007) the leaders’ decisions to seek firm
growth, while being able to align with their family needs simultaneously. It also allowed us
to account for the evolving nature of how latent tensions could be rendered salient by
changing environmental conditions, and/or individual cognitive framing (Smith and Lewis,
2011). Our data analysis adopted Dawson and Hjorth’s (2012) three-step technique. First,
explication. We reconstructed the narratives by summarizing (Czarniawska, 2004), from
the interviewees’ perspective, the researcher’s own interpretation (i.e. what the researcher
thought had happened, based on the told stories). Each summarization was translated back
into Chinese, and then reviewed and confirmed by each interviewee. Second, explanation.
Narratives were deconstructed for understanding ‘how’ the case had become
(Czarniawska, 2004). For instance, if we saw a latent tension had become salient, we
understood the ‘how’ by describing the antecedents and consequences of a series of events

connecting cause and effect (DiMaggio, 1995). Third, exploration. We discussed findings
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emerging from the first two steps (Dawson and Hjorth, 2012) by staging a conversation

between central concepts from the theoretical framing, such as the definition of paradox
and prevalent tensions in family firms, and stories from the field. Specifically, the data
were first transcribed into text, translated from Chinese to English language and then
summarized in chronological order to capture the change in Chinese institutions and the
development of the firms. This process allowed us to gain insights on how tensions

emerged, and were perceived and managed by Chinese family firm leaders.

5.3.3 Data Summary

We identified two major tensions: (1) family liquidity vs. firm growth; (2) and family
reputation vs. industrial reputation. Table 14 shows emerged findings on how Chinese
family leaders framed business and family elements under the influence of the Chinese
formal and informal institutional context, and specific institutions in the Chinese real estate
development sector. Through summarizing and deconstructing the narratives, patterns
emerged through language indicators that referred to conflicting demands. Based on the
chronology of the narratives, we identified changed or changing institutions that rendered
latent tensions salient. Specifically, we identified the tension between family liquidity and
firm growth through the leaders’ realisation of conflicting demands when they faced
lucrative entrepreneurial opportunities (see Table 15). We also identified the tension
between industrial reputation and family reputation through leaders’ personal experiences

of how business was conducted (see Table 16).
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Entrepreneurial elements

Codes

Description

Sample quotes

Social status

Being an entrepreneur is
considered respectable

[1] “Compare to other business owners, real estate developers would demonstrate another level of confidence and
dominance. People respect them in terms of the ability to get things done, because behind all this money they make,

it was a large scale of planning that took years of time and tremendous efforts.” (Alan)

[2] “I always wanted to start my own business...we didn’t have IT and these new things 20 years ago; the most
successful businessmen were all real estate developers. It is not just about the money, they also know all the important
people in the local area, that is something people always look up to, the ability to play with everybody.” (Barry).

[3] “I just felt that I had to take control over my life. In my mind, real estate developers always have the highest
level of control. Construction businesses, marketing businesses, even customers have to get in line to do business
with you at that time.” (Carl)

[4] “Words spread very quickly. All of a sudden people who used to ignore me started to call me...Then I asked my
brothers to quit their meaningless jobs and work with me and the increased social status has been reflected in their
lives as well.”” (Dave)

Industrial
reputation

Being a fierce competitor is
encouraged in the real estate
industry

[5] “...all I thought was to make something big on my own and ignored the fact that I had very little control in the
entire process...People would think I am a push over. Sometimes you don’t have to actually do things; you just show
people what you are capable of doing.” (Alan)

[6] “...but sometimes I also regretted that I didn’t teach company X a big lesson. Even though that would be a bit
risky, it would establish my power in the business so nobody else would dare to play dirty with me again...” (Barry).
[7] “I knew it was risky, but If I could make it work, people would see how strong my business is. Taking over the
project basically sent a message to everybody in the city: we know the most powerful people so do not try to mess
with us.” (Carl)

[8] “I was fairly young at that time, so people did not expect me to be so tough...after that everybody knew I was
not just some small-time developer that only wanted to profit from one or two project then enjoy my rich life. They
(competitors) had to start being careful with me after that project.” (Dave)

Self-efficacy

Being capable and hardworking
is considered important

[9] “...Being my own boss and pursue something big was certainly a way of compensating my capability as a man...of
course as you are more capable, your family would expect more from you.” (Alan).

[10] “Obviously, real estate developing is highly competitive, so you have to be capable and tough to stay in the
business. | am the oldest son in the family, so naturally | bear more responsibilities and | am ok with it. If you are
more capable, you should do more.” (Barry)

[11] “I just wanted to do something new and challenging that can provide a good life for my family and give me
confidence...I also did not plan to stop, I wanted to show my ‘audience’ that I can do much more, I can take care more
people (extended family members).” (Carl).
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[12] “I was desperately seeking a way to prove my capability...another way to show that is how much you can do for
you extended family. If you are rich and your cousins are poor, then you are not doing a very good job and people
would judge you.” (Dave).

Family elements

Codes

Description

Sample quotes

Family
financial
freedom

Being able to support family
including extended family

[13] “I was so ashamed at that time; I had no job, no family, and probably was not seen as a man by everybody 1
knew anymore... I had nothing to lose then.. If I want to establish my position in my daughter’s heart, I had to do
better than her mother. So, what could make me the most amount of money in the shortest time? Real estate! The
worst thing that could happen was losing my pathetic savings.” (Alan).

[14] “This project did not just provide a better life for my family, it made me become the man of the entire family
(extend). Two of my cousins worked for me on the first project and this success also brought joy and pride to their
families. I had never felt so important before that.” (Barry).

[15] “I just wanted to do something new and challenging that can provide a good life for my family and give me
confidence...I didn’t consider it was risky because of the huge demand in the housing market and good policies.
Besides, making my whole family live a better life always outweighs the financial risks.” (Carl)

[16] “I got spoiled because I was the youngest, so 1 felt like I owe my family and I wanted to take this responsibility. 1
had always been the ‘successful one’ in the family, but I did not feel like a successful or a capable son anymore... it
motivated me to make more money, to become more realistic. “(Dave)

Family
reputation

Being a leader of a harmonic
organization that appear to be
trustworthy and reasonable.

[17] “I knew nothing about interior design but I needed to fill in the gap or a void generated from the first project.
I want people to know that we have the ability to handle everything as a real estate developing business. | decided
to take the step and acquire the interior design business, so that I wouldn’t have to risk of being looked as some
gangs that only demand things by violence. It is like we can win the war, and clean after the bodies by ourselves
afterwards. Personally, it did not matter to me, but I cannot let other people stereotype my family.” (Alan)

[18] “You cannot play by the rules in this business because nobody does, at least not the strong ones...I was so
angry that I didn’t react fast enough (to the dispute with business partners). I was indecisive because | have to
consider how it looks. My customers respect me and prefer to buy my property because we are a well-adjusted
family business. If | did something too loud, yes, | would gain more respect and probably avoid all the same type of
problems in the future. However, it would also intimidate my customers and potentially my family if they knew. |
have to adapt the situation and re-shape my thoughts on this situation. Otherwise | would be stuck in anger and
nobody would be happy to see me at work like that.” (Barry).

[19] “My cousin tried so hard to convince me (to intimidate the restaurant), that was my initial reaction as well. It
is not easy to establish your authority in this business, you have to cross some lines to demand respect. | would say
that would be 50% of how we run the business, we need to be scary. But | wanted to be the bigger person and show
my family that | am not reckless. If | agreed with my cousin, what are we then? A group of thugs? Our (real estate
developers) reputation grows worse daily because the government tries to blame the uncontrollable housing market
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on us, | wanted things to stay as harmonic as possible so our family business would at least look different from
others’.” (Carl)

[20] “I found out that they have been giving out these projects to private developers for years just because outsiders
will bribe the guy who was in charge...It disgusted me and made me very angry and hurt my self-esteem as an ex-
military. I don’t want people to see me or my family connected to that project at all.” (Dave)

Harmonious
working
environment

Feeling responsible for creating
a working environment that does
not cause familial conflicts

[21] “Honestly, I expected that somebody would at least show some level of disagreement, but none of them did. | was
not sure if my method was working or they were just afraid...I increased their salaries and benefits again after the
success of this project to make sure that they knew that | care about them and they can relax and be comfortable when
they work for me.” (Alan).

[22] “The longer the project was stalled, the guiltier I felt for my employees and my family. One of my cousins (his
general manager) even offered his entire family savings... At some point | even felt like I did not deserve to be their
leader anymore. My presence should make their life easier, I didn’t want them to bear so much pressure around family
members.” (Barry).

[23] “I also had to make sure that everybody works in a friendly family environment, so I wasn’t just inviting every
relative to the family business. I have to make sure that people get along. Family disputes are ugly, and I don’t want
those to impede my business and damage the harmony in the work place. That is very important.” (Carl)

[24] “One of the reasons that | had to include my brothers because they were too proud to accept my help, I mean
financial help. Then | can appoint them at whatever position | want and pay them how much | want without hurt their
egos. They were older than me after all, we all know that older brothers should take care of the family, not the other
way around. So, | need to be delicate daily to avoid showing obvious special treatments. I also want other members to
feel equal, so they would work for me comfortably. Do you remember that It was also the time that we (the Chinese
state government) were promoting harmony in our society? I was implementing state’s ideology in my business as
well.” (Dave)

134




Chapter 5

Table 15. Tensions’ latency and salience: Family liquidity vs. Firm growth

Time
period
(Years)

Tensions’
status

Individual
framing

Environmental
conditions

Cultural
aspects

Representative quotes

2000 to
2005

Latent

Complementary

Relaxed
industrial
regulation

entry

Family
support

[25] “... (starting his own business) | had to time for my wife and child, we had to cut our
expenses for a few years. | knew the sacrifice | had to make, or my family (nuclear) had to
make, but they supported me 100%. The business was not that complicated (regulated),
anybody can do it as long as you have the will power”. (Alan)

[26] “lused our (nuclear family’s) apartment as guaranty for my first loan, but they (nuclear
family) knew I would succeed...I was very confident because I had the knowledge that 1
needed, and it was not difficult to start anyway.” (Barry)

[27] “To be honest my wife was not supportive at first, but she agreed when she knew that
my cousin could help me with the permit and licenses...now as I look back, that was a bit too
easy for me. I could not believe that | got two street houses for commercial purpose with a
residential permit. It would be impossible to happen now.” (Carl)

[28] “I had to take more responsibility for my family (extended) after that (father’s health
issues). | realised that if | succeed, | could make their lives (extended family) much better as
well...I had so many experiences with real estate developers, it was very easy to start, but 1
knew I needed to be very determined to succeed.” (Dave)

2005 to
2009

Early sign
of salience

Complementary,
but need to
consider the
increased need
for cash

Dramatic
industrial
growth rate

Underdeveloped
industrial
regulation

Extended
family
responsibility

[29] “Acquiring a secondary business is not a small matter, even though we have enough
cash. It was only a small interior designing business, but | knew | would not stop there, and
nobody expected me to stop there. On one hand, I need these trustworthy people (family
members) to help me, on not only my business, but also on the sense of security, support, and
motivation. On the other hand, more and more lives also depend on my decisions and | had
to consider their financial needs. It looks difficult at times, but | always knew there would be
some sort of conflicting needs and I am always prepared to deal with these situations.” (Alan)

[30] “Without them, I would not be able to achieve those things. Although some of them did
not really help that much because everybody could do their jobs, their growing presence gave
me extra drive to achieve more, to take more responsibility. However, | was also fully aware
of the possibility of ruining the lives of so many family members if this project was a complete
failure. Most people did not understand when I talk about this, they just think ‘oh you are the
boss so you can decide whatever you want, how hard could it be?’ The reality is that it is
very hard to balance these situations. Imagine if all of our cash is put on a new project, and
suddenly my sister’s son need money for his wedding and down payment for an apartment,
what do I tell her?” (Barry)
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[31] “My supervisor let me take the blame...my business partner tried to steal money from
our restaurant (in early 1990s)...You can understand why I have issues with trusting people.
I am still very meticulous on hiring my own blood family members, and this is always a two-
way thing. | offer them well-paid jobs and they support me on every level of my business...he
(cousin) moved his entire family to this city and all of their lives depend on me, so whenever
I have an idea, | always think about them first. There could be very costly needs, health,
schools, anything, and imagine two or three families need money at the same time as more
people are getting involved...I am not only the leader of a business, but also a leader in this
family, so I have to be responsible for both sides.” (Carl)

[32] “Both of my brothers quit their stable jobs to work for me, this is the highest level of
responsibility I can think of. | think such responsibility also drives me to achieve more,
because | am so close to them and they always treat me well throughout my life. I want my
business to get bigger because | want to make all of them to have a better life, however, you
know things could be tight sometimes. This is real estate developing; one big project could
make us freeze for years. Of course, we would have enough cash for daily expenses, but
things can go wrong anytime and life does not give warnings sometimes, or most of the times,
plus the expenses were growing as | involve more family. The contradiction can keep up at
night sometimes, especially when | see the potential of a big project, | knew if I did it, I will
have to bear the stress and pray nothing serious goes wrong (to family members).” (Dave)

2009 to
2015

Salient

Complimentary,
but at the same
time,
contradictions
become clear

Restricted
industrial
policies

Harmonious
family values

Extended
family
responsibility

[33] “Before policies were restricted, I could simply justify my decisions with money. I can
increase their salaries very frequently because we can borrow whenever we have a new
project. All the cash could be prepared for family needs. But after around 2010, we cannot
borrow anymore, at least not 100% legally. We would have very limited cash if we kept going
forward, and people (extended family) knew that...I had to give them a peace of mind even
though I was interested in so many projects.” (Alan)

[34] “Things were not looking good for us, our cash was basically stuck with those unsold
properties (due to the industrial policy restriction)... I knew some of them (extended family
members) started to panic, so | had to slow down and make smart decisions to maintain the
harmony within our family...the risk just became bigger and bigger if I keep going after the
big projects.” (Barry)

[35] “Even though I wanted very much, I could not continue seeking more risky real estate
projects anymore due to restricted policies. I don’t want them (extended family) to be scared.
I have lived through the days that | had nothing, but some of them are still quite young and
their families also depend on me, so | had to make things easier for everyone, not just pursue
whatever [ feel like.” (Carl)

[36] “It was already very difficult for us so the best I could do was to at least maintain what
we have since we cannot borrow new money from the bank anymore. After all, my brothers’
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families depend on this business, the whole family needs this business. | can put my own
ambition aside for a while and we could always do something less risky to get by . (Dave)

2015 to
future

To be
determined

Could be
complementary,
but the
contradiction
could still be
present

Uncertainty of
changing
institutions

Extended
family
responsibility

[37] “You can see the policies are changing back a little in these two years. Although it is
still very hard to get loans, at least it is a trend... Who knows? I still think I will start focusing
on real estate again once the policies got a bit relaxed. We are very familiar with all the
work, and as long as | still have this family (extended), | am always motivated to take
necessary risks.” (Alan)

[38] “I have to say that I was a bit scared after | failed my last project. But the good news is
that our properties are start getting sold after 2016, which is a good sign. | asked them
(employees, including extended family members), and all of them wanted to focus on real
estate developing again if we could. I think | will wait maybe another year to see if the
government wants to play other games with us”. (Barry).

[39] “I always knew that things would be much more regulated as time goes by, that happens
to every country. However, | do not think other country would have such a huge demand like
China, so even though it would not be as easy as before, I still want to build our business as
a real estate developing business...I intend to build the family business that can guarantee
good livings for generations, | still think this (real estate developing) is the best way to
achieve that.” (Carl)

[40] “This (the new architect business) is just a cover. I just want my wife to relax and worry
less about me to be honest. | always knew the policies are going to change back in our favour,
maybe not as much as before, but still, we have a huge population and they need places to
live. You know the saying, ‘once you see the sea, no water would matter to you anymore’, we
(extended family) are like that. This business (new business) is just a way to keep us busy
while we wait. It (the relaxed policies) will come back.” (Dave)
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Table 16. Tensions’ latency and salience: Industrial reputation vs. Family reputation

Time
period
(Years)

Tensions’
status

Individual
framing

Environmental
conditions

Cultural aspects

Representative quotes

2000 to
2005

Latent

No awareness

Early industrial
competition
was relatively
low

Harmonious family
reputation

[41] “I was just a new comer...nobody knew me so I did not really have a reputation.
To be honest, | did not even expect that | needed to establish some reputation like the
gangsters in Hong Kong movies...I guess the competition was not that high before
the 2000s as well because private business was still a quite new idea for most
people.” (Alan)

[42] “I have to admit that I was a bit naive at the beginning. I read so many books
about entrepreneurs that talk about how harmony builds long-term success, how
‘win-win’ is key to long-term success, and so on. Additionally, there were maybe
only five big developers in the city, so naturally the competition was not that serious

at first.” (Barry)

[43] “I think it is very important to know that when | started my business, the entire
market was still quite new, so maybe people were still trying to stay calm and play
well with each other. You can take this one, I'll take that one (project).” (Carl)

[44] “I don’t think people really want to compete in a ugly way, but whoever started
this trend, much gained so much, so people will follow and maybe ‘improve’ the
methods. Personally, | always wish things could be as civil as possible, and it was
peaceful at the beginning. | think just in a few years, maybe from 2003 or 2004,
people start to rush into this business. We only have so much land in a city, so
naturally they have to find ways to kick competitors out of the area.” (Dave)

2005 to
2009

Salient

Realising the
contradictory
yet interrelated
nature of

Industrial
characteristic,
weak rule of
law

Harmonious family
reputation

[45] “Iwasn’t prepared for crossing so many lines, but this is how the business
works, if I didn’t threaten them (competitors) back, I will look weak, then I will
become a target. Law does not care about right or wrong, it only cares about who
can pay them better. The only problem is that | worried about how people see my
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reputation for
competitors,
customers, and
all family
members

family, or how my family see themselves. I don’t want to force any ‘names’ onto
them.” (Alan)

[46] “You cannot play by the rules in this business because nobody does, at least not
the strong ones...I was so angry that I didn’t react fast enough (to a previous
dispute). | was indecisive because | have to consider how it looks. My customers
respect me and prefer to buy my property because we are a well-adjusted family
business. If | did something too loud, yes, | would gain more respect and probably
avoid all the same type of problems in the future. However, it would also intimidate
my customers and potentially my family if they knew. | have to adapt the situation
and re-shape my thoughts on this situation. Otherwise | would be stuck in anger and
nobody would be happy to see me at work like that.” (Barry).

[47] “I knew I would have to do things that I did not want, but to be honest, I enjoy
it sometimes. | am not saying | enjoy hurting people or intimidating their families,
I meant the results. When people know that you are capable of being cruel, you can
sense their fear when they talk to you. | know some industries may have a similar
way of doing business, but real estate is always the front seat for all the political
and criminal dramas, just because we deal with them (the government) the most,
and we make the most amount of money.” (Carl)

[48] “You know how things work in the military, some of us were like savages and
new guys got beat up for no reasons all the time. | guess | got used to violence when
I served in the military. | cannot deny that | feel bad when I have to intimidate or
even hurt people to get what | want, but what choice do I have? | already stepped
into this mess and | have to accept the reality that this industry requires me to act in
this way, otherwise I will fail.” (Dave)

2009 to
2015

Latent

Realising the
contradictory
element no
longer presents

Improved rule
of law (anti-
corruption
campaign)

Harmonious family
reputation and
extended family
responsibility

[49] “I know it is getting better now because all the big arrests (corruption
campaign), but I don’t know if it is going to come back. Although it looks serious
now and most people are behaving very well, it is hard to say.” (Alan)

[50] “I think now the public looks at us like a group of retired mafias. Although we

cannot step over the line too much anymore, people still fear us. Anyway, | think we
are just getting used to the fact that things are more regulated, and we don’t need to
look intimidating anymore.” (Barry)

[51] “The government started to hammer down such behaviours (corruption),
however, I thought if | could get away with that (the investigation), | could get away
with anything (doing an illegal project in the difficult time). The only thing | focused
on at the time was how strong we would become, how intimidating we would become
if we really made that project work. Then | realised that the time had changed, the
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policies said do not do it we are not giving you money anymore (restricted banking

polices targeted real estate developers), then | should not have done it. | bet people
were probably laughing at me and my business whilst | thought | was improving my
reputation and expanding my legacy.” (Carl)

[52] “I should have stopped sooner. I was still relatively active in the business until
he (the head of the local construction bureau) was arrested, including his wife. |
realised that they (the state) are being serious this time, it is not just ‘behave
yourself” kind of warning, and it is a massive-scaled action. Nobody is safe, so we
have to reverse our behaviour from one extreme to another.” (Dave)

2015 to
future

To be
determined,
but likely
to become
salient
again

Anticipating
that the
strengthened
rule of law is
temporary

Property law
(government
owns land)

Harmonious family
reputation and
extended family
responsibility

[53] “I think it (the ambiguous rule of law) will comeback, just in different ways, or
people invent different strategies. It is like in our culture and blood, we want to be
flexible, and we want people to exploit the voids.” (Alan)

[54] “...as long as people do not have ownership of the land, there is no way to
make everybody to follow the rules. It is not about the rules; it is about the people
who have the power in the government. | know some very big developers are still
doing the same thing (the informal competition); there is no way to keep everything
clean and tidy in this country...if  worry about my family’s reputation too much, 1
will just quit this business in the future. Who knows, maybe someday I will.”” (Barry)

[55] “There is no way to be sure what could happen in the future, but one thing is
sure, that is we don’t have ownership of the land. We will always have to deal with
government officials, who will always get greedy. Maybe people will behave better
and better but who knows, we work like this for thousands of years, | honestly think
this anti-corruption campaign would not last too long, therefore the old way will
come back at some point.” (Carl)

[56] “...Ijust don’t believe we have the man power to keep this (anti-corruption
campaign) up. Think about it, now it looks like the state is very serious, and people
will just pretend to be good for a while. When things calm down, people’s nature will
raise again. It probably is not just in our business (real estate developing); I believe
that every sector that does not allow 100% private ownership will be corrupted.
Maybe some are more serious than others are, but there will be corruption...I would
like to wait and see because my mentality is also changing. As | am growing older,
my child will have children, and | would have much more to worry about in the
future (about the family reputation).” (Dave)
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5.4 Findings

First theme: the salience of family liquidity and firm growth paradox

The narratives revealed a clear tension between family liquidity and firm growth, which
refers to the conflicting demands between the ability to raise cash for the family, and the
ability to proactively seek new business opportunities that could enhance firm growth. The
emerging findings reveal that this tension remained latent until the change of certain
institutional factors took place, triggering their salience later on. Figure 6 provides an
overview of the process of how latent family liquidity and firm growth tension became

salient.

Figure 6. The salience of family liquidity and firm growth tension

Set of conditions keeping tension latent

. Institutional level: Relaxed market entry and industrial
regulation, easy access to financial resources

e  Organizational level: Increased family involvement

. Individual level: Leaders” experience and sense making

v

Consequences
Firms were easier to grow; therefore,
firm growth ensured family liquidity,
while increased family involvement
sustained firm growth

v

Latent family liquidity and firm growth tension
Contradictory yet related family responsibility and firm
growth tension that has not been experienced by leaders

v

Set of conditions rendering tension salient
. Institutional level: Restricted market entry and
industrial regulation, limited financial resources
. Organizational level: Increased family involvement
. Individual level: Leaders’ experience and sense making

v

Consequences
Firms’ growth became difficult;
therefore, the tension between firm
growth and family liquidity emerges

v

Salient family liquidity and firm growth tension
Contradictory yet related family responsibility and firm
growth tension that has been experienced by leaders
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By analysing the narratives, it emerged that the tension between family liquidity and firm

growth remained latent under relaxed regulations for market entry in the real estate sector,
with easy access to financial resources (Table 15, 25 to 28). The increasing number of
extended family members in a firm (Table 15, 29 to 36) seemed to be one of the
motivating factors for seeking new opportunities for growth. Yet, at the same time this

growth could potentially undermine liquidity for the family:

“...their growing presence gave me extra drive to achieve more, to take more responsibility. However, | was
also fully aware of the possibility of ruining the lives of so many family members if this project was a
complete failure... The reality is that it is very hard to balance these situations. Imagine if all of our cash is
put on a new project, and suddenly my sister’s son needs money for his wedding and paying for an

apartment, what do 1 tell her?” (Barry)

However, such tension between family liquidity and firm growth was not experienced by
the family leaders. This tension only became salient with the introduction of stricter formal

regulations for the real estate sector:

“Before policies were restricted, I could simply justify my decisions with money. I can increase their salaries
very frequently because we can borrow whenever we have a new project. All the cash could be prepared for
family needs. But after around 2010, we cannot borrow anymore, at least not 100% legally. We would have
very limited cash if we kept going forward, and people (extended family) knew that...I had to give them a

peace of mind even though I was interested in so many projects.” (Alan)

Specifically, under the rapid economic growth throughout the early 2000s, Chinese
entrepreneurs proactively sought new opportunities, since self-interest and personal
advancement became an increasingly important social norm (Kim and Gao, 2013; Ralston
et al., 1996; Shafer et al., 2006). Such behaviour was encouraged by the new shared social
value that being rich would grant to an individual powerful social status (Table 14, 1 to 4),
whilst also demonstrating self-efficacy (Table 14, 9 to 12). Although Chinese culture
expects family business leaders to behave responsibly in the interests of family financial
well-being and reputation (Table 14, 13 to 16), risk-taking behaviour was increasingly
incentivised by relaxed financial regulations over bank loans, specifically targeted at
development of the real estate sector. Leaders of family real estate businesses could either
grow their core business at a rapid rate, or decide to explore opportunities in new sectors
with fewer constraints (Table 15, 25 to 29) without undermining their family wealth. Thus,
within this favourable institutional context, the apparent tension between family liquidity

and firm growth remained latent.
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As more family members became involved in the business, the increased multiplicity of

stakeholders raised more expectations concerning leaders’ family responsibilities. Yet,
under this organizational change, the tension between family liquidity and firm growth
remained latent. Rather, such a change motivated leaders to pursue further growth and
diversify their business so that they could involve more family members in the firm, thus
fulfilling their family obligations (Table 14, 9 to 12). At the same time, greater family

member involvement could support the growth of the business.

The tensions between family liquidity and firm growth only became salient as formal
institutions matured, and increasingly restrictive financial regulations in the real estate
sector started to constrain leaders’ ability to increase firm size and liquidity, thus
preventing them from fulfilling their family responsibilities. Such institutional change
subsequently triggered resource scarcity at organizational level (Table 15, 33 to 36). Under
an unchanging Chinese culture that values family responsibility, changed formal
institutions represented the underlying factors rendering the family liquidity and firm

growth paradoxical tension salient.

Second theme: the salience of industrial reputation and family reputation paradox

The family leaders’ narratives suggest an additional paradox, which seems to be unique to
the Chinese real estate development sector. Reputation in this industry demands a fierce
and tough business image that intimidates competitors. By contrast, family reputation
represents a harmonious, trustworthy and familial business image that is attractive to
customers. These two contradicting dimensions of reputation are both needed for the

success of family firms in the Chinese real estate development sector.

“My cousin tried so hard to convince me (to intimidate the restaurant), and that was my initial reaction as
well. It is not easy to establish your authority in this business, you have to cross some lines to demand
respect. But | wanted to be the bigger person and show my family that I am not reckless. Our (real estate
developers) reputation grows worse daily because the government tries to blame the uncontrollable housing
market on us. Also | wanted things to stay as harmonic as possible so both potential and existing customers

can sense our familial value, therefore I could always be their first choice. ” (Carl)
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Figure 7. Industrial reputation and family
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Figure 7 indicates that the tension between industry reputation and family reputation
becomes salient once the family firms are well established in the business. Under the
relatively under-developed legal system and governmental control of property rights in
China, entrepreneurs will often need to be aggressive and operate illegally. Competing in
the private sector, such as real estate, often requires business owners to resolve potential
conflicts among competitors through informal methods, which may also include violent
crime. Also, competitors are forced to deal directly with government officials using illegal
methods in order to get access to that essential and scarce resource, land. Therefore, being
able to do ‘whatever it takes’ to compete is critical to the survival of real estate developers
in China (Table 14, quotes 5 to 8). A well-established industrial reputation of being strong
and tough can intimidate competitors, thus reducing the potential number of those
competing for the same project in the real estate sector. This, ultimately, will be beneficial
to a firm, since it will reduce the inefficiencies inherent in lengthy bureaucratic procedures

and initial costs.

However, a tough reputation may also intimidate customers, since in the public domain it
is well-known that when disputes occur between developers and other parties (customers,
construction firms, etc.), developers rarely lose, due to their powerful connections with
various local government authorities. On the other hand, maintaining a positive family
reputation that stands for harmony, caring and honesty can also help developers to compete
with the regular non-family developers (Table 14, quotes 17 to 20). Here, the tough
industrial reputation is in tension with the family harmonious reputation; hence in order to
compete in the Chinese real estate development sector, family leaders need to attend to
both family and industry reputation, which, at first glance, presents a paradox.

However, such a paradox remained latent until leaders started to perceive the opposing
nature of the two elements during the overall development of the industry. Particularly, at
the early stage of competition, the number of market players was relatively low, whereby
the intensity of competition remained low in the sector (Table 16, quotes 41 to 44). At the
early stage of sector development, leaders needed time to learn and understand the most
efficient way to operate in the industry. In so doing, they slowly adapted their business
strategies by exploiting the weak rule of law (Table 16, quotes 45 to 48). As a result of this

learning process, leaders’ perceptions of the combination of weak rule of law, lack of
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private property rights and the aggressive dynamics of competition in the real estate

industry rendered the tension between industrial reputation and family reputation salient.

“You cannot play by the rules in this business because nobody does, at least not the strong ones...I was so
angry that I didn’t react fast enough (to a previous dispute). I was indecisive because I have to consider how
it looks. My customers respect me and prefer to buy my property because we are a well-adjusted family
business. If I did something too loud, yes, | would gain more respect and probably avoid all the same type of
problems in the future. However, it would also intimidate my customers and potentially my family if they
knew. | have to adapt to the situation and re-shape my thoughts on this situation. Otherwise | would be stuck

in anger and nobody would be happy to see me at work like that.” (Barry).

More specifically, although each leader had a different version of the cognitive framing of
tension, depending on their specific situations (Table 16, quotes 45 to 48), the opposing
nature of industrial reputation and family reputation was rendered salient through leaders’
accumulated business experience in the sector, and their commitment to maintaining a
healthy external (Table 16, quotes 45 to 48) and internal (Table 14, quotes 21 to 24) family
image. Such a process was largely constructed through leaders’ individual cognitive
framing. The weak rule of law, lack of private property rights, family values and image are
macro-level institutions, which permeate the functioning of the real estate sector and
Chinese family firms within this sector. Such institutional conditions did not expose the
latent tensions until the leaders experienced the constant need to deal with government
directly to access resources and having to be tough with competitors, alongside the need to
keep a positive external and internal image for customers and family members who
became increasingly involved in the firm. As a result, such sense making contributed to the
salience of family reputation and industrial reputation (Smith and Lewis, 2011; Smith and
Tushman, 2005).

Interestingly, a rather unexpected finding is that, as the formal institutions matured, this
tension started to become latent again, as specific changing institutional conditions
(national corruption campaign) put constraints on the existing ‘ways of doing business’,
whereby the requirement for a tough industrial reputation was temporarily relinquished.
However, such a tension may potentially be rendered salient by future institutional change
(Table 16, 49 to 52):

“I know it is getting better now because all the big arrests (corruption campaign), but I don’t know if it is
going to come back. Although it looks serious now and most people are behaving very well, it is hard to say.
I think it will comeback, just in different ways, or people invent different strategies. It is like in our culture

and blood, we want to be flexible, and we want people to exploit the voids.” (Alan)
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It is important to note that Figure 7 is descriptive of the insights emerging from the field at
the time of the research, and may not be a perpetual cycle, as the institutional conditions
rendering a tension salient or latent may change in the future. However, it is expected that
property rights will continue to be regulated in the same way, with the government being
the owner of the land. Furthermore, ambiguity resulting from the weak rule of law has
been a constant in Chinese history (Atherton and Newman, 2016). It is likely that the
government will always be highly involved in competition in the real estate sector, in order

to exert control.

Informants also implied that their sense making of tensions may change, depending on
non-business related conditions affecting family life, such as having grandchildren, or the
need to set a good example of family leadership to future generations. Thus, the latent or
salient status of the tensions between industrial reputation and family reputation will
depend not only on changes in the macro-institutional conditions, but also on changes in

the family system.

“...1just don’t believe we have the manpower to keep this (anti-corruption campaign) up. Think about it,
now it looks like the state is being very serious, and people will just pretend to behave for a while. When
things calm down, people’s nature will surface again. It probably is not just in our business (real estate
developing); | believe that every sector that does not allow 100% private ownership will be corrupted.
Maybe some are more serious than others, but there will be corruption...I would like to wait and see because
my mentality is also changing. As | am growing older, my child will have children, and I would have much

more to worry about in the future (about the family reputation).” (Dave)

5.5 Discussion and Contribution

This paper aimed to explore the paradoxical tensions experienced by Chinese family
leaders in the context of the real estate sector, and how latent paradoxical tensions become
salient. In so doing, a narrative approach was adopted to capture individual retrospective
sense making and to reveal the antecedence of tension salience. Two sets of paradoxes
emerged from the context of family firms operating in the Chinese real estate sector: (1)
family liquidity and family firm, and (2) family reputation and industrial reputation. The
emerging research findings make three distinct contributions to the paradox theoretical

discourse and its application to family business within a developing economy.
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First, previous research suggested that tensions are inherently embedded within family and

business systems (e.g. Basco and Perez-Rodriguez, 2009; Stewart, 2003), and that certain
organizational conditions, such as plurality (Donaldson and Preston, 1995) and scarcity
(Smith, 2014) may expose latent tensions. The findings from the research suggest that, at
an organizational level, increasing stakeholders’ plurality through the increasing
involvement of extended family in Chinese firms is not in itself a sufficient triggering
factor for the salience of family liquidity and growth tension. Instead, the macro-
institutional change due to the introduction of stricter financial regulations puts constraints
on family firms’ ability to grow, diversify and raise additional cash, ultimately rendering

the latent tension salient.

Such a finding contributes to the paradox theory in organizational studies by accounting
for the mediating role of the macro-level institutional context. The changing macro-
institutions not only create underlying institutional complexity that informs paradoxical
tensions, but also influence individual action and cognitive framing of the opposing

elements.

Furthermore, the nature of tensions in business in general, and more specifically in the
context of family businesses and their acceptance is highly impacted by the institutional
context and level of its development. Previous studies focusing on cultural values in the
family business context suggest that some cultural values and social norms exert certain
influences on the family and the firm. For instance, family firm leaders in Africa feel
responsible for providing jobs for any kinsmen (Khavul et al., 2009; Khayesi et al., 2014).
Similarly, in China, the traditional Confucian culture promotes “unity” and “collectivism”
(Qian et al., 2013). It is argued that such cultural values can be costly to family firms
seeking growth, as resources may become increasingly scarce when more family members
are included (Khayesi et al., 2014). However, sacrificing firm growth to maintain a healthy
family liquidity would seem to be legitimate under such informal institutional pressures.
Thus, the findings emerging from this research also suggest that in developing institutional
contexts, the strong influence of macro-informal institutions such as culture, can lead to

acceptance of the tensions experienced in business.

These research findings also contribute to the paradox theory in organizational studies by
demonstrating the power of narrative to effectively capture individual sense making of the
embedded environment, and reveal underlying latent tensions (Smith and Tracey, 2016).
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As a powerful analytical tool, the narratives revealed that organizational conditions are

only influential when institutional conditions change: the industrial reputation and family
reputation paradox was rendered salient primarily through leaders’ cognitive framing and
experiences (Ashcraft et al., 2009). Previous studies suggest that transitioning institutional
contexts offer unclear prescriptions to guide organizational behaviour (Smith and Tracey,
2016); actors take time to understand and adapt such ambiguous formal institutions and
make sense of the legitimate way of conducting business in such institutional
environments. This study reveals that the strong influence of macro culture alongside the
family institution may be at odds with the institutional requirements of the real estate
business in the context of Chinese family firms, and ultimately leads to specific
paradoxical tensions. Such tensions may not exist in non-family firms which are less

influenced by family culture.

Finally, the research findings have important implications for the theory of paradox, since
they suggest that some salient paradoxes could subsequently become latent under the
influence of new institutional changes. Previous theoretical discussion has mainly focused
on how paradoxical tensions could be managed through managerial strategies (Lewis,
2000; Smith, 2014), as if the paradoxes are temporarily ‘resolved’ in order to achieve the
sustainable dynamic equilibrium of organizational tensions (Smith and Lewis, 2011).
These conclusions are mainly drawn from studies conducted in developed economies,
characterised by relatively stable institutions, so may not be fully applicable to
transitioning economies characterised by unstable or evolving institutions. In particular,
the findings from this research conducted in a transitioning economy such as China suggest
that the tensions are revealed through interactions at macro-meso-micro levels. Family
leaders may not have full control of some tensions, due to the constantly changing
institutional framework. Therefore, western management approaches that could
successfully integrate opposing elements at organizational and individual level
(Cuganesan, 2017; Smith and Tushman, 2005) may not be feasible within the context of

China, due to the evolving peculiarities of its macro-level institutions.

5.6 Conclusion

This paper provides grounds for a deeper theoretical understanding of the latent

paradoxical tensions within the context of Chinese family firms and how these can become
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salient. In particular, changes in organizational conditions alone are insufficient to

determine the salience of tensions in under-developed institutional contexts. In such
contexts, paradox salience is revealed through macro-meso-individual interactions.
Furthermore, latent paradoxes may also be rendered salient through actors’ individual
sense making of what is legitimate behaviour in an ambiguous formal institutional
context. As the formal institutions mature, salient paradoxes may become latent again with

the provision of a clear description of acceptable behaviour.

This study also suffers from a few limitations that may represent opportunities for future
research. First, our research context is specifically focused on family firms in the Chinese
real estate development sector. Future research could extend these findings by
investigating paradoxical tensions within family firms in other sectors in China, or in other
transition economies where the social context may not impose obligations to include
extended family members (Soleimanof et al., 2018). Second, this study adopts a narrative
approach, which focuses on an individual level of analysis based on retrospective sense
making. Hence, it could not fully capture the details that a full longitudinal case study
method could have provided. However, our findings do demonstrate interesting
paradoxical tensions that might only exist in the real estate industry. To deepen the
understanding of industrial specific paradoxical tensions, future research could conduct
industry-level analysis through quantitative method (Dawson and Hjorth, 2012). Third, this
study primarily focused on family liquidity and firm growth tensions from a paradox
perspective. As family business scholars have pointed out, paradoxical theory is under-
used in the family business domain (Zellweger, 2017), so future research could investigate
other tensions, such as individual freedom versus family loyalty, and tradition versus
change (Ingram et al., 2014).
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Chapter 6. Conclusion

6.1 Introduction

This chapter provides a recap of what has been covered in the preceding chapters,
concluding with the implications and limitations of this thesis. Overall, the thesis explores
how institutions impact on the entrepreneurial behaviour of Chinese family firms at the
macro, meso and micro-level. The researcher conducted a multi-level analysis focused on
institutional, organizational and individual levels. The thesis started by introducing the
research context of the study and recognizing that understanding family business behaviour
is vital for investigating general entrepreneurship development in China. From this point,
we considered that although family businesses contribute to a major part of China’s
economic growth, we lack essential knowledge regarding how they are initiated and
developed, how to facilitate entrepreneurial behaviour through policy-making, and the
practical implications. To address this research gap, the thesis set out to answer the main
research question: how is the entrepreneurial behaviour of family businesses shaped in
China? In order to answer the proposed research question, we drew on institutional theory
and conducted a multi-level study to investigate how institutions influence the
entrepreneurial behaviour of Chinese family businesses in China at an institutional,

organizational and individual level.

6.2 Revisiting the Research Questions and Objectives

6.2.1 Thesis Research Question and Objectives

Prior studies have devoted effort to comparing the differences between family businesses
and their non-family counterparts in Western economies at an organizational level (e.g.
Eddleston et al., 2010; Kotlar and Siegar, 2019). The critical assumption across the studies
is that in family businesses, the preservation of SEW is a key non-economic factor that
drives decision making, the question therefore being when entrepreneurial behaviour will
be sacrificed when needed for preserving SEW (Zellweger et al., 2011). Such approach
fails to address three major research problems. First, family business behaviour is
primarily driven by the family involvement at an organizational level (Stewart, 2003; Yu et
al., 2012), which neglects the interaction of family businesses and the institutional context

within which they operate (Soleimanof et al., 2018). Second, discussing family businesses
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primarily based on their differences with non-family businesses may neglect the

heterogeneity of firms within the family business group (Sharma et al., 1997). This leads to
inconsistent empirical findings, as it assumes that all types of family involvement must
exert similar influences on family business behaviour. Third, non-economic goals are
assumed to be inherently in conflict with economic goals due to the incompatible nature of

family versus business systems (Stewart, 2003). (Yu et al., 2012).

To address these research gaps, this thesis suggests that a multi-level study with an
emphasis on institutional theory would provide a deeper understanding. Through three
distinct empirical studies, we aimed to answer the research question: how is the
entrepreneurial behaviour of family businesses shaped in the context of China? We aimed
to conduct a multi-level analysis focusing on the institutional, organizational and
individual levels, to accomplish three major research objectives, investigating: (1) how
macro-institutional aspects influence the entrepreneurial behaviour of family businesses,
(2) how organizational complexity within family businesses in China influences their
entrepreneurial behaviour, and (3) how competing demands in family businesses emerge

and influence entrepreneurial behaviour.

Based on the social constructivism philosophy and exploratory nature of this research, this
study adopted a multiple case study methodology and qualitative approach to investigate
how institutions in China influence the entrepreneurial behaviour of family businesses at
multi-levels, i.e. institutional, organizational and individual levels. The empirical work was
made up of 12 case studies, with the participation of 44 interviewees across the east coast
of China. The first wave of data collection (eight cases) in particular was responsible for
fulfilling the first two research objectives, while the second wave of data collection (four

cases) was responsible for addressing the third research objective.

6.2.2 Chapter 3 (Paper 1)

The first research objective was to investigate how macro-institutional aspects influence
the entrepreneurial behaviour of family businesses. To fulfil this objective, the first paper
focused on existing studies linking entrepreneurship with institutions and their implications

for Chinese family businesses.

In order to establish the theoretical underpinning of the thesis, the researcher reviewed
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previous studies linking institutions to entrepreneurial behaviour. Two major research gaps

were identified. First, as the statistical measurement of national culture alone disconnected
social networks from their cultural influences (McSweeney, 2013), social networks were
mostly discussed as substitutive resources that filled formal institutional voids (Puffer et
al., 2010), which led to a limited understanding on their own formations and influences in
relation to cultural aspects (Klyver et al.,, 2008). Second, the constructs of social networks
and social capital often overlapped each other and were discussed at the same level
(McKeever et al., 2014), which led to scattered knowledge. Although social networks
could facilitate entrepreneurial behaviour by filling formal institutional voids (Puffer et al.,
2010), social capital might exert mixed impact based on the nature of social interactions
(Woolcock and Narayan, 2000). Therefore, there was a need to fill the gaps with an
integrated framework bringing together the constructs of culture, social networks and
social capital. To address these gaps, we explored the following question: how does the
hierarchy of informal institutions influence the entrepreneurial behaviour of family firms in
China?

By conducting a multi-case study of eight Chinese family firms, the findings revealed that
informal institutions exert their influence on entrepreneurial behaviour through multiple
levels, the highest level being cultural aspects, and second level being social networks.
Social capital is not an informal institution, but the resource generated from the two levels
of informal institutions. Its influence on entrepreneurial behaviour is shaped by the
culturally informed social networks. Second, both family and non-family social capital
shape the entrepreneurial behaviour of Chinese family firms. However, social capital that
reflects collective interests seems to create hesitation that leads to incomplete
entrepreneurial behaviour, while social capital that signals social hierarchy tends to

facilitate the pursuit of entrepreneurial behaviour.

6.2.3 Chapter 4 (Paper 2)

The second research objective was to investigate how organizational complexity within
family businesses in China influences their entrepreneurial behaviour. In order to fulfil this
objective, the researcher reviewed existing literature regarding competing logics in general
organizational studies and family business research. The scholarly debate in family
business research has developed along two opposite perspectives: on the one side, it is

argued that family logic is theoretically incompatible with commercial logic, thus
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potentially undermining the pursuit of entrepreneurial activities (Gomez-Mejia et al., 2007;

Gbomez-Mejia et al., 2011); on the other side, family logic is not seen to be in conflict with
commercial logic, but can be leveraged to improve commercial performance (Nordqvist,
2005; Zellweger and Nason, 2008) and facilitate entrepreneurial behaviour (Sieger et al.,
Zellweger et al., 2011). The opposite perspectives are the result of neglecting the
heterogeneity among family firms (Chua et al., 2012), which might have led to findings
that are not comparable in family business research (Ahlers et al., 2017). Although the
recent focus on family firms’ heterogeneity has led to important findings, such as the
positive effect of generational diversity on decision-making (Tsai et al., 2018), the
question of how the interplay of commercial and family logics impacts on family firms’
entrepreneurial behaviour under specific conditions remains underexplored (Pittino et al.,
2018). Furthermore, research on family businesses in emerging markets is still in its
infancy (Akhter et al., 2016; Gonzalez et al., 2015), despite their importance in emerging
economies, such as India (Aswhin et al., 2015; Ray et al., 2018) and China (Dou and Li,
2013; Zhang and Ma, 2009). We address these research gaps by investigating Chinese
family businesses to add further empirical evidence on the influence and interplay of
institutional logics on family business behaviour, and we provide opportunities for
theoretical and practical insights in a rather under-researched regional context, China. The
Chinese context is interesting, not only because family firms have experienced above
average growth in China, which represents the world’s second largest economy (Li et al.,
2015), but also because China’s recently abolished One-Child policy can be expected to
have influenced the interplay of family and commercial logics throughout most of Chinese
family business history. To address the mentioned research gaps, the second paper was
guided by the research question: how do family and commercial logics, under the
condition of China’s One-Child policy, impact on the entrepreneurial behaviour of Chinese

family firms?

Through a multi-case study of eight Chinese family firms, the findings revealed the
‘founding structure’ or ‘initial set-up’ as a salient dimension of family heterogeneity. The
findings also contribute to the variety of family patterns in modern society (Aldrich and
Cliff, 2003; Jaskiewicz and Dyer, 2017) by adding a social-constructivist perspective
(Berger and Luckmann, 1971) of family structures. They show how the heterogeneity of
such structures can exist in the same institutional context, with varying implications on the
long-term, subsequent entrepreneurial behaviour and types of SEW goals that are

emphasised, thus also offering theoretical insights for the development of a more positive
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perspective of SEW (Gomez-Mejia et al., 2018; Schulze and Kellermanns, 2015).

6.2.4 Chapter 5 (Paper 3)

The third objective was to investigate how competing demands in family businesses
emerge and influence their entrepreneurial behaviour. To fulfil this research objective, the
researcher reviewed existing paradox literature and its implication on family business
research. He found that even though paradox theory has been increasingly adopted in both
organizational studies (Smith and Lewis, 2011), and in family business research (Ingram et
al., 2014), it is still predominantly argued that tensions are pervasive, due to the
contradicting nature of family and business systems (Stewart, 2003), and that non-
economic goals are often satisfied at the expense of business goals (Gomez-Mejia et al.,
2007). However, previous theoretical discussion has suggested that paradoxes may remain
latent until environmental conditions such as plurality (Donaldson and Preston, 1995),
change (Luscher and Lewis, 2008) and scarcity (Smith, 2014) render them salient. The role
of institutional context that creates opposing institutional expectations has rarely been
addressed (Smith and Tracey, 2016). Thus, we address these gaps by answering the

following research question: how do paradoxical tensions become salient in family firms?

In order to fill this research gap, this paper built four narratives for four family firm leaders
operating in the Chinese real estate development sector. Through narrative analysis, the
researcher established the influence of specific environmental conditions that trigger

organizational conditions, and have influence on actors’ individual sense-making.

6.3 Implications and contributions

6.3.1 Theoretical Contribution and Implications

Overall, this thesis fills a large research gap regarding entrepreneurship in the context of
mainland China through qualitative empirical research. The thesis not only establishes the
fundamental role of institutional context at a macro-level, but also explores how macro-
level institutions subsequently influence entrepreneurial behaviour at a meso and micro-
level. It is worth noting that the above theoretical discussion may also have implications on
regular businesses, as family is embedded within any business (Aldrich and Cliff, 2003).

Understanding how macro-culture, institutional logics and tensions caused by family
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involvement would hugely advance general management and entrepreneurship research.

Through investigating the entrepreneurial behaviour of family businesses in the context of
China, this thesis provides three major theoretical contributions and implications for
several disciplines, not only in family business research, but also in general management

research.

First, by fulfilling our first research objective, building on the hierarchy of institutions
(Hitt, 2016; Ostrom, 2005, 2010) and social capital theory (Putnam, 2001), the first paper
contributes to the institutional theory literature by suggesting a hierarchical order of
informal institutions: cultural aspects being the highest level informal institutions, which
inform the sub-level informal institutions of social networks. This study also contributes to
the application of social capital theory in family business and entrepreneurship research by
(1) providing distinctive clarification of social networks and the resources generated from
them, i.e. social capital, and (2) by identifying novel sub-categories of bonding and

bridging social networks in a specific context, i.e. family businesses in China.

By addressing our second research objective, the second paper contributes to the recent
recognition of family firms’ heterogeneity in family business research by considering the
‘founding structure’ or ‘initial set-up’ as a salient dimension of family heterogeneity. We
add to the family categorisation perspective by revealing family structures that are socially
constructed (Berger and Luckmann, 1971), with subsequent implications on the notion of
‘family’ that is relevant to business in China. Our findings show that different notions of
‘family’ can exist in the same institutional context, with implications on the types of
business/family goals that are pursued, how resources are obtained, and which aspects of

SEW are more pronounced.

Following the recent call to adopt the paradoxical view in family business research
(Zellweger, 2017); the third paper contributes to the paradox theory in organizational
studies by demonstrating how narratives effectively captured individual sense- making of
their embedded environment to reveal underlying latent tensions (Smith and Tracey, 2016).
As a powerful analytical tool, narratives revealed that organizational conditions are only
influential when institutional conditions change. The industrial reputation and family
reputation paradox was rendered salient primarily through leaders’ cognitive framing and
experiences (Ashcraft et al., 2009). Furthermore, the findings of the third paper also

indicate that some salient paradoxes could also become latent again when certain
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institutions changed. Tensions were revealed through interactions at the macro-meso-micro

level. At organizational and individual levels, the actors may not have control over some
tensions due to the constant institutional changes. Therefore, previously discussed
management approaches that could successfully integrate opposing elements at
organizational and individual level (Cuganesan, 2017; Smith and Tushman, 2005) may not
be sustainable due to the peculiar changes at institutional level. Sustainable management

approaches may be required to account for uncontrollable institutional conditions.

In summary, combing the findings and theoretical contributions of all three papers, the
thesis revealed the drastic differences between how institutions influence entrepreneurial
behaviour in Western economies and China. The general assumption of institutional theory
states that individuals make efforts to align with institutional prescriptions (North, 1990),
and numerous empirical studies in Western contexts have supported such assumption.
However, it is rather surprising and refreshing to realise that instead of making efforts to
seek alignment with current Chinese institutional pressures, entrepreneurs in China tend to
focus primarily on developing various ways to appear to follow, but factually disobey the
institutional rules, including both formal and informal ones. This behaviour is rather
different from the concept of institutional entrepreneurs, which actively and intentionally
leverage resources to create new institutions or alter existing institutions (Maguire et al.,
2004). Chinese entrepreneurs do not particularly have interest in changing the ‘unwanted’
or ‘inconvenient’ institutions, because they are well aware of the fact that formal rules are
very unlikely to change in a single-party ruled communistic country. What they strive to
achieve is to find that grey area that allow them to continuously fulfil their own agendas,
while not being destroyed by the State. Therefore, the application of institutional theory in
Chinese entrepreneurship research should account for certain characteristics that cannot be

exclusively and clearly defined as formal or informal institutions.

A very good example that elaborates this phenomenon is Atherton and Newman’s (2016)
recent publication in Business History, which discusses the historical development of ‘rule
ambiguity’ that can be traced back to thousands of years ago. From their discussion, one
could form the argument that at different stages of Chinese history, it seems that the State
intentionally created ‘rule ambiguity’ to make the line of right and wrong rather blurred
instead of being clear. Punishment, on the other hand, is also situational, despite what the
law says, and therefore there are no real universal legitimacy seeking strategies for

individuals to receive fairness and justice. This phenomenon may also be explained by
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Hofstede’s cultural dimension (1980), particularly the power-distance, which indicates the

degree of acceptance of hierarchical order in a given cultural region. As China scores
relatively high on the power-distance dimension, it seems logical for individuals, including
entrepreneurs, to accept the fact that rules are very unlikely to change based on their
benefits; instead, rules are made to serve the interests of whoever holds the power to alter
institutions. Therefore, a general conclusion of this thesis is that even though institutions
exert power and control over entrepreneurial behaviour in China, it is rather important to
account for the ‘rule ambiguity’ nature of the Chinese formal institutions, i.e. some rules
are not made to be followed to the exact letter: rather, they may exist to screen out those
who do not dare to disobey or are not creative enough to find alternative ways to overcome

formal institutional barriers without actually ‘breaking the rule’.

6.3.2 Practical Implications and Contributions

Based on the theoretical discussion and empirical findings, this thesis benefits practitioners
in three major areas. Firstly, from a macro-institutional perspective, the thesis benefits the
policy makers who are responsible for constructing the operation of the general Chinese
economy. As mentioned in Section 1.1, investigating the entrepreneurial behaviour of
family businesses is particularly important for overall entrepreneurship development in a
given context, because family-based kinship networks provide fundamental resources in
the private sector (Benedict, 1968; Pistrui et al., 2001). For example, 85% of all
established private businesses started with some level of family sponsorship (Astrachan et
al., 2003). They also contribute to sustainable entrepreneurship development by breeding
entrepreneurial talent through their emphasis on cross-generational development, loyal
family values and long-term strategic commitment (Wang and Poutziouris, 2010).
However, under the influence of OCP, there is a potential threat to the continuity of the
development of Chinese family businesses (Cao, et al., 2015). Even though this policy was
revoked in 2015, a large number of family business owners would still face challenges in
terms of intergenerational transfer. This thesis allows policy makers to understand that
OCP has an impact on how private businesses are formed in China, and how a founding
structure driven by the imprinted idea of ‘providing for the only child’ could constrain

private businesses’ subsequent entrepreneurship development.

Policy planners could benefit from the findings of this thesis by considering additional
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ways to incentivise families that only have one child to continually grow their business

ventures. For instance, the tuition fees for higher education seem to be a primary driver
that motivates parents to establish private business ventures. However, such motivation
may simply vanish after the only children complete their higher education, especially for
couple-founded family businesses (Paper 2). This is primarily due to the fact that couple-
founders seem to be reluctant to trust outsiders, because they are used to only trusting each
other during the development of their businesses. Legal infrastructures that provide
security of interpersonal trust (Bachmann and Inkpen, 2011) may enable couple-founders
who only have one child to step out of their comfort zone and start looking for help outside

their nuclear families.

Furthermore, as discussed earlier in the previous section, Chinese entrepreneurs seem to
thrive on finding grey areas to survive. Therefore, focusing on creating new or altering
existing institutions may not exert direct influence on entrepreneurial behaviour in China
from a top-down perspective, which could become a waste of both human and financial
resources. This is due to the highly disconnected knowledge base of policy makers and
entrepreneurs in China. The current political scheme requires government officials to have
a politic-related background, with the result that most policy makers who make up
entrepreneurship-related institutions do not possess sound business expertise or practical
experience. Even in cases where major policy changes are based on consultation with well-
established entrepreneurs, it is very likely that these entrepreneurs only appear to be
helpful and try to seem agreeable in front of government officials. In order to subtly
encourage and maintain entrepreneurial behaviour, it could be beneficial to start recruiting
and nurturing business actors as policy makers who can think, anticipate and understand
how real life Chinese entrepreneurs work, instead of establishing rules and procedures

based on statistical reports and consultation.

Secondly, from a meso-micro level, the findings of this thesis also benefit not only family
business practitioners, but also regular entrepreneurs in China. As family is embedded
within any business (Aldrich and Cliff, 2003), this thesis provides case studies that
demonstrate what types of social networks, and founding and governance structure could
breed continuity regarding entrepreneurial behaviour, especially for entrepreneurs who are
able to identify opportunities but somehow fail to pursue them. In particular, the findings
of Papers 1 and 2 pointed out that in the Chinese context, where paternalism and social

hierarchy are highly valued (Sheer, 2012), adopting a centralised decision-making
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approach may result in an expedited entrepreneurship process.

Finally, at a micro-macro level, the findings of Paper 3 also suggest that the learning
experience in a relatively unstable formal institutional framework is essential to reconcile
conflicts derived from both within and outside the family. It shows the importance of
understanding that competing demands between family and business systems cannot be
inherently resolved, and sometimes cannot be controlled at an organizational or individual
level, as the general institutional framework simply changes faster than individuals’ sense-
making allows. Allowing the learning experience to emerge is important for business
growth. While the seemingly prevalent ‘family against business’ debate only presents in
family businesses, regular businesses could also adopt a paradoxical perspective to manage

competing tensions rather than resolving them.

6.4 Research Limitations and Opportunities for Future Research

This thesis has several limitations that provide opportunities for future studies. First, our
framework of informal institution is exclusively based on a macro-meso level
demonstration that focuses on vertical influences. Although such an approach links the
general cultural aspects with social networks and their derived social capital, horizontal
influences such as geographic differences are not considered in this thesis. Although
culture may provide uniformity, regional cultural differences may also exert unique
influences on individual behaviour (McSweeny, 2002, 2013), especially in a
geographically large nation such as China (Chan et al., 2010). Furthermore, some scholars
have argued that Chinese culture is slowly changing with the ascendancy of the Chinese
economy (Lee and Humphreys, 2007). Such changes may not appear at the macro level,
but they may take place at the provincial level. Future research could draw on the findings

of this paper and compare different regions within China.

Second, although the type of family business considered in this thesis (i.e. family firms with
only one child) is typical for the Chinese context, it does not represent the broad spectrum
of family business types in other developing countries, which makes the generalisation of
the findings to these countries more difficult. The large size of the Chinese economy
combined with the prevalence of family firms, however, compensates for this limitation. Our
research did not address the performance-entrepreneurial orientation (EO) relationship in

Chinese family businesses. However, future research could investigate this relationship.
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Furthermore, the study highlighted the importance of mutual trust existing amongst family

members (Sundaramurthy, 2008). Future studies focusing on Chinese family businesses
could investigate the role of trust embedded in the interplay of micro-macro contexts and its
impact on entrepreneurial behaviour to account for different founding structures of family

businesses.

Third, the research context for this thesis primarily investigates the institutional context as a
whole, which results in the absence of specific comparison between different industrial
characteristics. Future research could extend the findings of this thesis by investigating
tensions of family firms across a number of different sectors in China. Furthermore,
particularly for Paper 3, which adopts a narrative approach, the focus was primarily on an
individual level of analysis. However, the findings demonstrate interesting paradoxical
tensions that may only exist in the real estate industry. To deepen our understanding on
industrial-specific tensions, future research may benefit from conducting industry-level
analysis through quantitative method (Dawson and Hjorth, 2012). Additionally, due to the
nature of the overall research objective, the competing demands in this thesis are primarily
focused on family liquidity and firm growth which demonstrates the entrepreneurial
behaviour of family businesses. This approach does not specifically target other types of
prevalent competing demands, such as tradition vs. change and control vs. autonomy
(Ingram et al., 2014; Zellweger et al., 2012). Future research could investigate other tensions,
such as individual freedom and family loyalty, or tradition and change (Ingram et al., 2014).

6.5 Conclusion

This chapter has revisited the guiding research questions and objectives for the thesis,
together with the subsequent research questions for each individual paper in Chapters 3, 4
and 5. It specifically concluded how the findings of each paper contributed to the general
research objective of the thesis. This chapter also underlined the theoretical and practical
contributions for the entrepreneurial behaviour of family businesses in China, and the

implications on general policy-related issues and business practices.
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Appendix

Appendix 1. Chronology of changes in the role and status of

private enterprises in China from1949 to 2004 (Adopted from

Lietal., 2015).

Period

Development

1949-1952

New government allows the operation of private
enterprises. As a result, by the end of 1949 private
business is responsible for 48.7% of total GDP.

1953-1956

The government’s transition to socialism transforms all
private businesses into joint state-private enterprises
managed by the private owners.

1957-1966

Through purchases or takeovers, joint state-private
enterprises are transformed into socialist state-owned
enterprises (SOEs).

1967-1978

Nearly all means of production are owned and controlled
by the State.

1979-1992

Beginning with the creation of township and village
enterprises (1'VEs), China begins to reform its economy,
however, ‘private business’ is still taboo. The first
generation of entrepreneurs takes over managerial control
of the TVEs or small SOEs but does not own these
enterprises in name and has to operate in a nominally
socialist fashion.

1992-1999

In 1992 the government’s new doctrine becomes ‘Building
socialism with Chinese characteristics’: although private
businesses are no longer taboo, they still lack legal status.

1999

The National People’s Congress (NPC) amends the
constitution to legally recognize

privately owned enterprises.

2002

Business people become eligible for membership in the
Chinese Communist Party, election to the NPC, and
appointment as political advisors to the government.

2004

The constitution 1s amended to recognize that ‘Citizens’
lawful private properties are inviolable’.
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Appendix 2. Research protocol (First wave data collection)

The interviews are expected to proceed in the following order: the owner, the CEO/leader,
one employee with a management role, and one employee with an operational role. If the
owner\leader is acting as a CEO, another employee with a management role is expected to

fill in as a participant.

1. When did the business start? What is the core business of the firm? What is the annual

revenue? Has the firm grown since the start of the business? If so, by how much?

2. Is the firm also conducting business in other sectors\launching new products\changing
business model? If so, what are they? How did it go? (To determine whether the business

has entrepreneurial activities at all).

3. When did your firm start to expand the business into other sectors\launching new
products\changing business model?

4. Why did the firm choose to expand the business into the selected sector(s)\launching
new products\changing business model? Was it easier? Was there an opportunity? Or a

threat to react to? And how? Please explain.

5. How did the institutional environment influence your entrepreneurial plans? How about
regulations, laws or other similar factors? Do you think our traditional cultural values

interfered with your judgement?

6. What were/are the major difficulties for the firm during the growth phase? How did you

overcome them?
7. Why don’t you think the firm has shown sufficient growth so far?

8. Did the firm undertake any specific project in the past, which did not work particularly?
Can you explain why? Did you do something to overcome those difficulties? If so, please

explain.

9. Did the firm undertake any specific project which was a success? Can you explain why?
And how did you achieve success? Could you have learned something out of it for

transferring that knowledge to other areas of the business you wanted to get into? How?
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10. Is the firm planning to try to expand again in the future? If so, how does the firm make

those decisions and how does it plan to do it? If not, why don’t you think the firm should

try again?

Appendix 3. Business projects summary (First wave data

collection)

Firm A

2002 Founding date.

2003 Signed manufacturing contract with 1 domestic brand and 2 foreign

brands.

2004 Peaked in annual turnover.

2005 Thinking about starting a financial investment business. Eventually given

up due to lack of experience, knowledge and human capital.

2007 Thinking about starting a real estate development business. Eventually
given up because of the lack of risk-taking propensity and lack of human

capital.

2008 Annual turnover dropped about 60%.

2008- Remained profitable without entrepreneurial attempts.

Firm B

1998 Operational founding date.

2000-2005 | Signed manufacturing contract with 3 domestic brands.

2003-2004 | Looking to buy land for building factories, eventually given up due

to the lack of human capital and trust in stranger managers.

2004 Officially registered the company name, legal founding date.
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2007 Looking to buy a property for investment, eventually given up due to

the preparation for funding their child’s higher education in the US.

2009 Annual turnover dropped about 50% due to the drop in international

market demand.

2010 Plan to import baby formula, eventually given up due to the high

import value-added tax and lack of risk-taking propensity.

2009- Still actively seeking opportunities. Having ideas such as online
retail, and stepping into other sectors. However, the owner and the
CEO both thought selling the business as a whole an acceptable

option in the future.

Firm C

2003 | Founding date.

2008 | Started considering expanding the business due to the fact that the
daughter of the owner was receiving higher education. Signed

manufacturing contract with 2 domestic brands and 1 foreign brand.

2009 | Signed manufacturing contract with 1 domestic brand.

2010 | Signed manufacturing contract with 2 domestic brands. Started to engage

in E-business by suppling online buyers in bulk.

2011 | Signed manufacturing contract with 1 domestic brand and 2 foreign

brands.

2012 | Signed manufacturing contract with 2 domestic brands. Officially started

E-business retail sale which was managed by the daughter.
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Firm D

2005 Founding date.

2005-2011 | Steady manufacturing contract with many domestic brands.

2011 Narrowed their production line to only manufacturing outwear and

tops. Ended contracts with 4 brands.

2012 Officially started to supply online buyers. Reduced the size of the
firm.
2013- Preparing to start online retail.
Firm E
2007 Founding date.
2007 Acquired a decorating business.
2007 First major developing project. Acted as the risk-free developing

contractor for government property.

2008 The second developing project. Acted as the risk-free developing

contractor for government property again.

2010 Community planning project preparation.

2012- Focusing on community planning contract with government owned

residential developments.
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Firm F

1994 Founding date.

1994-1995 | First developing project.

1996-1998 | Firist attempt to start a restaurant chain, eventually failed to generate
profit due to the lack of experience and proactiveness.

1997 Hired professional manager as CEO. Agricultural production
business founding date.

1998 Hired non-family CFO.

1998-2002 | Two major development projects and two hotels.

1999 Property management company founding date.

2003 Qingdao branch founding date.

2003-2005 | First development project in Qingdao.

2005-2007 | Second development project in Qingdao.

2007-2010 | One major development project in Qingdao and one small
development project in Huangdao.

2010-2014 | One project still under negotiation with local government.

2012- Prepare to sell the unprofitable hotels.

Firm G

1996 Founding date.

1996 First development project for government use residential buildings.

1998-2001 | Second development project for government use residential
buildings.

2001 Started to expand into restaurant business.
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2002 First restaurant built and operated. Was successful during the first

year of operation.

2003 Business volume of the restaurant dropped dramatically due to the

lack of experience and proactiveness.

2003-2005 | Third development project for private residential buildings.

2004 Shut down the restaurant business and started to shift the focus back

to real estate development.

2007 Two high-end apartment building projects.

2009 One residential development project. Had three ongoing projects

simultaneously with a huge debt to the state-bank.

2011 The owner was asked to an inquiry for corruption investigation.

2013 Started to slow down the growth of the business due to the highly
influential anti-corruption campaign. Also the restricted financing

policy in the real estate sector.

2014 Brought in by the authority for official corruption investigation.
Found not guilty. Brought in again within 6 months and found guilty

of being related to corruption.

2014- Stopped engaging with development business to focus on the lawsuit

against the owners.

Firm H

1993 Founding date.

1993-1998 Contract developer for small local government building.

1999 Started to strengthen the network ties with local government for hot

spring hotels.
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2001 First 3-star hotel was built. Attracted huge attention for the
Tourism Administration.

2003-2007 Two 3-star hotels were built. The owner won the local ‘star
entrepreneur’ award in 2007.

2008-2013 Improved the hotel facilities and remains influential in the local
area.

2013- Under investigation by the authorities due to the close ties with

local government officials who had already been arrested for

corruption.
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Appendix 4. Business projects (Second wave data collection)

The cases: Alan, Barry, Carl, and Dave’s real estate developing business.
Case A: Alan
The beginning and the first project (2002 to 2005)

Before Alan became self-employed, he lost his job as a senior loan officer in a state-owned
bank in 2002. Alan’s job performance started to go down when his ex-wife won the full
custody of their only daughter after their divorce in 1996. As being married (having a
family) is an important informal requirement for job promotion in Chinese state-owned

businesses, at the age of 38, Alan accepted that his time at the bank was officially ended.

However, due to his experience as a loan officer in the banking industry, he has obtained a
tremendous amount of knowledge about private business in many sectors, especially in real
estate development, which he chose to be his business venture later. The first project was a
small residential development project for employees of local government, and it went very
well with no dramatic difficulties. Alan specifically stressed that his nephew helped him a
lot at the early stage of his start-up, and he always had felt responsible for the son of his
beloved sister. Furthermore, being divorced and losing custody of his daughter also made

Alan rely on the support from extended family.
Project A2 (2005 to 2007)

Alan’s second selected project was acquiring an interior design business in 2005, shortly
after finishing his first project. However, he was quite upset with the way local
government gave the interior design contract to a local state-owned construction business
without consulting him. Alan was not satisfied with the quality of the interior design;
however, he understood that he needed to take a step further to gain more control of his

private business.

Although acquiring a small interior design business was not considered a large expense,
Alan felt that he was obligated to at least include other members for discussion as there

were already four family members working in his business in 2005. After a brief
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discussion, all family members agreed that if Alan thought it could benefit the business,

they should do it. However, Alan started to realise that his desire to enhance his role as an

entrepreneur may contradict his role as a family leader in the future.
Project A3 (2007 to 2010)

Alan’s third selected project was a large residential real estate development project in
2007. Before the project, Alan had re-married, and his daughter graduated from high
school and was accepted by one of the top universities in China, which largely exceeded
Alan’s expectations and also affected his confidence in choosing new projects.

These two events highly enhanced Alan’s family identity, including being a good son,
husband and a father, which translated into motivation in his entrepreneurial pursuit.
Although choosing a larger project would bear higher risk, hence threatening the entire
family wealth, Alan was excited to take a step further and grow the business more. He
noticed that most family employees seemed to be reluctant to choose the larger project. He
was very confident that the new project would yield far greater benefits than risk, but he
did not want to make the decision in a dictatorial way, which might make other family
members feel irrelevant and disrespected. Instead, he started to increase the salary and
benefit for all employees based on their occupation in the business, and increased the
frequency of meetings intentionally to express that he was confident in all employees’
capability. After doing so for a few weeks, Alan decided to announce his decision with no

formal discussion.
Project A4 (2010 t02013)

Alan stopped the real estate development entirely and redeployed his resources on starting
a real estate planning service business in 2010. The local government was experiencing a
dramatic re-structuring and many districts needed new offices and residential buildings.
Alan saw the potential and created a new business that exclusively provided community
design work for government projects. Although Alan’s family members, including his
wife, nephew and cousin, all suggested that they could just expand their interior design
business and wait for the best, Alan felt like that was admitting defeat.

Although it appeared to be a great opportunity to initiate his business idea, he was also
worried that his family members would not understand why he had to go through more

trouble doing something new when he had a perfectly functioning secondary business. He
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felt it was hard to align his entrepreneurial identity and desire to explore new opportunities

with his family identity. He also knew that he needed to be responsible for his employees,

especially his family employees who were closely intertwined with him.

Case B: Barry
The beginning and project B1 (2000 to 2004)

Barry started his real estate development business in 2001. Before 2001, he worked as the
deputy director of the local Bureau of Finance. In 2000, Barry’s superior (the director) was
leaving the position and he recommended Barry as his successor. However, the bureau
transferred a new director from another department. Barry thought he had the promotion
and he even told his family that, according to his superior, he was going to be promoted.
Furthermore, being denied such a deserved promotion made him feel like he was
unimportant and he had no control over his own life, which threatened his identity as a
government employee and a hard worker. Furthermore, being 38 years old® meant that he
would never be promoted in the same government department again. Therefore, he started
to actively seek control over his own life and started his own business.

Although Barry had to put his property on the stake for his first real estate project, his
background and connection in government made things much easier than he expected. The
project was a residential development which included six buildings. Although the location
was not popular at the time, Barry’s network in the government provided valuable
information on city planning; therefore he was confident that the new city planning would
shift the city centre towards the location of his project. He also brought two of his cousins

to help him with the project.
Project B2 (2004 to 2008)

Barry established a property management business in 2005. Before this project, the

property management service was provided by a well-known property management

& In the Chinese government ranking system, there was an age limit for each person to be able to qualify for
a certain position. In this case, since the term of a director in a local government agency was 3 years and age
40 was the limit, 38 year-old Barry had already missed his last window to become the director.
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business in the city: Company X. However, the fee of property management service went

up in 2004 for no clear reason. After several failed attempts to reach the manager of
company X, Barry found out that similar incidents had happened with other real estate
developers. When Barry refused to match the newly increased price, a bad rumour started
to spread through his developments and some residents even started to sell their properties.
One of his family members suggested resolving this situation by violence. Although Barry
did have the resource to know the right people to solve this problem informally, he was
worried that this method would actually damage the family business and its members’
reputation even more, which would partially make the rumour true. Additionally, one of
Barry’s dearest childhood friends had had a massive heart attack and was in a critical
condition. The incident happened a week before the wedding of the friend’s son.
Furthermore, seeing what had happened to his friend made Barry realise that he also was
not a young man anymore and a similar thing could happen to him, so he should avoid

creating conflict and build a business that could provide for his family.

Project B3 (2008 to 2012)

The third selected project of Barry’s was the last development project of his in 2010. This
project was not considered a success due to the tight policy in the real estate sector.
Although all of the difficulties were anticipated by Barry and his business, and the risk was
considered too high, one key event drove Barry to proceed with this project. He had been
competing over this project with one of his competitors for around two years. Barry did not
only want the project, but also wanted to establish his authority in the city by winning

through whatever it took.

Barry’s ‘tactics’ resulted in his competitor being accused of serious criminal offences and
taken into custody by the relevant authorities. The entire operation was a secret that only
five family members knew at the time. However, the project itself was too risky and
presented a huge threat to the entire family wealth. Barry carried the confidence from
eliminating his competitor to the project and motivated everyone in the business through
increasing their salary and benefits. Unfortunately, the entire project was too large and put
Barry in an extreme liquidity issue for almost three years, and no new project could be

initiated during that time.
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Project B4 (2012 to 2013)

The fourth selected project was driven by the failure of the third selected project. Although
Barry’s business did not decline in total value because of the massive scale of project B3,
the liquidity issue made the entire business immobile for years, and therefore Barry
considered project B3 as a failure. He started to make plans to transform his business to a
service provider that did not need much initial capital. Although Barry’s financial service
business did not bring in much of a profit, it was a legitimate business without having to
play ‘dirty’. The real estate development business was completely put on hold, and he had
no intention of trying to get it back in the near future. Two of Barry’s cousins had a
background in finance and accounting, and two of his nephews and nieces were studying

finance at university. The new business would provide jobs for future generations.

Case C. Carl
The beginning and Project C1 (2000 to 2005)

Carl used to co-own a small restaurant in the early 1990s, which did not perform well and
was shut down in 1995 after a serious dispute with his business partner. Then he worked as
a manager for a state-owned international trading business until he established his own real
estate business. Unfortunately, in 2000, Carl’s superior fled the country during an
embezzlement investigation. Carl was also involved in the case and the state-owned
business desperately wanted to hold someone accountable, so Carl became the primary
suspect in the case. After dealing with the accusations miserably for over a year, Carl
avoided criminal charges. However, his career in the state-owned business was no longer
viable and his reputation was severely damaged. Most importantly, Carl felt ashamed as he
was always considered an upstanding man with a good job in the family.

Carl stated that his motivation to start his own business again was not only to prove to his
family that he was still capable, but also to himself. Although he had failed one time

before, he still wanted to become an entrepreneur who had control of his own life.
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In 2001. Carl’s first project was adding four buildings to an existing state-owned

development, the first floor of each building being street houses’. Fortunately, Carl’s
cousin who worked at the local bureau of construction could help him. The permits for
these four properties were surprisingly easy to obtain and increased the profitability of this
entire project. Later, he convinced his cousin to quit his job and work for him. Carl’s
earlier experience regarding his first entrepreneurial attempt and his career in the state-

owned business made him realise that he should be careful with whom he worked.

Project C2 (2005 to 2009)

Carl’s second selected project was opening a restaurant in 2007. Due to the failure of his
first attempt in the restaurant business in the 1990s, Carl had always been careful with this
idea. The key event that drove Carl’s decision was the astonishing ‘entertainment fee’
generated in 2005 for maintaining networks with local government. Carl could not really
recall most of the bills and there was no way that he could officially investigate how much
money he actually spent®; therefore he started to find a way to reduce and control this cost.
Carl thought it could be a good opportunity to establish his own restaurant, since he had
enough cash and he could use it for networking, and avoid potential energy-draining
conflicts with the restaurant. However, his cousin was quite furious with this situation and
stressed that if Carl did not react aggressively, it would risk his reputation as a powerful
real estate developer. Coincidentally, Carl’s sister had just lost her job and he could
provide a new job for her, as well as finding a trustworthy accountant for his new
restaurant. Carl opened his restaurant, a small high-end restaurant, in 2007. Although the
restaurant did not make a profit, the cost of running it essentially became the cost of
maintaining the network, which was much cheaper than it used to be. Later, his cousin also

admitted that this was a good idea and the most appropriate action.

" From a direct translation of Chinese, such space in a residential building would be called the “street house”
by real estate developers, meaning the property would face the street and be permitted for shop use. This type
of property is usually valued multiple times more than regular residential properties.

8 Most Chinese restaurants keep tabs for rich, regular customers. However, in the 2000s, it was quite common
for a restaurant to add things that were not ordered onto the bill and charge more when customers were drunk
or too busy to look at the entire bill. Once the signature is on the tab, there would be hardly any evidence to
prove whether every item on the bill had been ordered.
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Project C3 (2010 to 2014)

Carl’s third selected project was the last real estate project of his business in 2012. The
background of this project was a bit complicated, as Carl paused his real estate
development business in 2010 due to the tight policies and ongoing anti-corruption
campaign, which affected himself personally. Carl shifted his attention onto the restaurant;
however, the anti-corruption campaign started to target government officials who attended
dinner meetings with businessmen, and many high-end restaurants started to go out of
business in 2010. Since Carl had never run his restaurant for a financial purpose, it became
meaningless to keep it anymore. However, one key event drove Carl to re-start his real

estate business.

The corruption investigation that involved Carl has finally cleared and he was not
officially charged with anything, thanks to his close network with the local law
enforcement. Although Carl did not share the exact details, he mentioned that he promised
a well-paid job position to one of the judges who was planning to retire in the coming year.
This action helped Carl to avoid any damage of his business and his reputation. However,
he had to explain carefully to his employees, since it seemed to be unfair to some
hardworking employees, especially during the difficult time when they could not start any
new project. Carl decided to resolve this issue by taking on a very risky project, which may
paralyse the business’s liquidity for years. The local government had already shut down
this particular project; however Carl thought he could take it over and make it work
because of his connection with the district government. However, when the head of the
district was arrested due to other corruption-related cases, the project was doomed to fail.
As a result, Carl had to spend years resolving the issue of the project, and because of the

large initial investment, his business was not able to be active for almost three years.
Project C4 (2014 to 2015)

The fourth selected project was a travel agency that provided many travel services in 2015.
In early 2014, when Carl learnt that the head of the district had been taken by the local law
enforcement for inquiry, he knew that it was important for him to be far away from the
situation because he was not sure if he was going to be involved in the case. Although the

case was about something else, there was still a possibility that the head of the district
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might give out any names. Since the newly appointed head of the district immediately

started to clean up every shady business deal in the city, Carl decided to do something

completely irrelevant with real estate to protect his family and his business.

Case D. Dave
The beginning and Project D1 (2002 to 2003)

Dave started his own construction business in 2003 after working at a state-owned
construction business for over 10 years. Dave’s father needed bypass surgery in 2002,
which would cost the family’s entire savings. As both of Dave’s brothers were ex-military,
whose jobs did not pay very well, Dave decided to take most financial responsibility.
Dave’s working experience involved dealing with many private real estate developers who
were rich and did not have to worry about financial burdens. Dave felt inferior being an
employee of a state-owned business. During his father’s critical condition, a classmate
whose family were very close to the school principal bullied his son. Dave and his son only

got an informal apology from the school without the presence of the bully’s parents.

Dave realised that if he wanted to be the man responsible for his family, he needed to
change and leave his comfort zone. Then he negotiated with his employer and started his
own construction business. Dave’s first successful private construction contract did not
only fulfil some of his family’s financial needs, but also officially put his name on every
developer’s radar in the city.

Project D2 (2004 to 2009)

Dave’s second selected project was his first real estate development project in 2005. Dave
had two choices before this project. One was a very small add-on project in a military
community. It only required two additional buildings, and such a project would open some
doors in the military for future construction business. Due to his family’s connections in
the local military, they could establish some networks to get this project easily. The second
one was a residential development, which was much riskier financially. Although Dave

had been working with countless real estate developers in the past, he had no experiencing
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in conducting such business by himself. Dave was reluctant to try real estate development

at first.

However, Dave found out that there was corrupt behaviour in his old military base. The
local army gave development contracts to many shady developers. This situation was
highly disappointing since Dave’s original thought was to re-connect with his family’s
proud military background. Dave eventually gave up the choice that most closely related to
his construction business and decided to transform his business completely as a real estate

development business.

The success of this project made Dave realise that he was capable of being the real estate
developer that he had always admired. He also convinced two of his brothers to work for
him during these years. Although they had no experience in business, they were
trustworthy and reliable. Furthermore, Dave always wanted to take more responsibility in
the family, but his brothers had not accepted his financial help directly before. By

including them in the business, Dave could officially pay them well.

Project D3 (2009 to 2012)

Dave’s third selected project was his last real estate project in 2011 when the policies for
the real estate development sector became very tight. Logically, he should not have done
this project because it was very big and complicated, and they were already unable to get
loans from banks anymore. However, his son had graduated from university and already
got a good job in a large multi-national business in Beijing. Dave was thinking about
abandoning his core business. However, the success of his own son seemed to have a
larger impact on Dave’s decisions. Dave established a university fund for his brother’s
children before he discussed this situation with them just to make sure the next generation
had a good future. However, although the project was successfully initiated, Dave spent
more than two years just getting all the necessary permits. Almost a third of the properties

are still unsold to this day.

Project D4 (2012 to 2015)

183



Appendix
The fourth selected project of Dave’s was transforming his real estate development

business into an architectural business in 2015. During the last real estate development
project, Dave’s health condition declined rapidly as he was constantly worrying, being
anxious, and he had to drink heavily with government officials on a daily basis in order to
put the business in motion. His wife and son asked him to consider retirement after the last
real estate project. Although Dave knew that his family only did this because they cared
about him, he was still not very happy about being seen as an incapable man, considering
he was only in his mid-50s. He did not agree or give any promises to his family. Therefore,
he desperately needed an opportunity to explore something new and challenging, but less
risky so that his family wouldn’t worry. As Dave’s general manager had a degree in
architecture and had some previous work experience, he started an architectural business.
Although this business did not make as much profit as real estate, the workload was still

quite high and learning about a new sector also excited Dave.
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