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Abstract

Researchers have called for the studying of strategic planning of family firms,
especially in countries such as Saudi Arabia to cater for cultural differences. So far, it is

not known how family firms formulate or practice their strategic planning.

This research aimed to investigate and evaluate the extent and nature of the strategic
planning processes in a sample of family firms in Saudi Arabia. Data from six family
firms was collected by semi-structured in-depth interviews using open ended questions.
The study employed convenience sampling. A total of 16 interviews were made to
collect the data and confirm understanding. Secondary data from company
documentation and websites were also utilized. Collected data was analysed
(qualitatively) to produce observations on family firms’ strategic planning process. A

pilot study was used to confirm suitability of the methodology and data analysis.

The idea for this research came from an actual need of the researcher and many of his
friends. The study has many practical implications on family firms both locally and
internationally. Therefore, it is hoped that family firms can increase their chances of

success and continuation to the following generations.

The study found that the businesses tended not to have systematic processes and that
analysis was typically unsophisticated and often ignored, while implementation in the
sense of resource allocation, setting of sales targets, monitoring of performance, and
providing incentives was often approached more systematically. Some interesting
strategic patterns across firms were identified such as “Sales is king”, “Let’s do it” and

“Just grow”.

Despite geographical and sample limitations, this study has opened many avenues for
further research into the strategy process in family business, both in Saudi Arabia and in
other countries and cultures. Therefore, this study contributed by illuminating an under

researched part of the world and by addressing a practical problem and knowledge gap.
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Chapter 1

Introduction



1. Introduction

This chapter introduces the research and sets the stage for the following chapters. It
concludes by presenting the research question.

1.1. General

Small and Medium Sized Enterprises (SMEs) represent nearly 95% of the whole
number of enterprises in Saudi Arabia. The majority of them are family businesses (Al-
Mahdi, 2009). Various economists have acknowledged the significance of the family
business sector (Moores and Mula, 2000). Therefore, it can be argued that family

businesses are a major segment in any economy.

Ward (1988) states that most family-owned businesses struggle to survive beyond a
single generation. He found that one third of his sample’ ceased before being 30 years
old. Further, only 13% of them survived beyond the third generation. So, family firms
have difficulties making it to the following generation. In spite of this, the literature
clearly shows that the field of family business lacks the attention of the researchers in
many areas. It has not been extensively analyzed and is, thus, poorly understood
(Moores and Mula, 2000).

One of the areas that could help solve these problems is strategic planning. Many
scholars believe that strategic planning is important for family firms and their success.
In fact, Ward (1988) argues that strategic planning—for both business and family—can
help to strengthen the family enterprise and extend its lifespan. However, little work has
been done in this area (Rue and Ibrahim, 1996; Zahra and Sharma, 2004; Craig and
Moores, 2005). We still know relatively little about the process of strategy formulation
and the content of strategy in family business (Sharma et al., 1997). Strategic planning

processes and strategy content of family businesses is a serious knowledge gap.

Researchers have called for studying this field (Wortman, 1994; Zahra and Sharma,

2004). There are even calls to conduct studies at country/regional® level to cater for

1200 U.S. manufacturing family firms
2 GCC states (Saudi Arabia, Kuwait, UAE, Qatar, Oman and Bahrain) including Saudi Arabia.
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cultural differences® (Davis et al., 2000; Welsh and Raven, 2006). Indeed, not too many
researchers have attempted to address strategy and its issues in family firms. So far, it is
not known how family firms formulate or practice their strategic planning. This study is
a step forward and hence helps in addressing this literature gap®. It studies the strategic
planning process in selected family firms and produces observations on their practices.

It attempts to illuminate an under researched part of the world.

However, it has to be acknowledged that this knowledge gap is too broad to be filled by
a single study. This study sheds some light on the way family businesses approach
strategic planning and hence, increase our understanding of this important business
segment. This understanding should enable further research to propose/test solutions to
issues facing family businesses. Therefore, this study is a step towards helping family
firms avoid many of their issues, increasing their chances of success and continuing for

future generations.

The idea for this research came from an actual need of the researcher. The researcher
manages his own family business and felt these issues are important and are seen in
practice. Many of the researcher’s friends have these issues too. These problems do
exist in countless families locally, regionally as well as internationally. Therefore, this
research addressed a gap in the literature and at the same time an actual problem facing
family businesses and their leaders. So, even though the primary focus of the research
was the few selected Saudi family firms, other family firms—even internationally—could

draw on the results of this study.

This research aimed to investigate and evaluate the extent and nature of the strategic
planning processes in a sample of family firms in Saudi Arabia. Data from six family
firms was collected by semi-structured in-depth interviews using open ended questions.
Collected data was analysed (qualitatively) to produce observations on family firms’
strategic planning process. A pilot study was used to confirm suitability of the
methodology and data analysis. This is an exploratory research and hence there are no

hypotheses.

3 There are differences between family business in the Middle East and those in Western countries. They could be
attributed to cultural characteristics (Welsh and Raven, 2006).

4 See section 3.3



The research scope was limited to studying the six selected Saudi family firms,
analyzing them and producing observations/notes of their strategic planning process.
These observations/notes should contribute to addressing a literature gap and add to our
knowledge of family firms’ practices with regards to strategic planning. Further studies

could explore a possible generalization of results.

The researcher’s own family firm was not included in this research. Further, the
researcher is not a shareholder or a part of the management in any of the six sample
companies. In spite of that, it is possible to argue that the sample used by this research is
a convenience sample. The researcher has connections with owners or leaders of all six
companies. This could be considered a limitation. However, it should be noted that this
common practice (of using a convenience sample) in studying family businesses is
almost inevitable due to the confidential nature of family businesses and absence of

reliable databases.

1.2. Research question
The literature review in the following chapters raised many questions about the strategic
planning process in family firms. To answer such questions and others, this research

tried to understand Saudi family firm strategic planning processes. The main research

question was:

To what extent are systematic strategic planning processes evident in family owned

businesses in Saudi Arabia?

1.2.1. Research aim:

The aim of this research was:



To investigate and evaluate the extent and nature of the strategic planning

processes in a sample of family firms in Saudi Arabia.

1.2.2. Research objectives:

This research aim was fulfilled by the following objectives:

1. Understand the current literature of family businesses, strategic planning and the

relationship between them.

2. Investigate existing strategic planning practices of Saudi family businesses.

3. Produce observations on Saudi family firms’ strategic planning practices.

4. Relate produced observations to current literature.

The relevant literature is reviewed in the following two chapters. Chapter two covers
family firms and chapter three strategic planning. The research methodology is covered
in chapter four. Chapter five details the pilot study of this research. Data collection and
analysis follow in chapter six and the results in chapter seven. Discussions and
conclusions are covered in chapter eight. Chapter nine concludes with a summary and

recommendation.

This chapter introduced the research and set the stage for the following chapters. It
concluded by presenting the research question, aim and objectives. The following

chapter discusses family business.



Chapter 2

Family
Businesses



2. Family Business

The following literature review argues that there is a knowledge gap in understanding
strategic planning practices in family firms. It is hoped that the study of the strategic
planning process in family firms will help in addressing this gap. The first part of this
literature review explores family firms and their characteristics in relation to strategic

planning. The second covers strategic planning, its attributes and issues.

The chapter defines family business for the purpose of this research. Then, it looks at
family business, its management, succession, governance, conflict, strategies, strategic
planning, before it concludes by establishing the need for strategic planning for family

businesses.

2.1. What is family business?

This section introduces family business and sets the stage for the following sections.
Family business statistics, advantages and disadvantages are presented. It also defines

family business for the purpose of this research.

2.1.1. General

Family businesses come in many shapes and forms. They range from the local “Ma and
Pa” store to the huge multinational (Lansberg, 1983). Family businesses represent 65-
80% of all firms around the world (Yesko, 2006). A substantial proportion of new
ventures are created with family involvement (Steier et al., 2003). Zidan (2009) lists
many statistics about family businesses in the world that show the importance and

contributions of family business to the world economy.

Entrepreneur.com® defines a family business as: “A business actively owned and/or

managed by more than one member of the same family”. The free dictionary® defines a

5 http://www.entrepreneur.com/encyclopedia/term/82060.html (last accessed 23/04/2013).
¢ http://www.thefreedictionary.com/family+business (last accessed 23/04/2013).
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family business as: “a corporation that is entirely owned by the members of a single

family .

For European Family Business-GEEF’, a family business is: “A firm, of any size, is a

family enterprise, if:

1. The majority of votes is in possession of the natural person(s) who established
the firm, or in possession of the natural person(s) who has/have acquired the
share capital of the firm, or in the possession of their spouses, parents, child or

children’s direct heirs.

2. The majority of votes may be indirect or direct.

3. At least one representative of the family or kin is involved in the management or

administration of the firm.

4. Listed companies meet the definition of family enterprise if the person who
established or acquired the firm (share capital) or their families or descendants

possess 25 per cent of the right to vote mandated by their share capital”.

In its simplest form, a family business is: [a business] family owned and managed
(Welsh and Raven, 2006); but there are many other definitions. Colin and Colin (2008)
affirm that each family business is unique. The basic characteristic that distinguishes
family from other businesses is the influence of family relationships on the business.
These relationships influence how the organization is governed, structured, managed,
and transferred to the next generation (Aronoff and Ward, 1995). Lema and Durendez
(2007) listed intangible assets of family firms that include: Family dedication and
commitment; Protection of company tradition and value; and higher synergy which
improves performance. Hoffman et al. (2006) introduced the term “Family Capital”. It
is a form of social capital that is limited to family relationships. It is a valuable, rare,
inimitable, unsubstitutable, and path-dependent resource. They argue that family capital

can lead to sustainable competitive advantage. Their research suggests that family

7http:/ /www.geef.org/definition.php (last accessed 19/02/2010)
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businesses with a high level of family capital possibly do hold a sustained competitive
advantage over family businesses with low level of family capital and/or nonfamily
business. Faccio et al’s. (2001) study (of East Asian family firms) showed that the
greater profitability in family firms relative to non-family, stems from those firms in

which a family member serves as the CEO.

Kotey’s (2005) quantitative study of more than 900 Australian SMEs indicated that
family SMEs perform at least as well as non-family SMEs. Dyer (2006) argued that
family dynamics are what give rise to the benefits or costs we see associated with
family firm performance. Certain family firms have higher performance because they
have familial assets and lower agency costs than firms without those advantages (Dyer,
2006). Naldi et al. (2007) found that family firms take risks to a lesser extent than
nonfamily firms. They also found that risk-taking in family firms is negatively related to

performance.

The literature positively asserts that family firms have performance advantages and lists
many advantages for them. For example: they have lower cost of capital, lower
transaction costs, positive customer perceptions which create stakeholder efficiencies,
and reduced agency cost (Aronoff and Ward, 1995). Even in public firms, it was found
that family ownership reduces agency problems (Anderson and Reeb, 2003). They also
enjoy decreased costs and increased flexibilities through centralized top family decision
making (Goffee and Scase, 1985). Habbershon and Williams (1999) presented a list of

family firm advantages.

Family firms on the other hand, do not come without problems. Colin and Colin (2008)
noted that family business problems are not unique. Some of their issues include:
constrained growth, autocratic management and nepotism and family/kin feuds (Kreiser
et al., 2006). Zidan (2009, p.16) listed some more.



2.1.2. Defining family business for this research

So, what characterizes family business? The literature presents many characteristics of
family business. Some of these characteristics were compiled in Table 2.1 below. It
should be noted however, that not all these characteristics are present in every family
business. Also, some of these characteristics could be seen as advantages for some
while disadvantages for others. For example, independence of resources outside the
family could be considered by some as a major advantage. Some could see it as a

limitation to growth because of the limited resources the family normally have.

Table 2.1 shows interesting characteristics for a business. But there is considerable
confusion about the definition of family business in the literature (Litz, 1995). Litz
(1995) dedicated a full article to address this confusion. Astrachan et al, (2002) affirmed
that the obvious challenge of defining family firms stated by Handler (1989b) still
holds. Zidan (2009) maintained that accurate and consistent statistics are difficult to
achieve due to many reasons among which are (the cultural aspects that contribute to)
the differences in the definition of family businesses. Astrachan et al. (2002, p.45)
confirmed the validity of: “no widely accepted definition of a family business”.
Wortman (1994) noted that there is little commonality between definitions of family-
owned businesses provided by textbooks and practitioner publications. Lema and
Durendez (2007) agree that there is no consensus on the exact definition of the family

business; though, the main theme considers ownership/management.

Astrachan et al. (2002) reviewed the literature and found it suggested three ways of
looking at defining family business: content, purpose and form. They cite different
scholars using the three ways. So, there are many definitions for family business. In
addition to the few mentioned above, the literature presented many others. Most of them
revolve around ownership and control. Some definitions extended to include succession
(Sardeshmukh, 2008).
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Table 2.1 Characteristics of family firms

Reference

Characteristic

(Ward, 1988)

Have unique working environment that fosters family-
oriented workplace and inspires greater employee care and

loyalty.

(Tagiuri and Davis, 1996,

Family relation “generates unusual motivation, cements

pp.204) loyalties and increases trust”; More trustworthy
reputation.
(Daily and Dollinger, 1992) [Efficient informal decision-making channels, less

organization structure, and lower monitoring and control

costs.

(Donckels and Frohlich,
1991)

Pay higher wages to employees while enjoying reduced
costs and higher profits.

(Goffee and Scase, 1985)

Have more flexible work practices for their employees.

(Pervin, 1997).

More creative due to deep commitment.

(Lyman, 1991)

They are known for their integrity and commitment to
relationships as a result of emphasizing personal and

family values over corporate values.

(Swinth and Vinton, 1983)

Could bridge cultural barriers through their common

family values across cultures.

(Kreiser et al., 2006, p.102)

“Independence from the resources outside of the family .

(YYesko, 2006)

Dedication to customer service;

Tradition that can last for generations.

(Zidan, 2009, p.16)

““Sense of belonging”

(Dreux, 1990)

'They are more responsive to business environment.

Compiled from sources shown
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Astrachan and Shanker (2003, p.211 and 219) maintained that definitions of family
business range from as broad as businesses that had “‘some family participation” and
family “control over strategic direction” to as narrow as: businesses with “multiple
generations” and “more than one family member” in management. Poutziouris et al.
(2004, p.8) define family business as: “owner-operated/managed ventures with family
members (and/or family units) predominantly involved in the administration
(managerial and financial), operations and strategic determination of corporate

destiny”.

Barry (1989) defined a family business as an enterprise that is controlled by members of
a single family. Daily and Dollinger (1992) defined family firms as those firms which
are owned and managed by the family. Litz (1995, p.71) suggested two complementary
approaches to clarify the boundaries of the domain of family business. The first
approach is structure based and considers family involvement in ownership and
management. The second is intention-based which focuses on “the realized and

unrealized value preferences of the organization’s upper echelons.”

Sharma (2004) reviewed 217 refereed articles on family business and noted that a
number of them tried to articulate conceptual and operational definitions of family
business. These attempts focused on defining family business to distinguish it from non-
family businesses. A range of definitions that capture varying extent and mode of

family involvement in these firms is being used rather than one single definition.

Chua et al. (1999) distinguish between theoretical and operational definitions of family
business. There are different types of theoretical definitions of family firms. Some
consider: ownership, management and trans-generational succession. Others see these
three criteria as necessary but not sufficient and include behaviour in the definition of
family business. Habbershon et al. (2003) include vision and directed behaviour and
values as important to classify a firm as a family firm. Chrismana et al. (2003) argued

the same.

Astrachan et al. (2002) concluded, after detailed review, that there is no clear distinction
between family and non-family businesses and there is no single definition that can

distinguish between the two. Thus, they proposed a three dimensional method (F-PEC)
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for assessing the extent of family influence in a firm. The operational definition of F-
PEC scale (Family Power, Experience and Culture) takes into account several aspects of
family views and influences as a whole rather than totally separated non-overlapping
issues. Following these thoughts, Astrachan and Shanker (2003) offered three types of

definitions of family firms mentioned above (the broad, the medium and the narrow).

Firm size is one variable that some define family business around (Litz, 1995). For
example, Daily and Dollinger (1993) assumed family business is smaller enterprises.
However, Litz (1995) listed many companies which are some of the world’s largest and

yet family-controlled.

Davis et al. (2000, p.217) defined family business as the “one in which a single family
controls the ownership of and leads the business”. Romano et al. (2000) defined family
firms as those firms where a family maintains control and at least 50% ownership and

important management positions are occupied by family members.

Kreiser et al. (2006) categorized a family firm by two main attributes: 1) it is controlled
by a family or group of families; and 2) they wish to maintain control. Chua et al.
(1999, p.25) defined family firms as “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 small number of families in a manner that
is potentially sustainable across generations of the family or families.” Sharma et al.
(1997) adapted a similar definition and they emphasise the importance of such a
definition to strategic planning as it has the attribute of strategy: goals pursuing, strategy
for that pursuit, mechanism of implementation and control of progress. Chua et al.
(1999) reviewed over 250 papers and proposed that a company is a family business
because it behaves as one and that this behavior is distinct from that of non-family
firms. Welsh and Raven (2006) after acknowledging the various definitions of family
firms by different authors, opted for the simple and loose definition of family to define
family business in the Middle East as: family owned and managed. They affirmed that

this defined most of the businesses in the Middle East.

Conclusion:

e There is no commonly agreed definition of family business.
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e Arrange of definitions are being used rather than a single definition.
e Both practitioners and academics share the definition confusion.
e Ownership and management are the main themes in all definitions used.

e Succession is another common attribute used by many to define family firms.

At least for the purpose of this research, it could be argued that restricting family firms
to those who have the intention of transferring the firm to the following generation is
rather obscure. For example, at the inception phase of the business, the firm is more
likely to have other priorities than succession. Family firms make long term strategic
choices as they mature (Lussier and Sonfield, 2004). So, it is possible that succession
would be off the radar for a particular (family owned and managed) firm for quite some

time. Would that disqualify the firm from being a family firm?

Another example: if the family decided to sell the business (either immediately or in the
future). Obviously, succession is not under consideration then. So, would that decision
disqualify this firm from being a family firm? It can be argued that many would

disagree with that restriction.

Davis et al. (2000) required a single family controlling the ownership and leading the
business as an attribute for defining a family business. One could justifiably ask: what
would happen if another family joined ownership (either willingly or otherwise, say
inherited some shares for example) would that make them two families and thus
disqualify the company from being a family business? The main difference between
family and non-family businesses is the interaction between the family and the business.
The new ownership structure actually made the family-business system more interactive
and more complex too. Also, this brings the issue of what defines a family and how that
differs in different cultures and societies? Therefore, it could be argued that this

requirement is not practical.

A definition of the family business must identify its uniqueness. A family’s involvement
in the business makes the family business unique (Chua et al., 1999). It is generally
accepted that family involvement in the business is what makes the family business
different (Chua et al., 1999).
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The pattern of ownership governance, management, and succession materially influence
the firm’s goals, strategies, structure and the manner in which each is formulated,
designed and implemented and that is what makes the family business unique (Chua et
al., 1999). Chua et al. list 20 definitions of family business they found in the literature.
Six of them have the key word “influence™ of family on the business. They cited the

following authors for the following definitions (Table 2.2):

Table 2.2 Definitions of family firms

Definition Reference

“those whose policy and directions are subject to significant |(Davis, 1983,

influence by one or more family units. This influence is exercised p.47)

through ownership and sometimes through the participation of family

members in management ”’

“organization where two or more extended family members (Davis  and

influence the direction of the business” Tagiuri, 1985,
pp.199)

“are economic enterprises that happen to be controlled by one or |(Dreux, 1990,

more families” (that have) “a degree of influence in organizational p.226)®

governance sufficient to substantially influence or compel actions”

“an organization whose major operating decisions and plans for |(Handler,

leadership succession are influenced by family members serving in

management or on the board”

1980, p.262)

“any business in which decisions regarding its ownership or |(Holland and

management are influenced by a relationship to a family or families” Oliver, 1992,
p.27)

“one in which two or more extended family members influence the (Pratt and

direction of the business through the exercise of kinship ties, Davis, 1986,

management roles, or ownership rights.” pp.2, Ch. 3)

Compiled from sources shown and Chua et al. (1999).

8 Direct from (Dreux, 1990)
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Most researchers interpret family involvement as ownership and management (Handler,
1989b). One could argue that the influence the family would have on the firm would
depend on many issues. But as long as there is an influence by the family on the
company, that would make it different from other non-family firms and hence unique.
So, requiring a significant influence of the family (as proposed by some definitions

above) is not seen as necessary.

Therefore, this research defined family firms as:

An organization that is influenced by a family (or families) through their

ownership and management or ownership only.

No business can escape some family involvement. For example, the decisions of a
corporation’s CEO are influenced sometimes by the spouse and children (Chua et al.,
1999). However, if this CEO is not related to a family that owns some shares in the
company, then his family influence is no different than any other influence a family has
on any employee. As such, that does not make his company any different from other
non-family firms. So, the above definition excludes such cases by requiring an influence

from an owning family.

It is beyond the scope of this research to sort out the confusion surrounding family
business definitions in the literature. This section only served to define family firms for
the purpose of this research. It presented some statistics and showed how important it is
for the world and its economy. Some of its advantages and disadvantages were also
listed. The following section introduces family business management and how it differs

from managing non-family businesses.

2.2. Family business management

This section introduces family business management and explains some of its

difficulties. It explains the relationship between the business and the family and how it
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affects its management. It also presents some family business characteristics. It briefly

touches on a few other issues.

Despite the diversity of family businesses, they all share existence on the boundaries of
two qualitatively different social institutions — the family and the business (Lansberg,
1983). Family business involves two complex systems merged together: family and
business dynamics. Family issues can be highly emotional and conflictual and money
issues can be again highly emotional and conflictual too (Yesko, 2006). Yesko added,
“putting these together can produce fireworks”. Barnes and Hershon (1976) argued that
it seems pointless to talk about separating families from their business. Studies,
however, have shown that family involvement in business varies from one firm to
another (Sharma, 2004). Kepner (1991) discussed these two social systems and the

interaction between them.

Carlock and Ward (2001) through their years of experience proposed a simple model
to represent the dilemmas that need to be balanced between family needs and company
needs in family businesses. They see that family business needs to cater for five
variables to balance between family and business needs and wishes/opportunities

(Carlock and Ward, 2001) as in Error! Not a valid bookmark self-reference. below.

Figure 2.1 Family business dilemma

Company
needs and
opportunities

Family
needs and
wishes

e Career
e Capital

e Conflict
e Culture

Adapted from Carlock and Ward (2001)
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The relationship between owner-manager, his family and business can be represented at
the early stage of a business (Figure 2.2). Sector (A) represents the normally extensive
involvement of owner/manager in his business since the business is at an early stage.
Sector (B) represents involvement of owner/manager with his family. In this model
there is no overlap between family and business though both compete with each other
for the owner/manager’s time. However, family issues do not normally have a

considerable bearing on business goals and strategies (Churchill and Hatten, 1987).

Figure 2.2 Owner-managed business

Adapted from Churchill and Hatten (1987)

As family and its members get more and more involved in the business, new overlaps
emerge as shown in Figure 2.3 The family business . Sectors (A) and (B) remain the
same as above but we see two new overlaps. Sector (C) represents occasional family
members working in the company (during the summer for example) but without high
owner/manager involvement. Sector (D) represents the deeper involvement of family
members in the business with high owner/manager interaction. This involvement

includes operations, control and business directions.

18



Figure 2.3 The family business

Owner/
manager

Adapted from Churchill and Hatten (1987)

Sonfield and Lussier (2004) compared different generations of family firms and found
only two significant differences (among the 11 hypotheses tested). The first is: first-
generation family firms do less succession planning than second- and third-generation
family firms. The second is: first-generation family firms had the highest use of equity
versus debt financing. It could be argued that these differences between the generations
of family business could be among the motives for the other ways of looking at the
family business. There are many models for representing families and their businesses®.
All these models affirmed and attempted to understand the dynamic relationship
between the family and its firm. Therefore, McCann et al. (2001) stressed the
importance of family firms to acknowledge that the relationship among business,
family, and individual family members is dynamic and deserves continuous attention

and work.

From a human resources management point of view, non-competent family members
could continue to hold some management positions blocking the way of more
competent outside managers. This is especially true when the second generation takes
control of company management. Also, outside managers face many problems as they
normally cannot run the business as they do in non-family businesses. This could be
attributed to the prevalence of emotions and human touches over professional

management (Zidan, 2009).

9 For example the three circles and Tie model presented by Neubauer and Lank (1998, p.15); the three-dimensional
development model presented by Gersick et al. (1999); the five stage model by Neubauer and Lank (1998); the
modified three-dimensional model for family businesses presented by Fletcher (2004) and the sustainable family
businesses model presented by Stafford et al. (1999).
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Schulze et al. (2003) investigated agency theory and altruism in family firms. Their
work presented an extensively referenced discussion of how altruism and self-control
can cause and/or complicate agency problems in family firms (Steier et al., 2003). They
refer to altruism problems as those where the owner-manager, by attempting to help
others (e.g. children), encourages free riding, hold up and shirking. These issues, they
argued, cannot be controlled by economic incentives. Hence, they could have negative
effects on family firms.

Rue and Ibrahim (1996) found that close to 57% of the companies studied do not use
outside consultants in planning. Colin and Colin (2008) called for family firms not to
shy away from calling professional help and consultants. Levinson (1983) classified
family firms into three categories': (a) Traditional family firms; (b) Conflictful family
firms; and (c) Entrepreneurial family firms. McCollom (1988) urges consultants (and
managers alike) to fully understand the interaction between family and business before
major changes in the business are prescribed. Not understanding this interaction might
mean a consultant (trained in the traditional mode) fails to see some signs of crucial

importance of family-business success.

Could this inter-relation between family and business be part of the issues family firms
have with human resources management? Lansberg (1983) argued that family firms
raise several problems in the HR field. For example, they have their own problems of
selection; compensation and equity; appraisal; and training and development. Reid and
Adams (2001) found that family businesses (of Irish SMEs) are less likely to have
professional HRM practices (including: the use of references, appraisal systems, a peer
appraisal process, training assessment or merit-based pay). Steier (2001) argued that
family firms enjoy much reduced transaction costs due to the high level of trust. Family
firms are often smaller than nonfamily firms (Daily and Dollinger, 1993). They are less

complex than nonfamily firms in that they are less specialized (Reid and Adams, 2001).

When controlling for size and industry, Jorissen et al’s. (2005) study found* that family

firm strategy™ and use of long term plans do not differ from non-family firms. They

10 The basis of these classifications was not explained by Levinson (1983)
1 Among other things
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acknowledged that their findings contradicted previous studies. However, they argued
that the differences found in previous studies are in fact due to the different
demographic characteristics of family and nonfamily firms. They concluded therefore,
that it is very important to control for demographic differences. It seems that Jorissen et
al’s. (2005) conclusion of similarity in the use of long term plans was drawn from the
answers to a question about the number of formal long-term plans used. But the study
did not show if the similarities extend to the process of developing and implementing
the plans. Therefore, one could argue that this conclusion could be superficial. On the
other hand, similarity in adopted strategy could be explained. The strategy adopted is
more about the personal character of the leader (rather than related to the family).
However, one could argue against this as the leader could adopt (for example) a more
conservative strategy (ex: defender rather than prospector)®® for the sake of protecting
the family assets in the firm. Therefore, it can be argued that while these results might

be important and could be used as indicators, they should be used cautiously.

Westhead et al. (2001) argued that the reluctance of family firms to sell some of their
equity in their business to outside investors may retard the family business survival and
growth prospects. Their study suggested that owners of family firms are generally
inward looking and do not trust (even qualified) outsiders to protect their store of family
wealth in the family business. They argued that a significantly larger proportion of
family (rather than nonfamily) firms had not employed a nonexecutive director to
protect their family wealth and to ensure their siblings have the opportunity of being

promoted to highly paid positions in the business.

It is out of the scope of this research to investigate every aspect of how a family
business is managed. The above is merely to serve as a briefing to show that there are
considerable intersections and interactions between a family and its business that affect
the way family business is managed. How do these interactions reflect on strategic

practices in family firms? The following sections cover this.

12 Using Miles and Snow’s (1978) typology.
13 In Miles and Snow’s (1978) typology:
Defenders continually attempt to develop greater efficiency in existing operations.
Prospectors explore environmental changes in search for new opportunities.
Analyzers reside between the two extremes of defenders and prospectors. They attempt to minimize risk
and maximize opportunities.
Reactors are non-proactive and exhibit a pattern of adjustment to their environment.
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This section introduced family business management and explained some of its
attributes and difficulties. The following section considers one important aspect of

family business: succession.

2.3. Succession in family business

This section explores succession in family business. It talks about succession issues,
types, why family firms avoid its planning and what it takes for a successful succession.

Changing leadership in family business can trigger many issues that family firms have
to deal with (Beckhard and Dyer, 1983). For example:-

1. Should the business be sold or maintained?

2. How to handle family frictions

3. Appointing a successor, who and how?

4. How to deal with training family members

5. Preparing for founder retirement.

6. Developing management for the future.

7. How to deal with retiring/new CEO

Breaking down the above issues could lead to a list of different issues facing different
stakeholders (Beckhard and Dyer, 1983). Normally, when the founder is around
everybody knows his role and responsibilities whether he/she likes it or not but it is

22



almost impossible to find one person who can take over all the roles the founder has
played (Beckhard and Dyer, 1983).

The process of adapting to the new conditions is frequently managed very badly
(Beckhard and Dyer, 1983). Most of the time successions in family businesses do not
work out (Miller et al., 2003). Ward (2004) contended that only half of all family firms
make it through to the next generation while Buchholz et al. (1999) contended that only
one-third make it through to the following generation. They argued that the reason is
lack of succession planning. Regardless of the ratio accepted, it is clear that this is a
high risk facing family firms. Colin and Colin (2008) called for acting now to avoid
disappointment later. There are other ramifications of a lack of a succession plan such
as losing employees, customers, suppliers and capital (Buchholz et al., 1999).

Succession and its planning is one major issue in family businesses (Zidan, 2009).
Sharma et al. (2003, p.1) defined succession planning as “the deliberate and formal
process that facilitates the transfer of management control from one family member to
another”. In spite of the above issues associated with change of leadership, it is
surprising that most family business heads do not have a succession plan (Buchholz et
al., 1999). It is even more astonishing if we know that more than 40% of them are going
through or anticipating a succession process (Ward, 2004). Succession is rarely planned
(Zidan, 2009, p.19). Rue and Ibrahim (1996) found that only 13% of the companies that
survived prepared any type of succession plan. Lack of a succession plan is an
irresponsible act that puts everything important to the company at risk (Buchholz et al.,

1999). Zidan (2009, p.19) called lack of succession planning “unprofessional behavior”.

Even though succession is inevitable, people avoid succession planning. The following
Table 2.3) compiles some of the reasons for avoiding succession planning. One could
argue that these reasons could be also classified as reasons for avoiding planning in
family businesses as succession planning could be considered part of strategic planning

for family businesses.
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Table 2.3 Reasons for avoiding SP

Reference

Reason for avoiding succession planning

(Fleming, 2000)

(Zidan, 2009, p.19)

(Hubler, 1999)

it raises unpleasant family issues;

people are too busy doing day-to-day tasks;

the owner fears suffering a loss of control;

the owner fears that a succession plan will reduce options;
they do not know how to plan;

it forces people to confront their mortality

They lack capability of predicting what will happen when they
leave their position
They might hate those who will take their place

Lack of Appreciation, Recognition, Forgiveness, and Love;
Differences seen as liability rather than an asset;
Poor expression of feelings and wants

Compiled from shown sources

Family adaptation is a function of the founder’s priorities, condition of the firm and

family dynamics (Beckhard and Dyer, 1983). Miller et al. (2003) see that personal

emotional factors determine the next leader. This, they argued, is one of the reasons for

succession failure. This is especially true when they desire their sons to take over the

business regardless of suitability.

There is no one recipe that fits all. A succession plan is dependent on the specific

company, its needs, values, and idiosyncrasies (Buchholz et al., 1999). But, in order for

a family business to continue, it must be profitable in the long run and must meet family

income needs as well as other non-monetary factors (Muske and Fitzgerald, 2006).

Fleming (2000) gave the following as guidelines for succession success:
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e Put business interest first
e Place merit ahead of family members’ wishes when assigning jobs
o Sell the business rather than let incompetent successors ruin it.

e Evolutionary succession'* must be used.

Ward (2004) argued that a strong enough and healthy enough business is needed to last
to the next generation. He called for the first stage of the family firm (Owner-managed)
to prepare and set the ground and rules for employing family members. The second
stage (Sibling partnership™®) to set standards for business ownership to accommodate
the third stage (Cousin collaboration®), increasing the number of owners. Barnes and
Hershon’s (1976) study suggested that the healthiest transitions to the following
generation are those where both family managers and the business change patterns. For
this to happen, they explained, “the old man” must face the decision of helping the
company live even though he must die. It is only then that the management of the
transition can begin. A successful family transition could mean a new beginning for the
company, they noted. Handler (1989a) found that: (1) the greater the mutual respect and
understanding between generations and the siblings accommodation between members
of the same generation, the more likely an individual will have a high quality succession
experience; (2) Family commitment to family business perpetuation can positively or
negatively affect the individual’s experience; (3) separation strains have generally a
negative influence; (4) the adjustment of owner role (in the form of diminishing
involvement in the firm) and organizational design as well as environmental condition,

shape the effectiveness of succession in family firms.

There are a few scenarios for managing continuity: the founder does it all, the founder
consults with selected family members, the founder works with professional advisors
and the founder works with family involvement (Beckhard and Dyer, 1983). For
Fleming (2000), succession is either evolutionary or revolutionary. The first is very
desired and the second is very painful. Table 2.4 Evolutionary vs Revolutionary

succession shows the differences between the two successions. Some could argue that

14 explained below
15 The second stage in family business life according to Ward (2004)
16 The third stage in family business life according to Ward (2004)
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the evolutionary approach does have its own problems. For example, involving all

stakeholders in the selection process could be very expensive in terms of time and

efforts. Some would prefer devising a mechanism for selecting the successor involving

key people only.

Table 2.4 Evolutionary vs Revolutionary succession

Dimension

Evolutionary

Revolutionary

The reason for succession

Succession is driven
internally; the business is in
control of the process,
striving to maximize

potential benefits.

Succession is imposed
externally; the business is
forced to react to events,
striving to minimize

potential damage

Decision Making

Decisions are made after
proper deliberation and

evaluation of options

Decisions are made in haste
under unfavorable

conditions

Participation

All key stakeholders
participate fully.

Few people are involved,;
the quality of their
participation is
questionable.

Development

Development activities are
tailored to individuals’

needs

People sink or swim on
their own; any training
provided is generic and of

marginal value.

Successor selection

Selection is based on merit-
the best potential successor

is chosen

Someone is chosen because
he or she just happens to be

available.

As viewed by outsiders

The process is seamless to

outsiders

Outsiders can see turmoil

or other signs of distress.

Adapted from Fleming (2000)

Davis and Harveston (1999) differentiated between complete versus disrupted

succession. Disrupted is when, for example, the founder retains a significant role in the

organization post succession. In such a case, the founder may cast a generational
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shadow over the organization and critical processes within it. This situation could bring
about socially disruptive consequences for the organization (Davis and Harveston,
1999). Conversely, a well-articulated and managed succession could minimize

disruptions and conflicts resulting from succession (Harvey and Evans, 1995).

There are forces that affect the possible directions for succession (Beckhard and Dyer,
1983). These forces include:

e The general business environment
e The firm’s stage of development
e The organization’s culture

e The family culture

e The family’s influence on the founder

The founder’s or owner’s personal motivations and values.

The two most prevalent types of planning that occur within family businesses are
strategic planning and succession planning (Blumentritt, 2006). Still, Davis and
Harveston (1999) called for better planning for succession as well as better management
of post succession transition. So, how do family firms approach succession planning? Is
it part of their strategic planning? This research hopes to uncover some of these issues.
The following section looks at governance and conflict resolution; other important

issues of family business.
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2.4. Family business governance and conflict resolution

This section talks about governance in family business. How formal it is, how
developed and its relationship with the board. It also covers conflicts in family

businesses.

2.4.1. Governance

Suare and Santana-Martin (2004, p.146) defined family governance as “the set of
institutions and mechanisms whose aim is to order the relationships occurring within

the family context and between the family and the business.”

Suare and Santana-Martin’s (2004) study found that the family governance system is
typically hardly developed. It is less likely to have a formal code of ethics and more
likely to use role modeling to communicate acceptable conduct. It has a lower level of
bureaucracy (Kreiser et al., 2006) and normally is characterized by flexibility in rules
and doing business (Zidan, 2009, p.16). Muske and Fitzgerald’s (2006) study
demonstrated that informal governance mechanisms are important for family firms.
They have an important role to play in reducing conflict caused by their distinctive
characteristics.

Blumentritt (2006) concluded that advisory boards are potentially important tools in the
management of family businesses. Suare and Santana-Martin’s (2004) study of Spanish
family firms found that approximately half the board tend to be insiders and more than
two-thirds are family members. Blumentritt’s (2006) study concluded that the role of
board of directors may be different in a family business than in nonfamily businesses.
Blumentritt (2006) argued that the role of the advisory board is heavily geared toward

resources provision rather than governance.
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2.4.2. Conflict resolution

Unspoken, misunderstood, or different visions in the same family lead to conflicts.
Organizational conflicts are normally kept hidden and remain unsolved which could
hinder good decisions (Zidan, 2009, p.18). Therefore, Aronoff and Ward (1994)
suggested that family members involved with the business should agree on a definition
of the business that serves as a guide to operational and strategic issues. Fenn (1996)
fostered that family businesses can avoid conflict by creating "family-business
policies”. Sorenson’s (1999) study suggested that businesses that produce the highest
outcomes for both the business and the family have developed a norm of collaborating.
Sorenson (1999) argued that family councils could be considered to provide forums in
which individuals can express their concerns and have those concerns addressed. Also,
formal planning and coordinating meetings that encourage family members to express
their concerns and that deal directly and effectively with these concerns can increase

collaboration and set the tone for collaboration in other interpersonal interactions.

Conflicts affect all aspects of management of family businesses (Zidan, 2009). Strategic
planning practices of family firms are no exception. So, how do conflicts and
governance in family businesses relate to their strategic planning? This research hopes
to understand some of these aspects. The following section looks at family firms’

strategies.
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2.5. Family business strategies

Family business strategies are explored in this section. What strategies are being used in

family business? How different are they from non-family business?

Research examining the relationship between ownership structure and strategy are
limited and provide conflicting results (Fudmundson et al., 1999). Some identified
differences in strategic behaviour are based on ownership structure (Donckels and
Frohlich, 1991). Others did not find significant differences in the four strategic postures
they analyzed between family and non-family owned businesses (Daily and Thompson,
1994).

Kreiser et al. (2006) listed family firms’ features as: organic growth through reinvested
profit rather than takeover and mergers, avoidance of stock market finance, reliance on
banks merely for short-term credit and internal management succession. Donckels and
Frohlich (1991) concluded that family businesses can be considered as rather inwardly
directed or closed family-related systems; most family businesses are rather risk-averse;
family businesses’ strategic behaviour suggests that they are rather conservative; and
family businesses are rather more stable than progressive. Family firms are concentrated
in the “defender group” (Daily and Dollinger, 1993). Family firms have strong local
orientation which results in less inclination towards global strategy (Gallo and Sveen,
1991). Also, family considerations may limit the aggressiveness of its business (Ward,
1988). Saffu and Yusuf (2009) investigated planning practices, strategy types and the
performance of indigenous firms in 95 companies in Bahrain and UAE"". They found
the majority of firms are prospectors and analyzers and prospectors performed

considerably better.

Fast-growth family firms tend to differentiate themselves from competitors through
high-quality products/services (Upton et al., 2001). Cost leadership and differentiation
strategy combined is found in close to 40% of Belgian family firms (Van Gils et al.,
2004). Family firms use a mixture of strategies (Moores and Mula, 2000). Most family
firms appear to have multiple patterns of strategic behavior (Ostgaard and Birley, 1994).

According to Kreiser et al. (2006) there are three periods for strategy development.

17 United Arab Emirates
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They are: inception and early strategic period, primary growth period and mature

strategic period.

McCann et al. (2001) found that family firms adopt a distinct set of business and family
practices given their particular strategic focus. Typically, family firms were found to
adopt conservative strategies first. During their formative years they adopt financial
conservative strategies and maintain tight control of the strategic decision making
process. Then, they are pushed to embrace a more entrepreneurial posture by

competitive pressure (Kreiser et al., 2006).

Craig and Moores (2006) concluded that established family firms appear to place
substantial importance on innovation practices and strategy and they do manage and
adjust to the innovation strategy®. This innovation thrust is influenced by the life stage
of the family business. McCann et al’s. (2001) major finding was the important role

innovation plays in the family firm’s competitive advantage.

Lussier and Sonfield (2004) identified twelve variables of family business and studied
them. One of these variables was strategic planning. Lussier and Sonfield’s (2004)
study supported previous research that family firms’ top management, as they mature,
look more frequently beyond their present operational aspects and consider broader

directional alternatives as well as make long term strategic choices.

It can be concluded, therefore, that family business strategies are very much inter-
related with the family itself. Further, there seems to be patterns or stages that strategies
go through. So, how do family firms do their strategic planning? The following sections

investigate this issue.

18 Though this is more associated with high-tech firms, it appears that family firms act similarly (Craig and Moores,
2006)
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2.6. Family business strategic planning

This section is about strategic planning in family businesses and how it differs from
non-family strategic planning.

Lema and Durendez (2007) conveyed that 16% of family businesses do not use
strategic planning at all while 50% of family business CEOs use it heavily to
extensively. Relatively few of them use a formal strategic planning process. Among the
reasons for family firms avoiding strategic planning, Poza et al. (2004) stated that
family firms avoid strategic planning to avoid potential conflict between the CEO and
the rest of the family. Family firms prefer confidentiality and privacy which could cause
rejection of strategic planning as it implies sharing confidential information (Mintzberg,
1994b). Some researchers found that family firms consider strategic planning less

important than successor preparation (Fiegener et al., 1996).

Many think of planning as a straitjacket that will constrain their instinctive survival
skills and limit business flexibility (Ward, 1988). The nature of the planning process
also requires these independently minded business owners to share decisions and private
financial statements with others in the company which they would rather keep for
themselves. Others object to planning because they think the future is too uncertain to
make the effort worthwhile (Ward, 1988).

The strategic decision making process in family firms is different from non-family
(Ibrahim et al., 2004). Planning for family business is more complex than other
businesses (Ward, 2004). Family considerations influence strategy formulation and
implementation (Harris et al., 1994). Ward (1988) affirmed that strategic planning for
family businesses differs from planning for other types of companies largely because of
family issues. Lema and Durendez (2007) seemed to support that by arguing that the
owner’s personal network shapes family firm strategy and its formulation. Also,
Ibrahim et al’s. (2004) study concluded that strategy significantly changes from
generation to generation. Further, Lema and Durendez (2007, p.152) listed many

19 |t was not possible to confirm this conclusion from its source. However, it was cited by at least two authors ( (Lema
and Durendez, 2007) and (Moores and Craig, 2008)
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differences between family and non-family firms that could be the reason for the

different strategic management behavior.

The basic strategy for both family and non-family firms is similar (Sharma et al., 1997).
Strategy must be formulated, implemented, and controlled in the context of a set of
business goals and in relation to its business environment. Differences may exist in the
specific goals, how the strategy is implemented, and the participants in the process
(Sharma et al., 1997). However, Rue and Ibrahim (1996) believed that family firms

should not attempt to use the same techniques used in other firms.

Blumentritt (2006) argued that the two most prevalent types of planning that occur
within family businesses are strategic planning and succession planning. However, Rue
and Ibrahim (1996) state that planning in family firms is limited in its scope and

activities and there is no differentiation between operational and strategic planning.

Moyer (1982), on the other hand, is contented that businesses regardless of their sizes
should be able to perform the necessary functions of strategic planning. Ward (1988)
argued that strategic planning provides a systematic way of asking key business

questions. He saw “family strategic planning” as addressing four questions:

1) Why is the family committed to perpetuating the business?

2) How does the family see itself and the company in the years ahead?

3) How will the family build or maintain strong relationships, resolve
conflict and work for harmony? and

4) What are the specific steps required to accomplish the family’s personal

and professional goals each year?

Providing clear goals that are communicated well is among the most powerful means
for guiding the behavior of employees (Tagiuri and Davis, 1992). Their study reported
six groups of independent objectives that owner-managers of successful family
companies have for their firms (Table 2.5). One could ask to what extent these

objectives are in the list of family firms when they do their strategic planning.
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Many family firms do not adequately communicate their plans to management or their
families. However, getting the family in the planning process can help align individual
expectations with business objectives. Also, involving employees can ensure their
support and commitment (Buchholz et al., 1999). Further, Buchholz et al. (1999)
recommend significant connections between the business’s mission and family values.
A business mission statement is important; but so is an individual mission statement, as
it helps individual family members create and preserve a unique personal identity within
the family and business (McCann et al., 2001). Buchholz et al. (1999) called for the

mission statement to make family members proud to be associates with the business.

Table 2.5 Objectives of successful family firms

Normal objectives of successful family firms

1. Have a company where employees can be happy and productive, a
company whose image and commitment to excellence in its field
makes its employees proud

2. Provide the owner(s) with financial security and benefits

3. Develop new and quality products

4. Have the company be a means of personal growth, social

advancement and autonomy

5. Have the company be a good corporate citizen

6. Have a company that offers job security.

Adapted from Tagiuri and Davis (1992)

Holland (1981) suggested that the family-business relationship passes through four

stages of development: pre-family, family, adaptive family and post-family. The
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sequence and timing of these stages depends on family constrains and competitive
requirements of the business. This, he suggested, requires appraisal of management and
changes in environment while recognizing family constraints as a factor in strategic

decision-making.

Ward (2004) saw that the vision for the future of the family is a manifestation of
personal values which significantly influences the plan for next generation ownership as
seen in Figure 2.4 below. This ownership structure, he argued, powerfully affects
business strategy. Experience suggests that ownership interests and characteristics do
significantly affect strategy selection (Harris et al., 1994). The above seems to be

supported by Ibrahim et al’s. (2004) study.

Figure 2.4 Family values and business strategy

Family values - Family vision = Ownership structure - Business strategy

Adapted from Ward (2004)

However, Gudmundson et al. (1999) argued that empirical research examining this

relationship is limited and has provided conflicting results.

Ward (2004) presented the “Continuity Planning Triangle” for family firm planning
(shown in Figure 2.5). Family firms have to plan on four different levels simultaneously
and interdependently: business strategy plan, leadership and ownership succession plan,

personal financial plan and family continuity plan.

Mazzola et al. (2008) argued that the strategic planning process may play a critical role
in building and/or reinforcing next-generation capabilities. They argued that the
evidence suggests that these benefits are enhanced in the presence of certain conditions:
(1) the adaption of a formal and broad strategic planning process, not only limited to the
development of financial forecasts; (2) the existence of either a business or an
ownership purpose behind the realization of the strategic plan; and (3) the next

generation’s actual involvement in the process (not only as observers).
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Figure 2.5 Continuity planning triangle

Estate and
personal financial
planning
Family
Continuity
planning
Business Leadership and
strategy < > ownership
planning succession planning

Adapted from Ward (2004)

Few family business owners (less than one-third) put their plans in writing though many
have something in their heads (Buchholz et al., 1999). A well prepared strategic plan is
usually a written document that spells out the specific steps to improve customer
satisfaction, increase profit, and revitalize and prepare the company for the next
generation (Ward, 1988). It should also state the chosen mission of the business,
identify the direction of future growth and describe programs that can help to achieve
that growth; hence, indicating how to compete more effectively. The planning process
should determine these steps by asking three questions: in what market do we want to
compete? How can we compete effectively in those markets? And how aggressively do

we want to reinvest our corporate and family resources? (Ward, 1988).

Blumentritt’s (2006) study found that the role of the advisory board in family businesses
is heavily geared toward resources provision. This could explain the greater relationship
between advisory boards and planning in family business, he argued. His study
suggested that advisory boards are a significant element in understanding strategic and

succession planning in family business.

It can be concluded from the above arguments that there is a great deal of ambiguity

about strategic planning for family firms. A good percentage of family businesses are
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not doing it while experts call for it and emphasize its importance. What is the input to
family business strategic planning? Who is involved? How much of the family and its
Issues are taken in? What is the role of the board?... etc. This research tried to shed
some light to help clear some of the ambiguity surrounding family firms’ strategic
planning. The following section discusses family business size and its relationship to

strategic planning.

2.7. Size of family business and strategic planning

Are all family businesses small? How does their size affect their strategic planning
practices? This section looks at the statistics of family businesses with regards to their
size and whether they do strategic planning or not.

Moores and Mula (2000) cited the Australian Bureau of Statistics (1997) to estimate
that 95% of Australian business enterprises were small. Davis and Harveston (1999)
said more than 98% of the 14 million businesses registered in the United States were
privately owned, and more than 80% were family businesses. Moores and Mula (2000)
noted that whereas many Australian small businesses were indeed family owned and
operated, not all family firms were small. Many of them become medium and some
even large enterprises. Among Fortune magazine’s top 500 U.S. companies, more than

one-third were family controlled (Moores and Mula, 2000).

A survey found that approximately half of all businesses were family businesses
(Moores and Mula, 2000). Researchers from several countries have noted that the
majority of small to medium sized enterprises (SMEs) were family owned (Donckels
and Frohlich, 1991; Daily and Dollinger, 1993; Cromie et al., 1995; Gersick et al.,
1997; Kotey, 2005). Also, family firms tend to have fewer employees than non-family
firms (Chua et al., 2004). It could be argued, therefore, that some family firms could be

classified in a smaller category because of the lower number of employees.

Moores and Mula’s (2000) study found the average turnover in family firms to be $10-

20 million.
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Rue and Ibrahim’s (1996) study of 128 small family businesses found that 59% of them
did do some form of planning. Gibson and Cassar’s (2002) study found more than 49%
of Australian Small Firms do plan and noted a 13% change from non-planner to planner
while less than 10% the other way round. Lema and Durendez’s (2007) study found that
smaller family businesses rated importance of strategic planning slightly less than
medium ones (2.92 vs 2.98 out of a scale of 5=very important) but not much less than
non-family businesses (3.30 and 3.33).

Rue and Ibrahim (1996) found that of the 59% who did some form of planning, 57%
cover less than two years which could be seen as more operational planning than
strategic planning. Over 80% of them engaged in some type of premising about the
future, where 97% prepared specific plans related to growth, over 93% prepared some
type of pro-forma financial statement, and over 70% utilized procedure for anticipating

or detecting differences between planned and actual performance.

Therefore, it can be concluded that the majority of family firms are in fact SMEs?.
Some of them are big and even in the fortune 1000. More than 50% of them, in general,
do some sort of planning. So, in spite of the fact that the majority of them are SMEs
more than half of them do some sort of planning. Hence, it can be argued that they are
not much different from non-family firms regarding the use of planning. In fact, this is
supported by Jorissen et al’s. (2005) findings.

The following section discusses the need for strategic planning for family firms.

20 Small and Medium Enterprises.
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2.8. The need for strategic planning for family firms

Planning and its influence?" is subject to intense debate and conflicting claims
(Mintzberg, 1994c). However, countless authors argued for the benefits of strategic

planning. The following are examples of these arguments.

Planning is an important function of management and should contribute to more
effective business management (Pennington, 1972). But in practice, Pennington argued,
planning has been a resounding and expensive failure. Yusuf and Saffu’s (2005) study
found that firms that do plan, do not necessarily experience increased performance
(except in the manufacturing sector). Hussey (1984) argued that it was generally
concluded that individual companies could do well without planning, but on average
those that planned did better than those that did not. Hussey (1984) noted that the
research proves beyond doubt that corporate planning can be beneficial, but does not
prove that it will always be beneficial in every case; for example, when it is badly

applied.

Steiner (1979) argued that strategic planning will not guarantee success, but most
companies will probably be better off with than without. He stressed the need to tailor

it to the unique characteristics of the company using it.

Yusuf and Saffu (2005) found that sophistication of planning will not produce
performance rewards (in certain environmental conditions such as economic decline).
Planning is an important managerial process that can lead to achievement of economic
objectives if used effectively (Phillips and Moutinho, 2000). However, it cannot be used
to predict company performance (Yusuf and Saffu, 2005). Veliyath and Shortell (1993)
found that planning alone is not the only key to higher performance; effective
implementation is also a necessary ingredient. Bracker and Pearson (1986) confirmed
the previous association between planning and firm performance. Perry (2001) found

that non-failed firms did more planning than failed firms.

21 See discussion in the following chapter.
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Scholars considered planning as a basic management function (Lu, 2002). It helps the
organisation to determine what should be done in logical steps. Entrialgo (2002) found
that the co-alignment between managerial characteristics and strategy has significant
success implications: the lower the alignment, the lower the organizational success. For
Simpson (1998a) the key element of success is to have an overall sense of direction.
Strategic planning has played increasingly important roles in developing formal
alternatives for improving organizational performance (Shrader et al., 1984). Well-
designed strategic plans provide an operational framework that allows the organization
to enjoy distinct competitive advantages, thus experiencing improved performance.
Ansoff (1965, p.115) concluded that for most firms the advantages of strategy will
outweigh those of total flexibility. However, each firm differs in its strategy

requirements.

Loasby (1967) argued that one of the motives for strategic planning is to understand
future implications of present decisions. Wilson (1998) thought strategies give
directions to navigate through the dynamic environment of business.

Bonn and Christodoulou’s (1996) study found that only 49% of the largest 100
manufacturers in Australia survived (and remained among the largest 100) what they
called turbulent time (between 1982 to 1993). Ackoff (1983) called for organisations to
engage in contingency planning to prepare for unforeseen events. Successful
organisations prepare for the changing environment with appropriate plans and actions
(Fazakerley, 2005). Malmlow (1972) called for developing different “what if” scenarios
to address uncertainty of future decisions. Allaire and Firsirotu (1989) thought “predict
and prepare” is essential but not sufficient because of uncertainty. Therefore, strategic
planning must help the firm shape its competitive environment and make it responsive
to unpredictable events. Fazakerley (2005) argued that uncertainty appears to be the
essential reason to engage in strategic planning. An alternative to planning is to proceed
blindly into the future.

Strategic Planning, Langley (1988) argued, assists in making better strategies through a
systematic logical approach. Hewlett (1999, p.26) suggested that “a strategic plan and
strategic planning process itself offers a competitive edge and enables a company to

measure achievements against expectations”.
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Hussey (1984, p.52) says Drucker®” has summed up the need for companies to plan for
the future: “But tomorrow always arrives. It is always different. And then even the
mightiest company is in trouble if it has not worked on the future. It will have lost
distinction and leadership. It will neither control nor understand what is happening.
Not having dared to take the risk of making the new happen, it perforce took the much
greater risk of being surprised by what did happen. And this a risk that even the largest

and richest company cannot afford and that even the smallest business need not run”.

It can be argued that the above is also applicable to family firms. In fact, some argued
that family firms’ survival depends on their anticipation and reaction capacity to
environmental challenges which depends on their management competitiveness (Lema
and Durendez, 2007)%. Therefore, family firms® strategy must adapt to the dynamic
environment. Others spoke more specifically about strategic planning and argued that it
is critical for family firms (Ward, 1988; Upton et al., 2001). It is also critical for growth
and performance (Upton et al., 2001)**. Some even went further to call for a well-
developed strategic plan for a firm to survive beyond the current generation (Buchholz
et al., 1999). Ward (1988) urged strategic planning in family business. He argued that
families that perpetuated their companies from generation to generation are rare. He
noted that firms who survived and even prospered had renewed or regenerated their
business strategies several times. Saffu and Yusuf (2009) called for managers to make
sure they have a planning process in their companies. Strategic planning provides a
framework for reconciling family and business issues and promoting open and shared
decision making (Ward, 1988). Schulze et al. (2001) found a positive relationship
between the use of strategic planning and the performance of privately owned, family

managed firms.

The above seems to indicate that strategic planning is important for family firms and
their survival. In spite of this, not much is known about strategic management practices
in family business®. Relatively little attention has been devoted to researching the
strategic challenges confronting family firms (Morris et al., 1997). In fact, this research

notes with great surprise that Cummings and Daellenbach’s (2009) extensive research

22 Druker, P. F. (1964) Managing for results. Heinemann.
23 Citing a Spanish reference (Camison, 1997)

24 Citing many authors.

25 See section 3.3 below.
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of the Long Range Planning journal and review for forty years did not mention anything
about strategic planning for family firms. Nor did the subject feature in their list of

future trends?.

If the above is saying that strategic planning is important for family firms and also says
that little is known about this area, one could justifiably ask: what is strategic planning
to start with and to what extent are family firms using it? The next chapter discusses

these issues.

2.9. Summary and conclusion

A range of definitions for family firms is being used as there is no agreed common
definition for them. The majority of family firms are in fact SMEs. There are
considerable intersections and interactions between the family and its business that
affect the way family business is managed. Family business strategies are very much
inter-related with the family itself. More than 50% of family firms, in general, do some
sort of planning. There is a great deal of ambiguity about strategic planning for family
firms. Succession, (family) governance and conflicts are some of the characteristics of
family firms that interact with their management and planning. Family businesses do

need strategic planning

This chapter introduced family business. It also defined family business in general and
for the purpose of this research. The chapter reviewed the literature and established the

need for strategic planning for family businesses.

26 See pp 256
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3. Strategic Planning

This chapter of the literature review defines strategic planning for the purpose of this
research. It looks at strategic planning models. Then it investigates strategic planning

for family firms as a literature gap.

3.1. Defining strategic planning

As it appeared, there is no agreement on a single definition of strategic planning. It is
only sensible to define what is meant by strategic planning in the context of this
research. It is completely out of the scope of this research to propose a new definition
for strategic planning. However, this research formulated a definition that is used in this

research as common understanding is needed.

Dictionaries have their definitions of strategic planning. In the Oxford dictionary?’
strategy is defined in two categories:

"1 a plan of action designed to achieve a long-term or overall aim." And in
military "2 the art of planning and directing overall military operations and
movements in a war or battle:."

(1)

While in Merriam-Webster?®, strategy has (among other definitions) two
simple definitions: "a careful plan or method" and "the art of devising or
employing plans or stratagem towards a goal."

Most definitions of strategic planning are concerned with long-term direction, type of
business engaged in, matching business to the environment, minimizing threats and
maximizing opportunities and matching activities to the resources available (McDonald,
1996). Thus, O'Regan and Ghobadian (2002b) concluded that strategic planning:

e Attempts to alter a company’s strength relative to that of its
competitors, in the most efficient and effective way.

27 Oxford dictionary online (http://www.askoxford.com/concise_oed/strategy?view=uk) (last accessed 25/04/2013)

28 http:/ /www.mertiam-webster.com/dictionaty/strategy (last accessed 25/04/2013)
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e Focuses on the direction of the organization and actions necessary

to improve its performance.

e Is a process to enable anticipation and responses to the

surrounding dynamic environment.

Johnson et al. (2005) defined strategy as:

... the direction and scope of an organization over the long term;
which achieves advantages in a changing environment through its
configuration of resources and competences with the aim of fulfilling
stakeholder expectations.

Mintzberg et al. (1998) stressed the continuation of the confusion of the understanding
of the word strategy. They attributed that to the different ways and angles of looking at

strategic planning. They defined strategy by five possible meanings:

i.  Aplan, direction or course of action for the future.
ii.  The course of action an organization has followed over the past.
iii.  Strategy can also be positioning of a product in a market; the
product meets the customer needs.
iv.  Strategy is a perspective in terms of the way an organization does ©)

business, the vision of the organization.

v.  Strategy is a ploy, a specific tactic in response to competition.

Each definition, they argued, adds to the understanding of strategy. Kassem (1989)
considered strategic management as the process of aligning internal organizational
capabilities with exogenous environmental contingencies. Kolbl et al. (2008) followed
the Oxford dictionary (2006) to define strategy as a plan for successful action based on
the rationality and interdependence of the moves of the opposing participants or as the

art of projecting and directing the larger military movements and operations of a
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campaign. Farjoun (2002, p.570) defined strategy from an organic perspective as “the
planned or actual coordination of the firm’s major goals and actions, in time and space
that continuously co-align the firm with its environment”. Bryson (2004, p. 6)?° defined
strategic planning as: “a disciplined effort to produce fundamental decisions and actions
that shape and guide what an organization (or other entity) is, what it does, and why it

30 «

does it”. Joyce (2000, p.3) listed two definitions for strategic planning: (1) “a process

that an organization can use to visualize its future and develop the necessary strategies

31«3 means to an end, a method used to

and operations to achieve that vision”; (2)
position an organization, through prioritizing its use of resources according to
identified goals, in an effort to guide its direction and development over a period of
time”. But Mintzberg and Waters (1982, p.465) opted for the typical definition of

strategic planning:

The determination of the basic long-term goals and objectives of an
enterprise, and the adoption of courses of action and the allocation of 4)

resources necessary for carrying out these goals.

McDonald (1998, p.457) stated that the strategic planning perception varies widely and
ranges from year to year financial/budgetary objectives to very elaborate processes. He
stressed that "strategies should relate to attaining sustainable competitive advantage".
So, for Porter (1997, p.17)*® “Strategy is about setting yourself apart from the

competition”.

A review of family business literature did not show clear attempts to look at the issue of
defining strategic planning from a family business point of view. For example, rather
than specifically using a definition for strategic planning, Ward (1988, p.108) referred
to strategic planning as “the process of developing a business strategy for profitable
growth”. He added this process should produce a plan. So, Ward (1988, p.108)

described strategic planning as a process that produces:

29 Draws on Olsen and Eadie (1982, p. 4)

30 Following Bushnell & Hauls (1992, p. 357)

51 Following Wilkinson & Monkhouse (1994, p. 16)

32 Following Chandler, A. D. Strategy and structure, Cambridge, Mass.: MIT Press, 1962.
33 Cited by Schrader (2002, p.11)
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a well-prepared strategic plan -usually written document- that spells out
specific steps to improve customer satisfaction, increases profit and
revitalizes and prepares the company for the next generation. The plan (5)
states mission, direction of future growth and describes programs that can

help achieve the growth and how to compete more effectively.

For Mazzola et al. (2008) strategic planning was an explicit and ongoing organizational
process that included several stages. They listed the different stages found in large

corporations but did not mention any specifics for family businesses.

Glaister et al. (2009, p.362) stated that “strategy is considered a deliberate planning
process (formal), initiated by top management (top-down), based on an elaborate
industry analysis (rational) and aimed at designing a cohesive grand strategy for the
corporation (consistency)”. Pearce Il et al’s. (1987b, p.658) definition of strategic
planning was “the process of determining the mission, major objectives, strategies, and
policies that govern the acquisition and allocation of resources to achieve

organizational aims”

The above definitions of strategic planning are only samples of the many definitions
available in the literature. Definitions 2, 3 and 4 are from the corporate sector
perspective while 5 was found in family business literature. Dictionary definition
(number 1) covers one way of defining strategic planning in the military which is out of

the scope of this research.

The literature pointed to differences between strategic planning of family and non-
family firms. Family considerations affect strategic planning in family firms (see
“family business and strategic planning” below). However, some argued that these

differences are mainly in the process rather than the content.

Succession preparation is an issue specific to family businesses. Only Definition 5
points to this issue. For some, succession consideration was one of the criteria for
defining a family business. However, this research argued against that (see “defining

family business” above).
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Considering the above, this research started from the “typical” definition of Chandler

(Definition 4 above) to define strategic planning as:

The process of: 1) determining the basic long-term goals and objectives of a
firm; 2) analyzing the environment; 3) selecting strategies and adapting courses

of actions; and 5) allocating resources necessary to carry out these goals in a

dynamic environment

Additions and changes to the Chandler definition are discussed below.

The word process is included in definition 5 above. It is essential to spell it out for the
purpose of this research. Hence, it is added to the definition.

The word firm replaced enterprise to be more suitable to family firms.

Analyzing the environment is an important step in the process of strategic planning. It

can be found implicitly in many definitions®*. For the purpose of this research, it is
made explicit as a major step in the process.

Adding “selecting strategies” is only to clarify that adapting courses of actions in the

strategic planning process (for this research) is associated with selecting

strategy/strategies.

Dynamic environment is a critical concept in the process of strategic planning as it is

carried out in a dynamic environment (a criterion found in definition 2 and 3) thus is
added to the definition.

The following section looks at strategic planning models.

3 In definition 3: “.. in response to competition” and in definition 1 “..anticipation and responses to the surrounding
dynamic environment”. Also in definitions of (Kassem, 1989), (Fazakerley, 2005) and (Kolbl et al., 2008)
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3.2. Strategic planning models

It is out of the scope of this research to talk about strategic planning models in detail.
This section gives examples of the available models. It covers some models for family

firm strategic planning and concludes with selecting a model to reflect its findings on.

Strategic planning formulation (procedures, steps or process) was presented by many
authors in a structured way called models. There are many models for strategic planning
(Lu, 2002).

Models are: “a schematic description of a system, theory, or phenomenon that accounts
for its known or inferred properties and may be used for further study of its
characteristics pattern *°. Scott (2008) argued that a model is a structured method of
thinking. It enables identification of the different parts of a complex process and how
they relate to each other. No model can describe a process exactly but it helps simulate

it. He listed some of the benefits of models as seen in Table 3.1.

Table 3.1 Benefits of modelling

Benefits of modelling strategic planning

1. Simplify its complicated process
2. Provide a structure
3. Actas acheck list
4. ldentify areas of disagreements.

5. Make sure that the necessary steps are not ignored.

Adapted from Scott (2008)

The strategic planning model can take various forms. Almost all of them are based on a
basic model (Mintzberg, 1994b).

s http://www.thefreedictionary.com/model (last accessed 23/04/2013)
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Craig and Moores (2005) investigated the use of the Balanced Scorecard (BSC) for
family business. They added a fifth perspective (familiness) to its four perspectives.
They attempted to highlight how family businesses could adapt a modified scorecard
(that includes the fifth perspective). Their work applied this modified scorecard to one
family and they reported that they were confident of the benefits they gained. However,
one could argue that applying BSC to family business this way is a retrofit. It modified
a tool that had been developed for non-family businesses to fit family business. This

methodology could work but it needs to be proved.

Sharma et al. (1997, p.1 and 3) proposed® what they called “a simplified model of the
strategic planning management process” in family businesses (Figure 3.1). As it
showed, the process is dynamic. The first step is to formulate goals. The second is to
formulate strategy to achieve these goals. The third is to implement the selected
strategies. At all stages alternatives are selected and evaluated. Decisions are then made
taking into account organizational performance. Evaluation and control should always
be in place to introduce adjustments where and whenever needed.

36 Based on the work of (Andrews, 1971; Hofer and Schedel, 1978; Schendel and Hofer, 1979)
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Figure 3.1 The strategic management process

Environmental opportunities and threats
Organizational resources and skills
Managerial values
Social responsibilities
Family interests

Goal Formulation Strategy Strategy Organizational
Formulation Implementation performance w.r.t:
Financial returns
Market Share Strategic Corporate governance Financial, market,
Risk planning process Organizational growth, and social
Growth Strategy content structure, goals
Social goals Social issues Evolution and change Family goals
Family goals succession Family business
culture
Inclusion of family
members
Intergenerational
issues

Sibling relationships

Strategy Evaluation and Control
Family culture
Family members involved
Non-Family managers involved

Family influence appears in boldface
italic

Adapted from Sharma et al. (1997)

Another way of looking at strategic planning for family business is the work of Carlock
and Ward (2001) and Ward (2004). Section 2.7 above presented some discussion in this

regard.
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Salman (2005) proposed a model of strategic planning for family business in Saudi
Arabia. The study first gathered what it called critical factors in the formulation of
strategic planning in family business in Saudi Arabia. Second, it developed the model to
address these factors and third tried to verify the developed model. The model was

based on the Carlock and Ward (2001) parallel planning model.

This research notes that models proposed and used for strategic planning of family
businesses have originated so far from non-family related literature®’. This is considered
a limitation that could be serious. These models did not originate from the fact that there
Is an involved relationship between the family and their business. So, for them to fit
family business needs, they were —at their best- injected with the issues of the family
and its relationship to and with the business. This research feels that a fresh look into
the issue is due; a look that originates from the relationship between the family and its
business. It is quite possible that a more suitable model could emerge. One that would
better meet planning requirements for both the family and its business.

In strategic planning literature there are many schools and versions of models for
commercial use. There are also those for military use as well as for non-profit
organizations. One can even find models for countries or industry (see for example:
Bar-Zakay (1981); Anthony (1985); Andrews (1987); O'Toole et al. (1989); Mintzberg
(1994b)*%; Hunt et al. (1997); Mintzberg et al. (1998); Roos and Victor (1999);
Schraeder (2002); and Bryson (2004)).

Schendel (1994) argued that it is unlikely that a single paradigm will be able to govern
the strategic planning field. This is not a weakness. Nor does it mean disagreeing on the
strategic planning but rather on the way to model it. In fact, each school or version

explains some different aspects of the process (Scott, 2008).

It is beyond the scope of this research to discuss strategic planning models and their
advantages and disadvantages. Nor does its scope include discussing suitability of those
models specifically for family firms. And as discussed above, there are differences that

affect the process and formation of strategic planning for family firms. So, for the

57 In spite of Carlock and Ward (2001) and Salman (2005)
38 Pages: 37, 41, 48, 50 and 51
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purpose of this research and as models help structural thinking, this research consulted
at least one of the available models to reflect its findings on. This methodology has been
used before in the research of family business®. One of the models well founded in
academia with potential for wide application in practice, is the Edinburgh Business
School Strategic Planning Process Model (EBS SPPM) (Murphy, 2011). It was
developed by Scott (2008) after Schendel (1994) for the purposes of the EBS Master of
Business Administration (MBA). It is a framework to integrate and analyse the inter-
relationships of core concepts of strategic management and planning (Murphy, 2011). It
is not intended to explain the success or failure of an organisation but to provide a
systematic approach to the analysis of strategic planning core components. The model
has been used as an educational tool for more than 13000 MBA graduates.

EBS SPPM model incorporates many aspects of several decades of strategic
management research. It has the potential for use across a wide range of business fields
since it provides a systematic approach to the process but at the same time is not
prescriptive in its application. The model can be used as a framework of analysis within
any organization whether the process is formal or informal. This is considered an
advantage of this model considering the debate between formal vs. informal planning.
The presence of a feedback stage in the model is considered a significant strength of
EBS SPPM given the dynamic nature of the environment. EBS SPPM makes it possible
to analyse the core components of the strategic planning process and at the same time
provides a mechanism for continuous feedback (Murphy, 2011). EBS SPPM augmented
process model*® lists many tools strategists can select from to fit their own organisation
or industry (Murphy, 2011). Murphy (2011) has a good overview of the components of
the EBS SPPM.

Considering the above mentioned strengths of EBS SPPM and others considered by
Murphy (2011), this research adapted the general purpose EBS SPPM to help produce
observations on family business strategic planning practices; in particular, its
augmented process model (Table 8.4) in Scott (2008). Each component of the
augmented model was investigated in each of the sample companies. The research

observations were largely based on these investigations. It is acknowledged that the

3 See Sharma et al. (1997) for example
40 See appendix 16

53



EBS SPPM is not accessible outside the EBS education circle; however, it is the
experience of the researcher, as well as may others, to have found it an excellent
educational tool. Further, reflecting findings on EBS SPPM does not at all rule-out other

models. In particular, Carlock and Ward (2001) was not ignored.

The following section shows that strategic planning practices of family firms is a
serious literature gap.

3.3. Family business and strategic practices: A literature gap

Bird et al. (2002) reviewed family business research in the 1980s and from 1997-2001
and found that though family business has been around for thousands of years, it was

only recently (1990s) when it was viewed as a separate academic discipline.

For example, the professional organization Family firm institute (FFI) was born in 1984
in the United States as the first specialized organization in family firms. In 1990, a
European organization was born: Family Business Network (FBN). Soon after, the
International Family Enterprise Research Academy (Ifera) was founded. In academia,
only recently (mid 1980s) has there been increasing interest in the family business field.
So, colleges, schools, organizations, courses, periodicals. etc started to emerge. This
interest was not limited to one region but rather spanned the world (Zidan, 2009). In the
field of refereed journals, the Family Business Review appeared in 1988 as the first (and
only) specialized journal for family business research. It remained so till recently when
the first issue of the journal of Family Business Strategy was shown in a conference at
Lancaster University (July, 2010). Also calls for papers for the new launch of Family
Business Management journal were distributed. Therefore, family business research is

still young and is not so common.

Dyer and Sanchez (1998) studied published articles in the first decade of Family
Business Review and identified 19 topics covered. The most dominant topic was
interpersonal family dynamics with 40 articles followed by succession with 34 articles.

Management of the firm received only 7 articles according to their classification. Other
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topics included: business performance and growth, consulting to family firms, gender
and ethnicity issues, legal and fiscal issues, and estate issues. Wortman (1994) found
that the largest number of studies of family businesses deal with succession. Zidan
(2009) stated that issues and challenges of family firms did not receive the required

attention.

Steier et al. (2003) affirmed that family firms received scant attention particularly with
respect to the development of theories. Strategic management for family business has
been overlooked even though it is considered an important area of research
(Fudmundson et al., 1999). Research on strategic planning practices of family firms is
sparse (Upton et al., 2001). This was confirmed recently by Lema and Durendez (2007).
Sharma et al. (1997) concluded that little is known about the process of strategy
formulation and content of strategy of family businesses. Craig and Moores (2005)

confirmed that conclusion.

One of the most important factors for the high rate of failure of family businesses is the
lack of future planning (Ward, 1988). Ward (1988) found an important pattern among
family firms who prospered: they renewed/regenerated their business strategies several

times over the sixty year (study) period.

Despite the perceived benefits of strategic planning, there was little or no research that
investigated the characteristics of family business that are related to the use of strategic
planning or the drivers that cause family business to engage (or not) in strategic
planning (Blumentritt, 2006). Sharma (2004) concluded that the majority of the studies
of family businesses are directed toward the individual or group level. Of 190 articles
published between 1996-2003, Chrisman et al. (2003) found only 3.2% were about
strategic planning. Zahra and Sharma (2004) called for listening to what business
owners, managers and others talk about and deal with on a daily basis. Rue and Ibrahim
(1996) noted with surprise that little empirical work examined techniques, tools, and
approaches to planning used in family firms in spite of the wide recognition of the
importance of planning for them. They examined planning practices of smaller family-
owned businesses —an area largely ignored in their view— and their results indicate
that planning practices of smaller family-owned businesses may be more sophisticated

than generally perceived. Zahra and Sharma (2004) called for scholars to endeavor to:
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1) understand what problems family business managers encounter, 2) determine the root
cause, 3) develop a range of strategies to manage the identified problems, and 4)
understand what strategies are more or less effective under different conditions and

why.

Understanding the changes family firms undergo over time is critical for their effective
management argued Gersick et al. (1999). So, understanding of family firms is critical
for practitioners. But understanding family firms is also important for even policy
makers** argued Shanker and Astrachan (1996). Therefore, this research shares the
views of Lussier and Sonfield (2004)** that understanding family business is important

to researchers and practitioners.

Brockhaus (1994) argued that the importance of strategic planning for family businesses
is abundantly clear. However, there is a lack of empirical effort on how family
businesses develop their strategic planning. Therefore, family business researchers need

to determine how family goals and strategic concerns are incorporated in their planning.

Little is known about how strategic decisions are made in family firms, argued Ibrahim
et al. (2004). They called for research to consider the family dimension and its impact
on the strategic making process in family firms. Westhead and Cowling (1998)
highlighted the need to compare strategic and competitive differences between family

and non-family businesses. Lema and Durendez (2007) confirmed this need.

Theorists have repeatedly argued that the strategic planning process of family
businesses significantly differs conceptually from the process and strategy of non-
family businesses (Ward, 1988; Harris et al., 1994). Wortman (1994) reviewed family-
owned business literature (1982 through 1991) and provided lists of research

possibilities in many areas. Steier et al. (2003) suggested addressing other points.

This research affirms that the presumed uniqueness of family firms and their

consequences should be high among research priorities.

41 For U.S. policy in this study. But the same argument can be applied to other parts of the world
42 And many others he lists
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To summarize:

Planning importance for family business is widely recognized (Rue and Ibrahim, 1996).
The strategic planning process for family business is different from non-family business
(Ward, 1988; Harris et al., 1994). The high rate of failure of family businesses could be
attributed to lack of strategic planning (Ward, 1988). Family firms who prosper
renew/regenerate their business strategies (Ward, 1988). There are many calls to study

strategic processes/strategy formations of family businesses.

3.4. Family firms and strategic planning in Saudi Arabia

Glaister et al. (2009) argued that much has been argued about culture and its impact on
management practices. Child et al’s. (2000) study confirmed differences in management
practices between Japanese, American and UK companies. Ali (1995) argued that there
is a general agreement among management scholars that there is no cultural-free theory

of management.

Hofstede (1993) stated that every country has something called management. But its
meaning could vary considerably. These differences root in history and culture. Thus,
he asked with surprise, how could one expect some country’s theories to apply
abroad?*® It should be proven rather than taken for granted. He defined culture as the
collective programming of the mind which distinguishes one group or category of
people (a nation, for example) from another. He further argued that culture at national
level is different from culture at organizational level. The former is fundamental and

acquired at childhood while the second is superficial and acquired at a later stage.

Welsh and Raven’s (2006) study suggested that managers and employees of family-
owned businesses in the Middle East behave in ways similar to those in Western
countries; however, there are differences, probably related to cultural characteristics.

Zidan (2009, p.14) noted that some western family businesses are not 100% owned by

43 See Hofstede (1993) for more on cultural differences
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the family while this would not be the case in most family businesses in the Arab World

where 100% ownership is a must.

Some called family business “Stealth Wealth” (Connolly and Jay, 1996; Gilding, 2000).
Many of them would avoid public appearances especially on the radar of tax agencies;
particularly in the Arab world, Gilding (2000) maintained. Welsh and Raven (2006)
stated that cultures in the Middle East are unique in many aspects. They argued that
authoritarian management is predominant in large organizations while consultative
methods prevail in other arenas. Davis et al. (2000) argued that, more than any other
area in the world, business in the (Arabian) Gulf is viewed as a way to enhance a
family’s social standing rather than as an impersonal, wealth-generating, market-driven
activity. Ali (1995) presented several social qualities and elements in Arab culture and
their organizational implications. In cultural aspects, Ali (1990) argued that there are
five factors that appear to be significant and affect management in the Arab world. They
are: 1) Islamic influence, 2) tribal and family traditions, 3) the legacy of colonial
bureaucracies and Ottoman Empire, 4) increasing recent contact with Western nations

and 5) government intervention and political constraints.

Welsh and Raven (2006) called for research to expand our knowledge about family
business and its cultural variations. In particular, they call for research to include Saudi
Arabia, Bahrain and UAE as there is a need to understand Middle East management
techniques and culture. Kassem (1989) affirmed that this knowledge gap is particularly
manifested in Arabia. Kassem (1989) called for addressing questions such as: how do
Arab organizations adapt themselves to their contextual environments? Do they plan
their future, or do they readily accept it? Are decisions made intuitively or rationally?

Incrementally or revolutionarily?

Glaister et al. (2009) argued that empirical evidence on strategic planning that compares
practices between companies from different countries is very limited, particularly
studies that examine the strategic planning processes of firms in a developing market
economy and those located in a transitional economy. However, management practices
are more affected by environment variables than by socio-cultural variables argued
Negandhi (19834, p.18).
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So, it can be seen that the effect of culture on strategic planning practices in the Middle
East is still to be uncovered. The detailed aspects of cultural differences and its effects
on strategic planning practices in the Middle East is beyond the scope of this research.
However, it has not been ignored. At least one of its aspects related to strategic planning

has been discussed.

Salman (2005) attempted to study the strategic planning process in family businesses in
Saudi Arabia. His research indicated that 86% of the sample did not have any organised
method of strategic planning. Therefore, only 11 firms did do some type of planning.
Further, four of the companies studied in detail did not have a strategic planning process
as classified by the research. Only one was classified by the researcher as having “well

established business planning systems...” (Salman, 2005, p.296).

Davis et al. (2000) looked at challenges facing family firms in the gulf region. They
concluded that more needs to be written about successful family companies in the

region for local companies to learn from them.

The above indicated that the identified knowledge gap includes Saudi Arabia and needs
to be addressed. To address this gap**, this research studied the strategic planning
process in six family firms in Saudi Arabia and produced notes/observations about
them. The results increased our knowledge of this segment and should help in

addressing an important gap in the literature of family businesses.

4 In spite of Kassem and Timmins (1988) who studied 7 family firms in Saudi Arabia in the fields of service, trade,
and manufacturing. Their study according to (Wortman, 1994) attempted to juggle traditional value system with
business objectives.
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3.5. Few attempts to address this gap: critical review

As established above, strategic planning practices in family firms is an acknowledged
gap in the literature (Wortman, 1994; Ibrahim et al., 2004; Salman, 2005; Lema and
Durendez, 2007). In fact, it is thought that this gap is too broad to be filled by a single
study.

There are few studies that have attempted to address strategy and its formulation in
family firms. Some of them were mostly concerned with strategic attitudes of family
firms. Others have tried to prescribe strategic planning for family firms. But it is not
known how family firms approach their strategic planning and how systematic their
approach is. There are at least 18 references® in this research exploring strategy

practices in family firms. The following table compiles some of their characteristics.

The following can be read from Table 3.2

¢ Quantitative (survey based) studies count for 50% (9 studies).

¢ Non-field research (expert reviews/opinion) counts for 17% (3 studies).

e Qualitative (case based) studies count for 39% (7 studies).

e One study (Salman, 2005) can be considered both quantitative and qualitative.

e Sharma et al. (1997) looked at the literature of strategic management of family
businesses.

e Three studies gave their results in terms of Miles and Snow’s classifications.

e Six of the studies above call for addressing “how” family firms are actually

approaching or practicing strategic planning.

4 Refereed reference.
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Table 3.2 Characteristics of relevant FF research

Reference Quantitative | Qualitative Miles Call for | Field
Listed by date (surveys) (cases) and How? | Study?
Snow
(Ward, 1988) No
(Kassem, 1989) Yes Yes Yes
(Harris et al., 1994) No
(Rue and Ibrahim, 1996) Yes
(Sharma et al., 1997) Yes No
(Gudmundson et al., 1999) | Yes Yes
(Upton et al., 2001) Yes
(McCann et al., 2001) Yes Yes
(Ibrahim et al., 2004) Yes Yes
(Lussier and  Sonfield, | Yes
2004)
(Salman, 2005) Yes Yes
(Craig and Moores, 2005) Yes
(Kreiser et al., 2006) Yes
(Blumentritt, 2006) Yes Yes
(Craig and Moores, 2006) | Yes
(Lema and Durendez, | Yes Yes
2007)
(Mazzola et al., 2008) Yes
(O'Regan et al., 2010) Yes Yes

Compiled from shown resources

Quantitative (Survey) based research is more suitable to answer who, what, where, how

much and how many (Yin, 2003). All 9 survey based studies listed above fall into this

category. Therefore, they were not directed towards answering how family firms

approach strategic planning. They were more concerned with characterizing family firm

strategies, mostly looking at the “what” questions about strategies.

The nine quantitative studies did provide many insights into family firms’ strategy. But

they did not attempt to answer a very crucial question: “how is strategic planning being

practiced in family firms?”” Understanding how family firms practice strategic planning




is crucial. This study believes that such insight is a prerequisite for any serious advice to

family firms in the field of strategic planning.

A more suitable research to answer questions such as “how” and “why” is the
qualitative case studies research (Yin, 2003). There are 7 studies in the above table that
fall into this category. Unfortunately, all of them fall short of answering “how” strategic
planning is practiced in family firms. The following discusses each study from this

perspective.

Kassem (1989) tried to answer ”how strategic decision are made in Arab organizations”.
The study included 18 cases and used semi structured interviews. This methodology
seems suitable to answer the research question of “how”. However, the study ended up
classifying family firms’ strategic decisions in Miles and Snow’s classification
(Defender, Reactor, Analyzer and Prospectors). These results, one could argue, tell us
the type of family firm decision rather than “how” they arrived at it. Therefore, how

family firms approach strategic planning is still to be addressed.

Sharma et al. (1997, p.3 and 17) proposed what they call “a simplified model of the
strategic planning management process” in family businesses (Figure 3.1). They used
this model to highlight different areas to be studied by researchers. They called for
studying these issues highlighted in the model in order “to achieve the primary goals of
business research: the improvement of management practices and organizational
performance”. So it was never proposed as a solution to the acknowledged literature

gap but rather it affirmed it and proposed to address it through this framework.

Ibrahim et al. (2004) started from the assumption that family firms’ strategic decisions
are different from non-family firms as they are influenced by family interests. They
studied two firms in their third generation and looked at their strategic decisions from
their first generation. The study focused on the influence of the family on three areas of
strategic decisions: (1) impact of intensive grooming on strategic decisions; (2)
influence of family interest on strategic decisions and (3) the limited family
involvement. The study increased our knowledge on “how” (or rather why) some

decisions are taken, but in a very limited space (influence of family and only in three
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areas listed above). Much more needs to be uncovered on how family firms approach

strategic planning.

Salman (2005, p.165) attempted to “study the strategic planning process carried out in”
family businesses in Saudi Arabia while its main objective (Salman, 2005, pp.1, 166)
was “to define a model of strategic planning process” of family business*®. Though
some interesting points were uncovered for this company, the research did not present
enough information to clarify the entire process of their strategic planning. For example,
what strategic tools were used and how? What is being planned and how was that
planning arrived at? It can be argued then, that there is still a lack of knowledge about
strategic planning practices in family firms in spite of this attempt. Further, his research

called for more work to be done on the family owned firms.

Kreiser et al. (2006) looked at how family firms vary in different cultures with regards
to their growth strategy. The study presented its findings in classifications of actions
into: internal; external; opening; and closing. Therefore, the research did not focus on
how strategy was formed or its process. Mazzola et al (2008) looked at the strategic
planning of family businesses as an education tool for the following generations. Their
purpose therefore, was not to find out how the strategy is formulated.

O'Regan et al. (2010) recently attempted to study strategic thinking in family
businesses. Their research question was: what strategic thinking takes place within
family businesses, and what form does it take? They also looked at differences between
2" and 3" generations in this respect. They found that the majority of family firms do
tend to plan for the future in terms of key performance objectives. But maybe they do
not call it strategic thinking. The study however, did not show how family firms
actually came to these objectives or how this planning was actually formed. So, the
research found a trend of “what is being done” but did not show us “how it is being

done”.

46 In Saudi Arabia
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So, there are attempts to look into strategic planning practices in family firms. In spite
of these attempts, there is still a lot to be learned. For example: How do they practice
strategic planning? How systematically?

Craig and Moores (2005) tried the Balanced Scorecard on a family firm using action
research. This was one of the attempts to use existing tools and apply them to family
firms. Another attempt was by Carlock and Ward (2001). Their model called for
planning for the family and the business in parallel. There are at least three issues that
could be raised about these two attempts. First, it is thought that its formulation
preceded our comprehension of family firms and how they operate. As confirmed by the
literature, our knowledge and understanding of family businesses is very limited. So,
one could argue against prescribing a solution before understanding the problem.
Second, the model is an extrapolation of tools and models that were originally designed
for non-family firms. Then, family firms’ issues were fed into it. This kind of retrofit
could work in simple variations of the original model. However, care must be taken
when the variation is conceptually different such as the case of family and non-family

businesses. Third, the model has not been empirically tested.

Salman (2005) tried a further step. His study took Carlock and Ward’s (2001) parallel
planning model and injected into it the critical factors in the formulation of strategic
planning in family business in Saudi Arabia. This methodology can be thought of as a
two-step process. The first step was the formulation of a generic strategic planning
model for family firms*’. The second was to derive a model for a specific region or
culture®®. One could argue for the second step in the work of Salman (2005). The
derivation of a model for a specific region or a culture could be very reasonable by the
methodology used. However, the problem lies in the validity of the model underneath:

the parallel planning model.

Taking existing tools that are developed for non-family businesses and modifying them
to fit family firms is a prejudgement. This research believes that this methodology is a
rather limited view of family firms. It can be argued that the work of Craig and Moores
(2005), Carlock and Ward’s (2001) and Salman (2005) are prescribing a remedy before

47 Which is the Carlock and Ward (2001) parallel planning model in this case.
48 Which is Saudi Arabia in this case.
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fully understanding the problem. It is believed that we ought to understand family firms

first. Then, we can offer them advice.

This study is a step in this direction. It is hoping to contribute to the understanding of
family firms. Its aim is to look into how family firms (in Saudi Arabia) approach and
practice strategic planning. The resulting observations could be picked up by other
studies for deeper understanding and possible generalization. The following section

covers the research framework.

3.6. Research framework

Considering the above, this research argued that a broad knowledge gap exists in family
business strategic practices. Figure 3.2 was compiled to help understand this gap. It
shows that non-family-business strategic planning is normally based on the current
strategic planning literature and its knowledge base (the four blocks on the right). The
business would normally consider the current environment and draw on the available

knowledge (tools etc) to devise its strategic plan and implement it.

But, in family business, many would consider other complications. For example, family
business is actually a part of a more complex family-business-system. This system
comprises the family and its business. The two parts influence each other quite
considerably. The influence comes from many sources such as emotions of family
members, conflicts between them...etc. This influence, many argue, makes family
business strategic planning very much different from non-family businesses. But how

different? The literature does not tell us much. In fact, this is an acknowledged gap.

In non-family businesses, strategic planning of a business has a direct one to one
relationship with the business. But in the case of family business, strategic planning of
the business could also be related or influenced by the family and/or the family strategic

plan. But how? How much? This is quite a vague area.
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In summary, family business strategic planning processes and how they relate to the
business, the family and the family-plans is considered a literature gap. This research
therefore, aimed to contribute to the knowledge base by trying to understand aspects of

strategic planning processes of the family businesses.

The limited research on family firms’ strategic planning affirmed that family firms do
some form of planning. They also listed potential benefits to family firms. But we still

do not know how they actually approach strategic planning.
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3.7. Summary

Strategy is a very complex process. It is thought that everything is relative to strategy. It
takes place in a very dynamic environment and as such is very dynamic. There are at
least three approaches to strategy and there is no agreement on a single definition of
strategy. Models are used to simplify the strategic planning process. There are many
models for strategic planning. Strategic decision making is a problem area for scientific
research and scientific methods cannot be applied to strategy. There is a need to find an
understanding and terminology in order to have a logical discussion within senior

management.

Strategic planning is critical to family firms. There is a noticeable gap in knowledge
about strategic planning in family firms. There are calls to research Arab and Middle
East areas including Saudi Arabia. Saudi Arabian family firms’ strategic planning is an
under researched area. This research aimed to increase our knowledge about this part of

the world.

68



Chapter 4

Research
Methodology



4. Research Methodology

This chapter explains the methodology that was used for this research. It also shows the
methodology used in the literature to fulfil similar aims. Sampling techniques, data
collection, and data analysis were reviewed. The selected methodology has been used
successfully in a pilot study and thus was used in the main research.

4.1. General

Kolbl et al. (2008) followed the dictionary (Oxford University Press, 2006) to define

methodology as:

a systematic classification or procedure with the use of suitable techniques for

studying and analysing directions and implications of empirical research.

In the Oxford dictionary, research is: “.. the systematic investigation into and study of

materials and sources in order to establish facts and reach new conclusion*

Fazakerley (2005)*° adapted research as:
o “...aprocess of inquiry that adds knowledge of a phenomenon”
o “...a systematic, careful inquiry or examination to discover new information or
relationships and to expand/verify existing knowledge for some specified

purpose”.

o Concerned with problem solving; investigating relationships and building on the

body of knowledge.

4 http://oxforddictionaries.com/view/entry/m_en_gb0703100#m_en_gb0703100
50 After (Smith and Dainty, 1991)
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Organizational research has two basic perspectives: qualitative and quantitative. There
is considerable debate in the literature on qualitative vs quantitative methods that dates
back to the 19" century. The researcher must select the appropriate method that suits his
research (Fazakerley, 2005). Flyvbjerg (2006, p.242) stated that: “Good social science
is problem driven and not methodology driven in the sense that it employs those

methods that for a given problem, best help answer the research questions at hand”.

Denzin and Lincoln (2005, pp.3-4) defined qualitative research as: “a situated activity
that locates the observer in the world. It turns the world into a series of representations,
including field notes, interviews, conversations, photographs, recordings, and memos to
the self. It involves an interpretive, naturalistic approach to the world. This means that
qualitative research studies things in their natural settings, attempting to make sense of,
or interpret, phenomena in terms of the meaning people bring to them. It involves using
case study; personal experience; introspection; life story; interview; artifacts; cultural
texts and productions; observational; historical; interactional; and visual texts. It hopes
to get a better understanding of the subject matter at hand ”. Qualitative techniques are
based on the interpretation of non-numerical data and can provide meaning to human
behaviour (Fazakerley, 2005). Since this research was trying to study family firms’
approach to strategic planning and interpret their actions/decisions, in this regard,
qualitative techniques seemed a suitable method to answer the research question.

Case studies are preferred when answering “how” and “why” questions. They are used
when the researcher has little or no control over events and the focus is on
contemporary phenomenon (Yin, 2003). Yin (2003) argued “the distinctive need for
case studies arises out of the desire to understand complex social phenomena”.

Studying managerial processes is one of the applications for case studies (Yin, 2003).

In Merriam-Webster’s online dictionary®*, case study is defined as:
“an intensive analysis of an individual unit (as a person or community) stressing

developmental factors in relation to environment ”

Yin (2003, p.11) saw case study as: “An empirical inquiry that

51 http://www.merriam-webster.com/dictionary/case%20study (last accessed 23/04/2013)
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e Investigates a contemporary phenomenon within its real-life context, especially

when

e The boundaries between phenomenon and context are not clearly evident.”

As usual, it has its advantages and disadvantages (Yin, 2003). In comparing case studies
with statistical methods, Flyvbjerg (2011) listed some of the strengths and weaknesses
of case studies. The strengths included: depth, understanding of context and process and
fostering new hypotheses and new research questions. The weaknesses included:

statistical significance often unknown or unclear.

Table 4.1 was compiled to show that the characteristics and capabilities of case studies

match the requirement of this research.

Table 4.1 Capabilities of case study methodology

Case Required
Capability / characteristic study in this

capable | research
Addresses “how” question Yes Yes
Deep understanding Yes Yes
Applicable for studying managerial process Yes Yes
Used to understand a complex social pheno