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FROM THE DINNER TABLE TO THE BOARDROOM: THE
EFFECTS OF NEPOTISM ON FAMILY BUSINESSES
BY
Gina M. Finelli
ABSTRACT

This study explores the consequences of nepotism on family businesses and their
members from a sociological perspective. Through case studies of 18 privately-own
family businesses in the greater Baltimore-Washington metropolitanthieeesearch
investigates the conditions under which nepotism is beneficial or problematie for t
family business. More specifically, it addresses the role the structuceiunc of the
business plays in developing nepotism practices, and how these practices affect the
interpersonal relationships of multiple generations of family and nonfaneitgbars, the
success of these members, and the overall success of the business.

The case studies included quantitative data elicited from self-adm@aister
guestionnaires and qualitative data extracted from in-depth interviews with
founder/senior family members, junior family members, and key nonfamily nmiembe
from each firm. The survey provided data on the structural and cultural enestesg of
the firm, policies and procedures in regard to nepotism, and information regéling t
statuses and roles of its members. However, because the sample sizeasas uatie

enough to produce meaningful statistical analyses, only frequency ctatistie



generated. While this indicates a slight methodological shift, thedstitand actions
(interpersonal relationships) of members of the family firm as sdha “informal
organization” were always intended to be the foci of the research. To complment t
evidence gathered through the in-depth interviews and survey, data were also drawn from
observations, texts, documents, and artifacts including company manuals, organizationa
charts, genograms, and human resource policies and procedures.

Although nepotism tends to have a negative connotation in American culture, the
empirical evidence from this research implies that nepotism in itself iamerently
negative or positive but that the outcome is dependent upon nepotism policies and
practices. While both negative and positive consequences surfaced in the data, the
findings suggest that equity, not necessarily equality, is essential tongnsositive
outcomes for the family firm. This supports previous literature which is basediprima
on anecdotes and commentary of individuals involved in the field of family business.
The data on the transparency of these policies and practices were inconstusnaze
research is necessary to fully understand the conditions under which nepotism is

beneficial or problematic for the family business.
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CHAPTER 1

INTRODUCTION

Statement of Problem

Embedded in the social structure of American society, the practice of nepotism in
business has been widely debated because it conjures up attitudes that conftmtewith
cultural values such as individuality and equality. However in family bssjnehich
makes up 87 percent of all businesses (U.S. Census Bureau 2002c), nepotism is not only
expected but necessary for its survival. As a result, this conflict in vahaethe
necessity to practice nepotism has a tremendous impact on the family, $usitks
employees of family firms.

Some claim that nepotism is problematic and impedes the success of the business
(Kets de Vries 1993; Hayajenh, Maghrabi, and Al-Dabbagh 1994; Yeung 2000), while
others suggest that nepotism has tremendous benefits (Danco 1982; Molofsky 1998;
Nelton 1998). However, | contend that nepotism in itself is not inherently negative or
positive to the family business, that the outcome is dependent upon nepotism policies and
practices. | argue that family businesses can avoid negative outcomes cfmegti
ensure positive results by implementing nepotism policies and practicesethatlar
open and fair.

Therefore, the purpose of this study is to explore the consequences of nepotism

and nepotism practices on family businesses and their members. In keepirgswith t
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purpose, this research addresses the following overarching query: Undeomndiibns
is nepotism beneficial or problematic for the family business? To atisisejuestion,
this study examines the following: What role does the structure and cofitiine
business play in developing nepotism practices? How do nepotism and nepotism
practices impact the interpersonal relationships and success of menthersaofily
firm? Furthermore, how does this affect the overall success of the busiseddihally,
in applying this knowledge, this study discusses how one can best developmepotis
policies and practices that benefit the family, the business, and alhoéitbers.

A triangulation of theory and methodology is utilized to explore these research
guestions. Interpretive and multivariate arguments are presented albrsyippbrtive
literature that is both multidisciplinary and interdisciplinary in scope. Abooation of
self-administered questionnaires and in-depth interviews are used tda&técthat are
both objective and substantive, and these methods are enriched by secondary data
relevant to family business. | believe that through further examination alydesaf
the literature, relevant theory, and the collected data, it will become ethdeibe
effectiveness of family businesses and the success of its members cahdshieyed

through both open and fair nepotism policies and practices.

Significance of Study

Nepotism, generally referred to as the practice of hiring family mesna#ects
all types of family and nonfamily businesses, yet it is considered one lebtestudied
and most poorly understood human resource practices (Vinton 1998). The majority of

research on nepotism has taken a narrow approach concentrating on the presence or
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absence of nepotism policies, but few have examined the impact these piaatie®n
members of family businesses and the long-term value of the firm (Vinton 1998). The
purpose of this research is to expand our understanding of the consequences of nepotism
and nepotism practices on family businesses and its employees, as welloasd® pr
insight on how to best develop nepotism policies and practices that benefit the tlaenily,
business, and its members.

Without nepotism, family businesses cannot continue to exist. Family, by
definition, implies the presence of more than one member. Therefore, even thetbroade
definition of family business requires the formal or informal involvement of rtinane
one family member, not necessarily concurrent, in the business. This is not to suggest
that all businesses with multiple family members are considered family, rather it
implies that without the involvement of more than one family member, a business could
never be identified as a family business. Furthermore, without the continued
participation of a family member in the business, the firm ceases to xsamily
business. Thus, nepotism is both inherent and necessary for the survival of family
business. Studying the effects of nepotism on family business is importanthenc
existence of family firms is dependent upon the presence or absence of nepgotsm
how businesses approach and carry out nepotism practices may impact the suttvesal of
business. Therefore, by studying the effects of nepotism on family finresesearch
will be contributing vital knowledge that may help prevent the breakdown of firms and
increase the sustainability of family businesses. But why should peoptaberned

with the perseverance of family businesses?
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Family businesses are an integral part of the economic and social systems
society. They are significant not only because they are in abundance, but alssebec
they affect the economic and social stability of the United States, aasatbk stability
of the family, and quality of life among individuals involved in family firms. Accogdi
to broad estimates, 80 to 90 percent of all business enterprises in North Ameerica a
family-owned (Shanker and Astrachan 1996). InShevey of Business Ownegs,
percent of all businesses reported being family-owned (U.S. Censusi B0&2c).
Furthermore, in the United States, it is estimated that family busiressasnt for as
much as 78 percent of all new job creation (Shanker and Astrachan 1996), 62 percent of
employment, and 64 percent of the gross domestic product (Astrachan and Shanker
2003).
Family businesses have also contributed to the social stability of the Utated S
in other ways. For example, in the past and today, immigrants often turn to
entrepreneurial activities as a means for integration and upward mabilitg United
States (Waldinger, Aldrich, and Ward 1990). Furthermore, entrepreneuriali@gtivit
whether initiated by immigrants or natives, typically rely on either &on informal
assistance from other family members since the survival of the familyhargpiality of
life of its members is dependent upon the success of the business. Thus, family
businesses also affect the stability of family and the quality of life ofichaals involved
in family businesses.
In addition, a case can be made for the importance of this study to policy makers
and government officials since family businesses “represent a subgpantiah of the

U.S. economy and have a massive impact on economy as a whole" (Astrachan and
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Shanker 2003:217). By understanding the consequences of nepotism and nepotism
practices on family businesses and learning how to best develop nepotism poticies a
practices, it may be possible to increase the vitality and sustainabifaynily
businesses. And increased vitality and sustainability of family firms notemlgfits
those affiliated with the business, but also positively impacts the econathibeing of
the communities in which these businesses operate. For example, family l@ssiness
employ members of the community, pay local and state property taxes and flezese
as well as utilize the services of other businesses in the area such ati@as st
restaurants, and shopping facilities. And this in turn elevates the importancelypf fam
businesses to policy makers and local government officials.

Surprisingly, sociologists have paid family businesses little attention. Upon
numerous searches, | have found only a handful of articles appearing in sodiologica
journals that have even mentioned family businesses. And although both family and
work are common subjects in the realm of sociology, and countless studies exist on
family dynamics, organizational behavior, and self-employment and econarilityn
for minority groups, interest in the study of the family business itself appzae
lacking. This is astonishing, considering the preponderance and impact of family
businesses on American society. While some applied sociologists have takemhotic
the research and consulting opportunities available in family firms, most iofténest in
family businesses has been dominated by academics in the business sectan@dDye
Sanchez 1998). Sociology may be recognized as a major contributor to the field of
family business, but sociologists have done little to continue its growth. And iteis tim

for this to change.



By studying family businesses and nepotism, this research contributes to
numerous subfields within the discipline of sociology. For example, family bssges
clearly relevant to scholarly research on organizations, occupations, and work.
Understanding how nepotism policies and practices are developed and theleffaxts t
policies and practices have on family firms, the occupational roles and bahatvior
members of such firms, and the dynamics of work may provide insight into yplesrdf
organizations. This research could also be of assistance in understanding family
structures, culture, and practices as well as the relationship betweenizhensotutions
of family and work. Other branches of sociology that could benefit fromrotsen this
subject matter include international migration, culture, ethnicity and racdegend
aging and the life course. For example, the role family businesses ey |
incorporation of immigrants in receiving societies is of interest to studieseohational
migration. Understanding the symbolic meaning of nepotism within and outside
American society and its relationship to social behavior would be of interest to the
subfield of the sociology of culture. And of course, the implications of the ethnicity,
race, gender, and age of members of family firms could provide a plethora of knowledge
to sociologists concerned with the effects these factors have on various stitugions.

In summation, this study is significant because it seeks untapped knowledge that
is invaluable to members of family businesses, their advisors and consultamqslieynd
makers and government officials. Studying family businesses is impadaonly
because they are in abundance, but because they affect the economic andbiityal st
of the United States, as well as the stability of the family, and qualityeadflif

individuals. By increasing our understanding of nepotism and its consequences, this



study provides insight for developing policies and practices that will hemefihelp
sustain family businesses. And finally, by expanding the knowledge of s¢holars
advisors, consultants, and businesses, this study also advances the rehatitddyts
growing field of family business research and increases awarenesfigid among

sociologists.

Standpoint

According to Shulamit Reinharz (1992), the concepts of subjectivity and
objectivity do not have to be in opposition, they can be bridged by using the stance of
acknowledging the researcher’s position. Therefore, to bridge that gap #aisches
begins by identifying the writer’s position in the social world.

| once saw a bumper sticker that read, “Avenge your children; give them dll equa
shares in your business!” And if | was not part of the third generation of a familgd
and operated vending business, | do not think | would have really understood the satire of
that expression. | am a single, white woman in my early forties whocafteful
consideration joined my father, brother, and mother’s brother full-time in the/fami
business over ten years ago; and who after careful consideration, leftittesbdadmost
four years later. The business as well as the vending industry is predomindetlgmda
this factored greatly in my experiences in the business. My mothers, fathltalian
immigrant, along with the help of his son, and my father, also an Italian immigrant
started the business over forty years ago. My father and uncle curremti{eape
business with shares divided equally between the two families. And although I am no

longer a visible owner of the company, | remain a private stockholder in the busidess



will always be a part of the family. In a sense, | am what Mannheim cdlfezka

floating” intellectual (Merton 1972) in that | am both an insider and outsider tdyfami
businesses. This is relevant because sociological understanding involvexa béla

both insider and outsider traits—the ability to gain access and comprehend thengbcial a
cultural truths of a particular group while at the same time having the aobility t
objectively understand that group (Merton 1972). My status is significantdeeta

reflects the lens from which family businesses are viewed and the lensforgéarch.
Thus, identifying my position not only reveals my biases to the reader, but also bridges

the concepts of subjectivity and objectivity.

Scope and Limitations

There are a number of items that limit the scope of inquiry in this study. rEhe fi
one deals with conditions related to the selection of firms. To properly address the
effects of nepotism it was necessary for participating family bsseseto meet certain
criteria. Therefore, participation in this study was limited to farfiviblgs in which
ownership was held by one or more family members, the majority of voting caaisol
in the hands of a member or members of the family, major operating decisionsrand pla
for leadership succession were influenced by family members gcsiealing in
management positions, and there was active involvement of multiple generatient D
these constraints, few minority and women-owned businesses qualified foudlyis st
since those businesses were less likely to have been established |agiyagmto fully
satisfy the criteria. And although the size of firms varied, the crisds@made it more

likely for firms that had between ten and 250 employees to qualify. Thug,tsmal



9
medium sized family businesses were the focus. Due to limited resthiscssidy only
included select family firms located in the greater BaltimorefWagon metropolitan
area. However, these firms are diverse in industry.

In addition, there are some characteristics included in the conceptual frdmewor
of this study that are explored but are not the focus of this research. Even though the
structural and cultural characteristics of the family businesseseartifield, the sample
size was not adequate enough to produce meaningful statistical analysesor&har
discussion of the statistical significance of the relationships betwesa variables and
nepotism policies and practices is not included. Member success and the sutteess of
business are also incorporated into the conceptual framework. Howevegubef this
study is on the impact nepotism has on interpersonal relationships because it would be
difficult to fully assess the success of members or the business witmalutoting a
longitudinal study and also comparing situations in which nepots or nonfamilpengm
stayed in the family business with those in which nepots or nonfamily members left.

It should also be noted that this research does not intend to study other personnel
issues besides those related to nepotism nor does it intend to research nepotisn policie
and practices in nonfamily firms. And finally, the theoretical persgesctsed in this
study are limited in name but not necessarily content to those familiar toogistiel
since this work comes from a sociological perspective.

In addition to the items that limit the scope of inquiry, there are also some
constraints on the generalizability and utility of the findings resulting trendesign and
methods used to conduct this research. Due to a lack of a sampling frame and the

subsequent use of non-probability sampling design in this study, as well ated limi



10
accessible population of family businesses and difficulty in obtaining parttsipghe
sample size is small and the findings focus on qualitative data. As a resultymut &te
made to generalize findings to the larger family business population. Insteasl athis
exploratory study that attempts to provide a greater understanding of the mapatism
has on family and nonfamily members of family businesses by revealingasdhee

intricacies that occur and patterns that develop when nepotism takes place.

Organization of the Study

The dissertation is organized into nine chapters. This chapter provides an
introduction to the topic and includes a statement of the problem, rationale for the study
the standpoint of the researcher, and the scope and limitations of the research. 2ZZhapter
reviews the evolution of organization and labor research and provides a theoretical
framework for studying the effects of nepotism on family businessesth&beetical
framework includes a discussion of four major sociological theories—structural
functionalism, conflict, symbolic interactionism, and rational choice theapgsach
may be used, at least partially, to help understand and explain the effects ohmepotis
family businesses. Chapter 3 provides the conceptual framework for thicheskar
includes a review of relevant literature on family businesses and nepotisri as we
definitions of these terms. It also offers a conceptual mapping of théleariacluded
in this research as well as guiding principles. This is followed by Chapteich w
outlines the research methods used to conduct this study. This chapter includes
information on the instruments used to collect data, variables and measurements,

sampling design and data collection, and data analyses.
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The next four chapters present the empirical findings. Chapter 5 describes the
structural and cultural characteristics of the firms and provides a céotexploring the
conditions in which nepotism may be beneficial or problematic for the familgpdsass
Chapter 6 provides data on policies and practices related to nepotism and member
perceptions about these practices. Chapter 7 follows with an assessment oflitye equa
and openness of these policies and practices. And Chapter 8 provides a window to the
formation and perception of these practices as well as the perceptionk ofleaaupon
the nepots’ entrance into the family business. Together, these chapters msigtate
into how nepotism and nepotism practices impact the interpersonal relgignsghich
in turn impacts the success of members, and ultimately the overall sattdess
business. And this provides a platform for understanding the conditions in which
nepotism is beneficial or problematic for the family business. To apglktiowledge,
Chapter 8 concludes by discussing some suggestions for developing nepatigs pol
and practices that benefit the family, the business, and all of its menitherginal
chapter, Chapter 9, synthesizes and discusses the empirical and theoretibaiticorst

of the study and considers directions for future research.



CHAPTER 2
THEORETICAL PERSPECTIVES

This chapter reviews the evolution of organization and labor research and
provides a theoretical framework for studying the effects of nepotism oryfamil
businesses. The literature on organizations and labor is diverse, transcendseBscipli
and continues to evolve. Itis fraught with two competing ideologies—one emphasizing a
macro approach where surveys are used to test hypotheses and researcharg avoid a
links to practice; the other taking a more applied approach, focusing on small-group
interactions and informal networks to understand patterns of relations through
observations and in-depth interviews. Although this oversimplifies the matter, it is
precisely this dissonance that has led to the broad theoretical framewsshtpcein this
chapter. Four major theories—structural-functionalism, conflict, symbolic
interactionism, and rational choice theory are all described and used to helpantters
and explain the effects of nepotism on family businesses. All four theoriedearant
since each may be utilized, at least partially, to accomplish this goal. dugoo Lewis
and Kelemen (2002) it is not necessary to conclusively choose one theoretigatipess
over another. They believe that using multiple models in combination may foster the
development of a more relevant and comprehensive theory and actually strengthen the
understanding of a given subject matter. However, with that said, there is oo&cappr

that overshadows the rest.

12
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In this study interpretive arguments guide the research and the underlying the
is structural-functionalism. This means that the attitudes and actions (iatergle
relationships) of members of the family business as well as the “inforgeatiaation”
are the foci of the research. Therefore, identifying patterns through inidéegtviews
and observations is the primary goal. However, to better understand thesesieilas
and the effect nepotism policies and practices have on them, it is also netestaly
the formal organizational structure of family businesses. To accomplisbuhisy
research is conducted. My research approach is consistent with previaushrese
conducted in the field. Both Studs Terkel (1975) and Rosabeth Moss Kanter (1977) used
a structural framework to study the informal networks and attitudes andsofi
members in the workplace. And in that same spirit, proponents of what has become
known as “organizational democracy,” have studied the structure of organizatioas whil
emphasizing the viewpoint of the individual and their well-being within the orgamzat
By combining survey and field research, and integrating interpersonamsland
informal networks with formal structures in family businesses, a suitablerfying
framework for studying the effects of nepotism on family business has bestnucted.

Organizations and Labor:
The Evolution of a Field

Since its inception, sociology has recognized the value of studying organgzati
and labor to help better understand human society and social interaction. For example,
Emile Durkheim’s first major work and doctoral dissertatibne Division of Labor in
Society([1893] 1984) focused on the increasing specialization of labor that evolved with

the onset of the industrial revolution. Karl Marx's theories of economics were based on
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understanding the ways in which work is organized and its effect on the labor @Emodess
human behavior. And Max Weber made significant contributions through his research on
formal organizations and bureaucracy. However, early theories of organszatid
labor were not confined to sociologists; they also had managerial roots.

Like the theories that developed in sociology, industrialization and the growth of
complex large-scale organizations also gave rise to the theory of scieraifagement.
This approach, developed by Frederick W. Taylor in the early 1900s, sought to increase
productivity and performance by simplifying and coordinating the action®ans.
According to Taylor (1911), this entailed four elements—the scientific mareagerh
tasks; the scientific selection, training, and development of the worker; cbopera
between management and the workers; and the almost equal division of work and
responsibility between management and the workers. Compared to large-scale
organizations of the past, this model ensured that both management and the workers were
governed by rules and laws developed through scientific inquiry rather than ardictat

At first glance Taylor’s principles appear logical and even friendlgwéver,
they are based on the premise that workers, unlike management, have limilgemnact|
and prefer mindless labor and that people are motivated entirely by economic irscentive
and rewards. Therefore in practice, workers not only need to be trained and developed,
they need to be motivated and controlled by economic incentives. And the only reason
cooperation between the management and the worker is encouraged is to endlre that a
of the work is being done in accordance with the principles developed by management.
So although Taylor may have believed that scientific management could not be

successful unless the workers benefited, in practice the workers wereéafigsesdted
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as if they were, or should be, extensions of industrial machinery. In other words,
“Taylorism” had a dehumanized view of workers, and ignored the nature of work as a
social process (Marshall 1998).

As a result, management control was emphasized and workers became
increasingly dissatisfied, presenting a whole new set of problemse phagical
problems would lead to the development of the human relations approach, the other
major school of thought that has dominated American management theory. Considered
one of the most recognized applications of sociological thinking to organizations and the
workplace, this approach stresses the importance of informal networks irnzatgars
and demonstrates that people are motivated by social as well as econemivéscand
rewards (Glass 1994). The work of Elton Mayo and his colleagues at the Harvard
Business School, through a research collaboration with Western Eladtree 1920s and
early 1930s, pioneered this new approach (Whyte 1991; Glass 1994). Through
observational studies and intensive interviews, their research and this kof fiesiman
relations took a practical approach that focused on interpersonal relations artteting pa
of these relations in the workplace (Whyte 1991).
As the human relations approach gained momentum, it also drew criticism from

sociologists and labor economists who saw it as a “soft” science, and wantedrtdae
the macro-level or societal aspects of labor and management found in the \ofititgs
Weber (Whyte 1991). It was at this point that a noticeable split started tgeeme
between the two camps—one side taking a more systematic approach that focused on
changing the system and the other a more applied approach that favoredradleviati

symptoms and helping individuals adapt to their work environment (Glass 1994). Those
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taking the macro approach preferred to call the field industrial sociology, bugtrthe
“industrial” would lose it relevance as technology’s role increased andysshiéed
from a production-oriented industrial economy to an information-processingeservic
economy. And those who remained loyal to the principles set forth in the human
relations approach eventually opted for other labels as criticisms mounted and
deficiencies in the theory became evident (Glass 1994). Today, these theoofsrar
placed under the umbrella of organizational behavior with the assumption thatréhere a
two competing lines of research (Whyte 1991). Others, however, separatet
generally viewing organizational development, or OD as it is commonlyedfty, as a
logical extension of the human relations approach (Glass 1994; Dentler 2002).

Organizational development emerged in the 1960s and is based primarily on
small-group theory and leadership training popularized by the writings andcpsacti
human relations researchers (Glass 1994). Itis a multidisciplinidyc@eprised of
applied behavioral scientists from business, economics, psychology, and sociolegy. Ov
time, OD has come to represent a number of facets including organizational culture,
quality of work life (QWL), total quality management (TQM), employee emposat,
and learning organizations approach (Argyris and Schon 1978; Trist 1981; Peters and
Waterman 1982; Kanter 1983; Abbott 1987; Glass 1994; Dentler 2002). Although all of
these facets are concerned with understanding interpersonal relationships and t
“informal organization,” as the field has grown it has shifted its foara mall-group
interventions to changing entire systems (Glass 1994).

Nonetheless, the field of organizational behavior is instrumental to the obgective

of this research—understanding how family businesses are structured, how people
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behave in them, how they are led and managed, and why some are more successful than
others. Its literature not only provides a historical backdrop for studymidyfa
businesses, but it also informs the theoretical framework used to exploreettis eff

nepotism on family businesses.

A Theoretical Framework for Family Business

In The Craft of InquiryRobert Alford (1998) argues that all great works integrate
both the theoretical and empirical aspect of research. However, the hessgroint of
entry influences the kind of question that is formulated, which in turn, influences the
evidence that is examined. Evidence without theory is meaningless; sintiiadyy
without evidence is merely the subjective interpretation of social realifgrd¥1998)
identifies three paradigms for entering and framing research—mudti@aimterpretive,
and historical. Each provides the researcher with a set of distinctionsiittetlgeir
thinking in the research process.

Arguments within the multivariate paradigm seek variations within a system
interrelated variables and focus on the importance of measuring thed#dasto make
generalizations (Alford 1998). In contrast, interpretive arguments seelotstect the
social processes of interaction by focusing on language, symbolic meanings, and how the
on-going social order is negotiated and maintained (Alford 1998). Evidence idlyypica
accumulated through fieldwork or participant-observation and the desired outcome i
insight and understanding (Alford 1998). Historical arguments add the dimension of time
and are concerned with describing and comparing specific temporalityems ¢Alford

1998). Evidence for historical arguments is usually drawn from texts, documents, and
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artifacts of the past (Alford 1998). All three paradigms can be found inrgsesssdrch;
what differs is the location of the argument. The foreground assumption is the argument
that is the focus of the theory and evidence, while the remaining argumertasdéne
backdrop, providing context for the arguments in the foreground.

In this research the foreground argument is interpretive. Careful attentigans g
to explaining how meanings are constructed through interaction among members of the
family and family business as well as in the larger social world. Unddns¢athe
conditions under which nepotism is beneficial or problematic, as well as integgnew
nepotism affects the interpersonal relationships and success of the memipeirsary
goals. Data are gathered mainly through in-depth interviews, intipres of
documents, and observations in their natural setting. However, to compliment and
strengthen the research, both multivariate and historical arguments are thsed i
background. Utilizing background arguments not only provides rhetorical credibility, but
also helps maximize validity (Alford 1998).

Multivariate arguments are used to measure the effects of nepotismrbyiexa
the relationship between the structural and cultural aspects of the fasiigssiand
nepotism practices. Data to support multivariate arguments are gatheradlyfiom
survey research. Historical arguments also appear in the background. To @rhplim
evidence gathered through survey, in-depth interviews and observations, data are als
drawn from texts, documents, and artifacts including company manuals, orgarakati
charts, genograms, and human resource policies and procedures. This evidence is

analyzed to provide the history of the structural arrangements of the famitg$sias
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well as to explain sequences of contingent events occurring at specdgiti each
company examined.

Although this research seeks to expand our understanding of the consequences of
nepotism and nepotism practices on family businesses and its members, gsafgaato
assist family businesses, advisors and consultants of family businessedopidgve
effective nepotism policies and practices. In other words, besides re&flactin
commitment to scholarship, this study also seeks to be useful. Therefore, theory is
utilized when it identifies variables and concepts that are likely to prodymetant and
practical results (Bickman and Rog 1998). In this chapter, four major thebretica
frameworks—structural-functionalism, conflict, symbolic interactionismal, r@ational
choice theory are identified and then applied to attempt to bridge theory witig fami
business and nepotism. Although these theories are transdisciplinary gtlokscassed
in the context of a sociological framework since | am a sociologist. Stalictur
functionalism provides the most comprehensive framework for studying tloesedfe
nepotism on family businesses and therefore dominates this research. Howeusg beca
structural-functionalism is not sufficient to study the effects of nepatisfamily

businesses—conflict, symbolic interactionism, and rational choice theorysanesald.

Structural-Functionalism
The development of a theoretical framework for family business reseach ha
been a common topic of discourse among family business scholars, however adoording
Wortman (1994) no such paradigm has been developed for family businesses. In an

article by Hollander and Elman (1988), they identify and examine four paradigms f
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analyzing family businesses—founder, phases and stages for growtrglyatrah
systems approaches.

In their investigation they find that all four of these approaches recognizéehat t
family business contains two interactive, interrelated, and powerful comporrents (t
family and the firm), and that any event that occurs in one of these components
influences events that occur in the other component. Interestingly, although teey sta
that it is too early to adopt the systems approach as a paradigm for tlué faetdly
business, in essence, the components they claim unite all four of these appn@aithes a
fact all components of a “systems approach.”

Recently, it has been suggested that the accepted paradigm for fammsisusi
based on the three-circle framework intersecting family, managers, areilsofMoores
2009). This framework is clearly embodied in the systems approach. In fact, most of the
conceptual literature examined for this research has revealed, eitheitlgxgli
implicitly, the use of a structural-functional systems approach thaefatudies with
one, two, or three systems, or subsystems (such as stages of development or gtowth) tha
interrelate with the larger system (Astrachan 1988; Barnes 1988; Handl&ran 1988;
Hollander and Elman 1988; Lansberg 1988; Ward and Handy 1988; Davis and Tagiuri
1989; Dumas 1989; Gillis-Donovan and Moynihan-Bradt 1990; Hollander and Bukowitz
1990; Donckels and Frohlich 1991; Whiteside and Brown 1991; Daily and Dollinger
1992; Gersick, Davis, Hampton, and Lansberg 1997; Stafford, Duncan, Danes, and
Winter 1999; Habbershon, Williams, and MacMillan 2003; Pieper and Klein 2007).

Therefore, even though systems theory has not been identified as the majonpéoadig
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family business research, the literature suggests that it isntgttee theoretical
framework most commonly used.

In sociology, this school of thought is embodied under the heading of structural-
functionalism. It focuses on large-scale social and cultural systemsilagydstems as
well as the relationships among these systems and subsystems. Stfuctti@halists
are generally concerned with interrelations at the societal laddha effects of social
structures and institutions upon actors. According to Talcott Parsons (1966), a major
proponent of this approach, structural-functionalism operates in accordance to the
following set of seven assumptions. First, all systems have the property ohoddbe
interdependence of parts. Second, all systems tend towards equilibrium. Hehird, t
system may be static or involved in an ordered process of change. Fourth, th@hatur
one part of the system affects the form other parts can take. Fifth tathsysaintain
boundaries within their environment. Sixth, allocation and integration are fundamental
processes necessary for the given state of order of a system. And selveyskerals
have a tendency towards self-maintenance.

Another important aspect of structural-functionalism is Parson’s genstahsy
of action. His action system consists of four components—a behavioral organism, a
personality system, a social system, and a cultural system. In devdlupisgheme,
Parsons (1971) identified four functions necessary for the survival of all sySteens
first of these functions is adaptation. Adaptation refers to the abilityystans to cope
with external situations. Second is goal attainment. This is the rigdessiystems to
not only define, but achieve its primary goals. The third function is integration

Integration refers to the ability of a system to regulate the intemesaips of its
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component parts and manage the relationships between the other functions. And the
fourth function is latency. Latency is the ability of a system to furnismtaiaj and
renew both the motivation of individuals and the cultural patterns that create anad sustai
motivation.

Although structural-functionalists are generally concerned with intéoesaat
the societal level, they are also interested in how systems and their smissysezate
and relate to each other as well as the constraining effects of thesessypten the
actors involved. In the family business, the two major social and culturahsysire
family and work. The actors are the family members and employees of thedsus
Borrowing from models of entrepreneurship and theories of family dynamies; a
system model was developed in the late 1960’s and early 1970’s to express the operation
and relationships within a family business. Tagiuri and Davis elaboratedsandbel at
the Harvard Business School in the early 1980’s, differentiating further &eoveners
and non-shareholding managers (Gersick et al. 1997). From this, the authors of

Generation to Generatiofl997) developed a three-circle model (Figure 2.1) that

Ownership

Business

-
3

Figure 2.1: Three-Circle Model of Family Businesses
(Gersick et al. 1997)
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differentiates between the family, ownership and the business. Within #esdincle
model actors can occupy any one of seven positions at a given time. For example
position six illustrates a family member who works in the business and is alsman ow
whereas position one describes a family member who does not work in the business and
holds no ownership shares.

Unlike the two-system model, the three-circle model acknowledges the need to
view the family business as an entity in itself, not separate systertss scenario,
using a Parsonian approach, the family business is a stable system comphssel of t
major subsystems—family, business, and ownership. Each of the subsystems is
interrelated and dependent upon one another and each subsystem of the family business
affects the form the other subsystems can take. As in all existing famihebsss,
allocation, adaptation, integration, and self-maintenance are fundamen&sdsa®c
necessary for the given state of order and social attainment.

In addition, family businesses, like all systems according to Parsons, nfillst ful
four functions if they are to survive. To illustrate this portion of Parson’s theoryges thr
dimensional developmental model of family businesses is used. The modet] bseate
Gersick et al. (1997), adds development over time to the three-circle modeke(Eig).

For each of the three subsystems—family, business and ownership, there ista separa
developmental dimension. Each subsystem goes through its own sequence of stages,
with eachdevelopmental progression influencing each of the other dimensions while
simultaneously operating independently (Gersick et al. 1997). Tables 2.1, 2.2, and 2.3
express the characteristics and key challenges of the developmental dira@&fishe

family, business, and ownership subsystems respectively.
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Business Axis
Maturity

Expansion/Formalization

Start-up
Family Axis
Young Entering Working Fags
Business Business Together Bato
Ownership Axis Family

Controlling Owne

Sibling Partnership

Cousin Consortium

Figure 2.2: Three-Dimensional Developmental ModelFamily Business

(Gersick et al. 1997)

Table 2.1. Family Business Developmental Phaseiliz&evelopmental Axis

Phase

Characteristic

Key Challenges

Young Business Family

Entering the Business

Working Together

Passing the Baton

Adult generation under
40
Children, if any, under
18

Senior generation
between 35-55
Junior generation in
teens or early 20s

Senior generation
between 50-65
Junior generation
between 20-45

Senior generation age
65+

Creating a workable marriage
enterprise (developing style of
interaction)

Making initial decisions about the
relationship between work and family
Working out relationships with
extended family

Raising children

Managing the mid-life transition
Separation and individualization of
the younger generation

Facilitating a good process for initial
career decisions

Fostering cross-generational
cooperation and communication
Encouraging productive conflict
management

Managing the roles of each
generation

Senior generation’s disengagement
from the business

Generational transfer of family
leadership

Source:Gersick et al. 1997
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Table 2.2. Family Business Developmental PhaseinBas Developmental Axis

Phase Characteristic Key Challenges
Start-up = Formation of informal =  Survival (market entry, business
organizational structure, planning, financing)
with owner-manager at = Rational analysis versus the dream
center
= One product
Expansion/ = Increasingly functional = Evolving the owner-manager role and

Formalization

Maturity

structure
Multiple products or
business lines

Organizational structure

supporting stability
Stable (or declining)
customer base with
modest growth
Divisional structure run
by senior management
team

Well-established
organizational routines

professionalizing the business
Strategic planning (specialty market,
high volume, cost or quality focus)
Organizational systems and policies
Cash management

Strategic refocus (consider legacy,
family values, goals, and history of
company)

Management and ownership
commitment

Reinvestment

Source:Gersick et al. 1997

Table 2.3. Family Business Developmental Phase:e@stiip Developmental Axis

Phase

Characteristic

Key Challenges

Controlling Owner

Sibling Partnership

Cousin Consortium

Ownership control
consolidated in one
individual or couple
Other owners, if any,
have token ownership
holdings

Two or more siblings
with ownership control
Effective control in the
hands of one sibling
generation

Many cousin
shareholders
Mixture of employed
and non-employed
owners

Capitalization

Balancing unitary control with input
from key stakeholders

Choosing ownership structure for
next generation

Developing process for shared control
among owners

Defining role of non-employed
owners

Retaining capital

Controlling factional orientation of
family branches (own family becomes
primary concern as they get older)

Managing the complexity of the
family and shareholder group
Creating a family business capital
market

Source:Gersick et al. 1997
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Within each dimension and each developmental phase, all four functions
characteristic of systems may be demonstrated. For example, in theden@nsion,
during the early years, adaptation and goal attainment is evident asottsedacine
goals, make initial decisions and cope with the relationship between work and family
Integration becomes most apparent at times when new members of the family ar
entering the business as well as when several generations are workihgtag the
business at the same time. The ability for the family business to furnish, imaimda
renew both the motivation of individuals and the cultural patterns that create anad sustai
motivation are most characteristic of the passing the baton developmentaliiage w
the family dimension. Similar associations can be made within the business and
ownership dimensions. Furthermore, as one dimension faces adaptation, another may be
struggling with integration and goal attainment. Thus, it is possible for all four
characteristics identified by Parsons to operate within and among alttwelpmental
dimensions simultaneously.

As evident, structural-functionalism has greatly influenced the threle-amodel
and three-dimensional developmental model for family businesses presentedvsdie as
as other system models such as the one developed by Hollander and Elman (1988) or
Whiteside and Brown (1991). Regardless of the model, it is apparent that structural-
functionalism is not only a suitable theory, but an applicable theory as well. @ora m
level, besides providing a basis for understanding how family businesses argemtgani
and how each part interacts with the others, structural-functionalism is giol hrel
studying the relationship between the values in the larger community and theofalue

the family and family business (Astrachan 1988), as well as betwedy barsinesses
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and nonfamily businesses (Donckels and Fréhlich 1991; Daily and Dollinger 1992). On a
more micro level, it is a useful tool for understanding the source of interpersonal
conflicts, role dilemmas, priorities, and boundaries in the family businessify8uec
different roles within the subsystems makes it easier to understand wttatitya
happening in the family business and why (Gersick et al. 1997). For example, struggle
between family and nonfamily members become understandable in a new aely if e
actor’s position in the systems model is taken into account (Barnes 1988; Handler and
Kran 1988; Lansberg 1988; Davis and Tagiuri 1989; Dumas 1990). However, because
structural-functionalism fails to deal effectively with power, confletd change in
family businesses, it is necessary to turn our attention to another theddréssathese

concerns.

Conflict Theory

Although this theoretical school also focuses on large-scale social and cultural
systems, unlike structural-functionalists, modern conflict theorists behavsaciety is
maintained through authority, coercion, and the differential distribution of power
Contemporary conflict theorists argue that every society at every poimterst subject
to social change, that conflict can occur at every point in the sociahs\ate that
whatever order exists, exists through the coercive nature of the members holding
positions of power.

To apply this basic premise to family businesses, the three-circle mddetibf
businesses suggested by Gersick et al. (1997) is utilized. As demonstrateskrtitre

on structural-functionalism, three subsystems are said to operate withamiihe f
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businesses. Each subsystem is constantly developing and changing as afaesek of
from outside the environment and forces within the family business. However, at any
point in time, conflict can arise. And according to conflict theorists, whate\mlitgta
exists within the family business exists only through the coercive natthe afembers
holding the dominant positions. For example, as the owners of a company age, it
becomes necessary to develop a contingency plan to satisfy the personal and business
needs of the aging owners. For family businesses, this often means hirilyg fam
members. If however, a family member is brought in to take over the famityelsgsi
and they are not qualified or suited for such a position, a struggle for power coul@ emerg
between members. Or if a family member is brought in and nonfamily meareeanst
yet ready to acknowledge and accept that in family businesses other fambemseare
often brought in to sustain the business, there could be a power struggle between the
newly hired family member and nonfamily members. This conflict may be deded if
the family member is brought in as the nonfamily member’s superior. Such tonflic
would likely result in problems identified as negative consequences of nepotism.

Examining how power is derived, exercised, and maintained is also of great
importance to conflict theorists. Ralf Dahrendorf’'s writings on authoritpfparticular
interest to research on family businesses. According to Dahrendorf (1959), guthorit
does not reside in individuals, but in positions. Those who occupy positions of authority
are expected to control subordinates. Those in dominant positions seek to maintain the
status quo, while those in subordinate positions seek change. However, he also argues
that authority is not constant. In other words, an individual’s authority varies depending

upon time, their position in the system, their positions within the subsystems, as well
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their positions in society. Thus, it is possible for an individual to occupy different
positions at different times, as well as to occupy a dominant position in one part of the
system and a subordinate position in another.

To demonstrate his theory, the three-circle model (Gersick et al. 1997) is once
again utilized. As stated previously, there are seven possible positions an indnagual
hold in the model. Generally speaking, family members have more authority in family
businesses than nonfamily members. Therefore, most would assume that an individual
occupying position seven (a family member who works in the business) would have
greater authority in a family business than an individual occupying position ¢éhree (
nonfamily member who works in the business), but this is not always the casey Famil
members entering the business do not usually start in managerial positions, and some
may never occupy such a position. Conversely, nonfamily members often occupy
managerial positions. Therefore, it would not be uncommon to see a nonfambeme
holding a more dominant position in the business than a family member.

To demonstrate how Dahrendorf’s theories on authority apply to family
businesses, some mock relationships between family members areexkamni this first
scenario, a parent occupying position six (a family member who works in the business
and also holds ownership), hires one of their children (who previously occupied position
one—only a family member) to replace them, and then retires. Both individuals now
occupy different positions than they did previously. The parent who previously occupied
position six now occupies position one, and the child who previously occupied position
one now occupies position six. In this example, the child now occupies the position of

authority in the business and ownership subsystems previously held by the parent. What
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if the issue is compounded to include differing positions within subsystems assvirell
society? At first glance, authority in the family business systemeapp® be greatest for
those individuals occupying position six (a family member who works in the business
and also holds ownership), however this is not always the case.

Building upon the first scenario, another child (currently occupying position one)
expresses interest in joining the business. The parent, who is no longer in the business, is
in favor of this. However the child who now occupies the parent’s previous position
(position six), is not. Although the child holds a dominant position in both the business
and ownership subsystems, the child’s position is subordinate in the family subsystem
when compared to the parent, and this affects their authority in the entire system. How
might this play out if the child refused to hire their sibling? What if thel¢hiposition
six held only five percent of the ownership shares? Would their position in the
ownership subsystem change their authority in the family business? Whathilthe
was the youngest sibling? Would their position in the family subsystem change their
authority in the family business? What about if the child was a female anitlihg
desiring to join the family business was a male? Would their position in sobeatge
their authority in the family business?

In each of the examples presented, it is evident that authority is not constant, nor
does it reside in the individual. Furthermore, in family businesses, it is clear that
decisions made in one subsystem, greatly affect other subsystems andutimaffetts
one’s authority within each subsystem and in the entire system. Thereforepgbrsant
to take into consideration the position one holds within each subsystem as well as the

position occupied in the entire model. It is also important to recognize thatfactoas
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such as age, birth order, and gender may compound the issue since an individual's
position in society may also affect authority in family businesses.

Gender, for example, greatly impacts authority in family businesses si
differential distribution of power by gender is evident in both the family and the
workplace. Although women'’s roles in family business have been increasing and
continue to expand in employment and ownership (Aronoff 1998), because gender
denotes a hierarchical division between women and men embedded in both social
institutions and social practices, women still tend to occupy subordinate positmuns
society. As a result, primogeniture, especially the first born son, remagrsan
generational transition among family businesses (Barnes 1988; Dumas 1990). Those
women who are involved in family businesses often occupy informal roles of power and
influence that go unacknowledged (Gillis-Donovan and Moynihan-Brandt 1990). And in
situations where daughters do become CEQO’s or maintain formal positions o$header
they often face discrepancies in their hierarchical status withirathig/fand the
business that frequently lead to discomfort and conflict for all parties invdBaedds
1988). Furthermore, because of the unequal division of labor within the home, women'’s
interactions with family members tend to dominate both their personal and moé¢ss
lives (Lyman 1988). Thus tensions due to occupying multiple positions that carry bot
family and business meanings (Tagiuri and Davis 1982) are likely to havegestro
impact on women than men. To remedy problems arising from inequalities and other
conflict that occurs in family businesses, conflict theorists tend to coatentn

structural change, however, managing conflict at the micro level can leskrye the
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family business. As a result, many family businesses have enlistedittarassof
professional service providers and consultants.

A substantial portion of family business research has been produced to assist
professional service providers and consultants in helping family businessegemana
conflict. Those advising family businesses are encouraged to take arscipdirtary
approach, obtaining knowledge in behavioral sciences as well as management, finance,
and law, since all of these aspects impact the operation of a family businesaiihe
Firm Institute, Inc. 2003). There are many sources of conflict in familipésses and
several techniques individuals use to deal with conflict including competitiordeanca,
compromise, and collaboration, but there are only a few options that lead family
businesses out of conflict. These options range from everyday self-dinegtetiations
among engaged parties to resolutions involving third parties such as ambignadi
litigation (Gage and Meza 2003). However, when everyday self-directedatexoti
fails, Gage and Meza (2003) argue that mediation is the best option for managing
conflicts since unlike other forms of conflict management, the emphasis is on
collaboration rather than antagonism and blame. Mediation is both economically and
emotionally effective because it produces practical win-win solutionsr(&kin 1992).

It enables stakeholders to develop solutions together by creating awad@ment that
engages all participants in constructive dialogue (Gage and Meza 2003). And this is
essential to the success of any organization, including family businesseBdmily

Firm Institute, Inc. 2003). By opening and increasing the lines of communication,
perceptions and expectations can be clarified which in turn helps build trust aeg ereat

common culture of shared values and goals (The Family Firm Institut&008).
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Because conflict management supports solutions that entail communication skills
necessary for dealing with interpersonal interactions, its applicatiapdbenbest suited

within the framework of a more micro level theory such as symbolic inienam.

Symbolic Interactionism

Symbolic interactionism is a social psychological approach built upon the basic
premise that meanings emerge through interaction; it focuses on the synabate of
human interaction, linguistic and nonverbal communication, as well as the underlying
patterns beneath these symbols, interactions, and processes (Marshall 1998). George
Herbert Mead (1934), one of the most significant contributors to symbolic itb@iam,
believed that the mind, the self and everything else emerge from the soddal w
Especially important to sociology is Mead’s work on the self. The self iditlily 0
see oneself as an object, and therefore put oneself in the place of others, dbgpgas
and seeing themselves as others see them. Mead traces the origins dftihauggkl
childhood stages of game and play. From these stages emerged what Mgtk calls
generalized other. The generalized other refers to the organized atittldesvhole
community that enables one to adopt community values into their conception of self. In
his work,Mind, Self and SocietjMead (1934) distinguishes between two phases of the
self—the “I” and the “me.” The “I” is the spontaneous, creative aspect of thevhde
the “me” is the organized attitudes of others assumed by the actor.

Another important thinker from the symbolic interactionist school is Erving
Goffman. In his bookThe Presentation of Self in Everyday |{Boffman (1959)

expresses his theory of dramaturgy, a theatrical metaphor for everyela@gimn. Life
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is a stage and everyday social interaction is a performance. Goffmanigréseron the
assumption that when individuals interact, they want to present a sense of self theat w
accepted by others. However, in presenting this self, actors are awaréd¢hsinody
disrupt their performance and for that reason they are also attuned to the need to control
the audience. In addition, the actor must also simultaneously satisfy one’ssoamofi
how to present oneself. To deal with these problems, Goffman says that people develop
coping techniques, which he calls “impression management.” Goffman also makes a
distinction between the front stage and the back stage. The front stage afrbests
physical setting, (the part of the performance that is generally fizad)the personal
front (the part that specifies the status and roles of the performer), whilecthsthge is
where details that are concealed on the front stage may becomenappare

Theories of social psychology are no stranger to family business. Eriksdnt's eig

stages of human development and Levinson’s stages of adult socialization arencom
applications used by business schools when studying the dynamics of family in the
family firm (Gersick et al. 1997). But Mead’s concept of the self proposeseaastihg
outlook not fully utilized in family business studies. For Mead, the self is esheatial
social structure that arises from social experiences. The organizationifcation of a
social group is identical to the organization and unification of any one of the selves
arising within the social process in which that group is engaged. The attitine of t
organized community or social group is known as the generalized other. And the
generalized other enables one to adopt community values into one’s conception of the
self. Thus, for example, the values of the family are the generalized odwefdr as

they enter, as an organized process or social activity, into the expesfeargeone of the
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members of the family. Therefore, it is through the structure of theajizeer other that
the community exercises control over the actions of its members.

In a family business, this can become quite complex since more than one aspect
of the generalized other is often operating at the same time. The family cagnmani
exercise a completely different set of values than the ownership and business
communities. For example, appropriate behavior learned in the family can sibye ea
be applied or ignored in the business setting when your boss is some arbitraryyauthori
with no connection to your family. But when your boss is also your father, and he
ignores appropriate behavior taught and learned in the family, it is difficybply aew
values from the business and ignore old ones from the family without disrupting the self

Erving Goffman’s dramaturgy theory presents effortless applicatiohg tarily
business. From Goffman’s perspective, life is a stage and everyday secadtion is a
performance. In other words, when individuals interact, they want to present a sense of
the self that will be accepted by others. However, in the stage that @it business,
the back stage often becomes the front stage and visa versa. In familg$esioae not
only has to switch hats often, but one has to do so while standing on the same stage. This
can make for quite an interesting production for sociologists to view. For instance,
information normally concealed in a business setting or reserved for thetdgekssich
as the details of a family squabbling, often become part of the front stageniia f
business. Nonfamily members suddenly become privy to back stage information that
under most business settings would not only be inappropriate, but also have little or no
affect on the manner in which business is being conducted. Furthermore, once the

squabble becomes center stage, it can be difficult to know which status to take on, for



36
example, should one carry out the roles of the boss or the father? And this challenge i
not only inherent, but also unique to the family business since in family businesses all
actions carry both business and family meanings (Tagiuri and Davis 1982). In a
professionally managed nonfamily business, the details of a private faudiplding
often remain private, or on the back stage. However, when details do becoofehpar
front stage, although they may affect the treatment of the individual involved and/or the
individual who exposed the details of the squabbling, generally such information has
little or no bearing on the business itself. In other words, in a family businessre+the f
and back stage seem to merge, and it is often difficult to remember whicloséageon,

as well as which status and roles one should be fulfilling.

Rational Choice Theory

This perspective is important to research on family businesses because it helps
bridge the systematic approach of structural-functionalists with exfitens at the
individual level found primarily among symbolic interactionists. Rational Chbmery
is a positivistic approach with roots in neo-classic political economicsilaBim
exchange theory, a rational actor is assumed, but instead of focusing on social
relationships, rational choice concentrates on the individual decision makingotakee
rational actors to achieve objectives consistent with the actor’s preédrararchy.
However, rational choice theorists are not concerned with the source of the actor
preferences. According to James Coleman (1990), the person credited with bheging t
theory to the forefront in sociology, rational choice theory seeks to explain therproble

of social order by explaining how individual rational actions systematigatgrate
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regularity in macro-level outcomes. Therefore, in his opinion, although the focus should
be social systems, macro-level phenomena must be explained by factorsl(aidiand
other micro-level phenomena) internal to them because data areszbi¢the
individual level and this is where “interventions” are made and social changys occ
(Coleman 1990). So even though rational choice theory takes a systematic approach,
unlike structural-functionalism, macro-level phenomena are explained by-level
factors.

Everyday, in every action an individual takes, a decision for that action must be
made. According to Friedman and Hechter (1988), actors are always tryingitoirea
their benefits, thus each action is based upon the actor’s preference hierarchy tha
maximizes their utility or satisfies their needs or wants. In addibiomet actor’s
preference hierarchy, there are two factors of constraint that dictaseactiens—the
scarcity of resources and the influence of institutions. Actors not only hdeedif
resources, but differing access to additional resources. Maximizing otigysnudy be
quite easy for those with greater resources and/or greater aceessuees, but difficult
for those who lack resources or access to them. Therefore, the actions ddradi@esy
to differ depending on the availability of resources. Furthermore, in decidiake@t
certain action, actors must also discern the opportunity costs of forfeitingekemost-
attractive action. If the chances for achieving the most highly valued estirar then
maximizing one’s benefits may mean selecting the next-most-attractios. Thus,
when trying to maximize one’s utility, one must also assess the relationshgebehe
chances of achieving the most highly valued end and the affects that achieving or not

achieving this end may have on attaining the objective with the next best value. The
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second factor that must be taken in consideration is institutional constraintsutiomsl
constraints, such as values, norms, laws, and agendas provide both negative and positive
sanctions that discourage or encourage certain actions. Thus, byimgsbrict
encouraging one’s actions, social institutions systematically affestootal outcomes
(Friedman and Hechter 1988).

Although rational choice theorists are not concerned with the source of tHe actor
preferences, they are interested in the decisions made by individual rationsit@act
achieve objectives consistent with their preference hierarchy. Unlikeahescieade in a
uni-social or uni-cultural system such as business or the family, in g fansiness
one’s preference hierarchy is compounded because more than one systenma(fdmily
business) is operating simultaneously. Furthermore, because of the coyrgifléxe
structure of the family business, maximizing one’s utility can become b mace
difficult task.

As with any decision in any system, rational actors in a family businegh wes
costs and benefits of that decision with the intention of satisfying their needsts.
Actors in business systems tend to value the development, growth, and survival of the
business with the primary objective being economic maximization, whaceas in
family systems tend to value the development, growth, and survival of the farthlthei
primary objective being harmony maximization. However, unlike decision makimg
single system such as business or family where maximizing utilgyb@&ocused within
that particular system, in a family business it is equally importanatomize utility in
both the business and family systems. In a family business, if one failsitoizea

utility in both systems, the individual risks harm to both the business and the family. In a
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nonfamily business, if one makes a decision that maximizes utility in otesrsysdoes
not necessarily risk harming the other system.

For example, a rational actor employed in a nonfamily business makes the
decision not to hire a relative for a position in their department. Instead theyabirer
applicant with more experience for the position because this decision maxirtilitg in
the business. Although family was factored in the decision making, and the deagion m
upset the balance of the family system temporarily, only one system wgshezailed
by this action. However, if the same rational actor made the same decisivashat
family member employed in their family’s business, both systems would béedffec
Deciding not to hire the relative would undoubtedly upset the balance of the family, and
even though the relative lacked experience, utility would not necessarilsgpbmized
within the business by not hiring them. For some family businesses, thieifigmily
member may actually be the decision that ultimately yields #etest utility since
experience can be gained and the failure to bring new family members into ittesbus
eliminates any possibility of sustaining the business as a family busivedghis
becomes increasingly more important as the leaders of the firm age spoggkihe
business in the family is often one of the primary purposes of the business (Strahker
Astrachan 1996). The point is, actors employed in their family’s business not oaly hav
different preference hierarchies, but a different set of constraints. flantilg business,
family and business can never really be separated for these actors—siemtzeone

implies membership to the other.
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Interestingly, in previous research on family businesses, this theory hadede
distorted viewing the two systems of the family business as polar oppesitesfamily
being the nonrational component and business the rational component (Hollander and
Elman 1998). As a result, scholars attempted to eliminate the family since it wa
believed that the family had a disabling effect on the business (Hollander aad EIm
1998). This proved unsuccessful since the presence of the family is integral and
sometimes enriching for the family business, and its elimination gichginges a family
business into a nonfamily business (Hollander and EIman 1998). However, what even
Hollander and Elman fail to recognize is that this literature does notysforpe
distinctions between family and business, it forces distinctions betweehjdutives
that maximize one’s utility and the objectives that do not. Thus, it would be erroneous to
assume that business objectives always maximize the utility of they fansiness, and
family always disrupts it. Nonetheless, this manipulation of the approach habadeft
Hollander and Elman (1998) call a “legacy of negativity” (p. 147), and theraigre a

researcher using this approach must take this into account.

Utilization of Multiple Theoretical Perspectives
In conclusion, it is evident that utilizing multiple theoretical perspectives i
combination is an appropriate approach to studying the effects of nepotism fyn fami
businesses. Not only is it appropriate, but it may even promote the development of a

more relevant and comprehensive theory and strengthen the understanding athe giv

1. This view is not surprising given the prevalenténhe scientific management approach in
American businesses. The approach clearly viemdyaas a disabling effect on business that shbeld
separated and eliminated (Taylor 1911).
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subject matter (Lewis and Kelemen 2002) which in this case is nepotism. Although
structural-functionalism is the dominant theoretical perspective, cathiory, symbolic
interactionism, and rational choice theory are also used to help understand aimd expla
the effects of nepotism on family businesses.

Structural-functionalism provides a framework for understanding how family
businesses are organized and how each part interacts with the other. The thsory is a
used to understand each actor’s position in the system. Both the three-circle model and
three-dimensional developmental model (Gersick et al. 1997) are utilized rapiasity.
Conflict theory is employed to identify the power structure embedded in the various
positions representative of family firms and to understand the tension thatrisejrom
relationships between these existing positions. Symbolic interactionisndisouse
examine the meanings that emerge through interactions between thrggasttions.
Mead'’s generalized other is important in that it helps explain the impacs\aide
culture have on the family business and its members. Goffman’s impression
management is utilized to appreciate the importance perceptions have on the
interrelationships of members; his theories are also used to understand how members
navigate between the front and back stages. And finally, rational choice thdoawis
upon because it helps bridge the systematic approach of structural-funstisondh
explanations at the individual level found primarily among symbolic interadsonigis
theory is applied to recognize the unique goals of family businesses in maxjintiiy.

This research is also guided primarily by interpretive arguments. Asild the
interpersonal relationships of members of the family business as well aotineall

practices of the firm are the foci of this study. This is achieved primarigentifying
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patterns through in-depth interviews. However, to better understand tregsmstlips
and the effect nepotism policies and practices have on them, the formal orgarlizationa
structure of the firms is also examined. By combining these approaches, aratiimgeg
interpersonal relations and informal networks with formal structures iyfansinesses,
a suitable and unifying framework for studying the effects of nepotism atyfam

business has been constructed.



CHAPTER 3
CONCEPTUAL FRAMEWORK

Family Business

Although family businesses have always represented a predominant form of
business in society, prior to 1975, literature and research on the family busisess wa
relatively limited (Handler 1989). Its association to small businesses and
entrepreneurship as well as negative connotations often identified with famitg$ses,
such as the “ma and pa” image, and lack of innovation and growth, has plagued the field
preventing its establishment as an intellectually rigorous and independenhdBimai
Welsh, Astrachan, and Pistrui 2002). It has only been in the last fifteen to fiventy-
years that the family business has emerged as a legitimate and viadbier fresearch
and analysis (Hollander and Elman 1988; Handler 1989; Bird et al. 2002). This is
evident not only in the literature being produced, but also in the enormous increase in the
number of family business programs at colleges and universities. Prior to 1985 there
were only two family business programs in the country, but today they are a popular
niche throughout the world with programs existing in at least ten countries myghing
United States which hosts over one hundred programs alone (Frishkoff 1998).

The field attracts a wide array of disciplines including business management
economics, finance, law, psychology, anthropology, and sociology; and many schools of

thought within these disciplines have contributed to the establishment and growth of the
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field of family business. Although each of these fields are important to the base of
knowledge that is now known as the family business field, this research will coteentra
on those concepts and theories derived from the social sciences. Concepts from the
social sciences that focus on family businesses can be applied to micro, mesarand ma
levels. At the micro level the focus is on interactions and social practices\ofiuals
within the family, business, or both. At the meso level the focus is on the family,
business, or both. And at the macro level the focus shifts to the relationship between
family business and other social and cultural practices or structures itys@oeial
science theories may be applied to areas such as human development and gersonalit
family and group dynamics, communication and conflict management, power, human
diversity, and organizational behavior and culture. In the beginning, most of ¢éaectes
in the family business field focused on the overlapping boundaries between its two most
obvious systems—the family and the firm, and the conflict that results from thei
interaction (Hollander and Elman 1988; Handler 1989). However, the research scope has
since broadened to include issues such as succession, business performanceland grow
consulting family firms, gender and ethnicity issues, legal and fisisss estate issues,
organizational change and development, governance and more (Dyer and Sanchez 1998).

Some of the major challenges faced by family businesses include ownership,
leadership, management, employment, compensation, strategic planninttp, grow
succession, building strong relations, and conflict management. And although family
businesses deal with the same issues that all businesses are confrontbéyatisot
encounter many unique challenges. According to Tagiuri and Davis (1982), these unique

and inherent challenges which they call “bivalent attributes” include s&nmagdus roles
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(family members may be owners, managers, and/or employees); shareg (déntit
actions carry both business and family meanings); a lifelong common histartyoeah
involvement and confusion; private language (gained from a lifelong common Jjistory
and meaning of family company (an identity based on the duration of the business and
the generation involved in the business). However, before discussing the issues that a
most pertinent to this research, it is important to define family business. Na$ omily
a critical step in the field’s development, it is also a necessary component in the
theoretical and methodological process of this research.

There are countless definitions of family businesses—some from withiielthe f
and some from outside the field. Definitions range from broad to narrow and vary by the
degree of family involvement, the degree of ownership and/or management kyy famil
members, the potential for generational transfer, or some combination of theseror ot
conditions (Handler 1989; Heck and Scannell Trent 1999). Broad definitions are most
inclusive and generally consist of little direct family involvement, althougffietindy
usually has effective control of strategic direction and the business interaisdin in
the hands of family members (Shanker and Astrachan 1996). For example, Handler
(1989) offers this broad definition to distinguish between family businesses and other
types of organizations, “an organization whose major operating decisions and plans for
leadership succession are influenced by family members serving in managemeiie
board” (p. 262). Narrow definitions are less inclusive and include those businesses that
require involvement of multiple generations of family members, direct involveiment
daily operations, and more than one family member having significant management

responsibilities (Shanker and Astrachan 1996). While most of the definitions focus on
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the structure of the family business, some also highlight the goals oflg famiadding
yet another dimension to conceptualizing family businesses. For examplefimteode
of family business taken from a strategic management perspective utttarstis
identified but the definition implies that goals are being pursued, a stratebgdras
designed to fulfill these goals, and mechanisms are in place to implemergdhtse
(Sharma, Chrisman, and Chua 1997). And although family business scholars lack
consensus in conceptualizing the family business, some common criteria has been
identified—percentage of ownership, voting control, power over strategicidirect
involvement of multiple generations, and active management by family members
(Shanker and Astrachan 1996).

While a more consistent family business definition would simplify matters, help
establish a more unified conceptual framework for the field and allow for catrygar
studies and greater reliability (Heck and Scannell Trent 1999), diversity among
definitions increases flexibility in measuring variations in farbiginesses, and adds
validity to the research. As with all research, what is most important ikatdhe same
definition is used, but that the researcher clearly specifies why and howfithiodels
being used (Handler 1989). For the purposes of this study, family business id dsfine
an organization in which ownership is held by one or more family members; the majority
of voting control is in the hands of a member or members of the family; major operating
decisions and plans for leadership succession are influenced by family meatibety a
serving in management positions; and there is active involvement of multipletgerera
This definition of family business distinguishes sole proprietors and emnteepsg who

often use both paid and nonpaid family labor, from those businesses who intend to pass
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on the business to other family members. Furthermore, because this study exaenine
effects of nepotism, it is necessary to include multiple generations in theidefso that
the interpersonal relationships and success of members of the family bosiméss

analyzed.

Nepotism

Although there is substantial theory and research on family business mlgene
studies on nepotism in businesses are lacking with existing literaturénfpoosstly on
legal issues, anecdotal opinions, and creating and implementing human resource policie
(Vinton 1998). Nepotism is defined in the tenth edition of the Merriam-Webster’s
Collegiate Dictionary as “favoritism based on kinship (as in the appointmentid.a |
However, public attitudes towards nepotism in the United States often view theeracti
as “undue” favoritism or as preferential treatment for relativesatteeincompetent. In
fact, in an article by Wong and Kleiner (1994:10), they refer to nepotism dsitiing
and advancement of unqualified or underqualified relatives simply by virtueiof the
relationship with an employee, officer, or shareholder.” Interestingly,dassumption is
based on the third edition of the Webster’s International Dictichatyich defines
nepotism as “favoritism shown to nephews and other relatives (as by giving them
positions because of their relations rather than on their merits).” Howeves, ig how
nepotism is defined, what then would one call the hiring and advancement of relatives

who are qualified?

2. Note that this definition comes from the intdimaal version of a much older edition of the
dictionary; therefore there may be cultural anddnisal implications that may be interesting to lexp.
The term nepotism is derived from the Latin wor@atemeaning nephew.
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In theory and practice, organizations that have nepotism policies define mepotis
as neutral and simply identify rules regarding the hiring, supervision, and acheariasf
relatives. For example, according to the Code of Federal Regulations (INAticmaes
and Records Administration 2003), nepotism refers to the appointment, employment,
promotion, or advancement of relatives in the same chain-of-command as a management
official or supervisor with authority to take personnel management actioagsit s
nothing of merit. In other words, nepotism policies are created to prevent negative
consequences, not because nepotism is negative. Nonetheless, the tone of the meaning
evoked in the origins of nepotism has lingered since it seems to be accepted®hsdom
nepotism has more negative than positive consequences. But this is not alwags;the ca
Molofsky (1999) says that his company has redefined nepotism in a manner that has
nothing to do with hiring favorites. According to this view, nepotism is seen as an
opportunity that benefits all employees and the company rather than a reiatvid
of merits.

Both negative and positive consequences of nepotism have surfaced in the
literature? There are a number of reasons why nepotism may be viewed negatively. One
of the main concerns cited by those opposed to nepotism is that it makes atéraating
sustaining professional managers problematic (Toy, Brown, and Miles 1988]&e

Vries 1993; Wong and Kleiner 1994; Nelton 1998; Yeung 2000). Another common fear

3. In America, this accepted wisdom likely stensrirthree core values—individualism,
achievement and success, and equality; and thegemtgfied and described in more detaildimerican
Society: A Sociological InterpretatidiVilliams 1970).

4. Note that most of this literature is not suppdrby scientific research; rather it is based on
anecdotes and commentary of individuals involvethenfield of family business.
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among business owners and their advisors is that family members may be incampetent
lazy, and have attitudes of entitlement (Nelton 1998). Therefore “undue” favociis
lead to hiring unqualified and keeping incompetent family members in supervisory
positions (Kets de Vries 1993; Yeung 2000). In addition, Nelton (1998) believes
business owners and their advisors worry that nonfamily employees would vidy fam
members as an impediment to their promotion and success. Other problems associated
with nepotism include unequal sanctions (Kets de Vries 1993); exposure of business to
family quarrels and sibling rivalry (Wong and Kleiner 1994); fear that nohfami
employees would resent the employment of family members and as a esguthém
unkindly if brought into the business (Nelton 1998); and limitations to company growth
(Yeung 2000). Furthermore, in two studies that surveyed human resource
managers/personnel administrators from family and nonfamily businesses damepot
practices, respondents reported that overall the disadvantages of nepotismg strongl
outweighed the advantages (Ford and McLaughlin 1986; Hayajenh, Maghrabi, and Al-
Dabbagh 1994).

While negative consequences may occur, nepotism also has benefits. Proponents
of nepotism cite better performance and greater loyalty and long-term toemhto the
company (Molofsky 1998; Nelton 1998); a shorter learning curve, lower risk, lower
turnover, ability to fulfill needs at peak times (Molofsky 1998); successfidrgganal
transition (Danco 1982); exceptional dedication among all employees and elevatsd |
of innovation and entrepreneurial energy (Molofsky 1999); as well as a feéling
solidarity and sense of ownership among all employees (Wong and Kleiner 1994,

Molofsky 1999). Ivan Lansberg, an expert in the field of family business, belleates t
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firms that practice nepotism have longer strategic plans and that nepots hanger st
work ethic and are more concerned about quality since their name is on the product (Toy
et al. 1988). Fischetti (1992) also comments that nepots provide customers with a sense
that they are dealing with someone who is “in charge,” and that nepots arenofe
committed to helping the family succeed and better equipped to see the big picture tha
nonfamily employees resulting in better decisions, and more stable progress.

However, | contend that nepotism in itself is not inherently problematic or
beneficial to the family business, that the outcome is dependent upon nepotism policies
and practices. This assumption is supported by Aronoff and Ward (1993), Astrachan and
Kolenko (1994), Nelton (1998), and Molofsky (1999) who all believe that the key to
positive outcomes is to discuss, monitor, develop policies, and clearly communicate and
practice established policies. Furthermore, Aronoff and Ward (1993) and Molofsky
(1999) specify that regardless of the policies established, it is most anptartclearly
communicate policies and practices openly, and to apply them in a manner that is fair
As a result of these conclusions, many have proposed guidelines for dealing with
negative consequences and encouraging positive outcomes of nepotism.

Most of the policies and practices suggested in the literature are based on the
personal experiences of consultants and advisors to family businesses, rather tha
systematic empirical research. Recommendations usually include paliied at
nepots involving some combination of appropriate education, dedicated time period
between education and entry, outside work experience, entry into an existing @ad nee
position that fits qualifications with precedents for training, performaanoe pay (Hayes

1987; Le Van 1990; Fischetti 1992; Aronoff and Ward 1993). In general, human
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resource practices (such as nepotism practices) are positively linketthegross
revenues of the business (Astrachan and Kolenko 1994). According to Astrachan and
Kolenko (1994), this is consistent with Ulrich and Lake’s postulation on organizational
capability that businesses that establish organizational and management pp&ciéis
and practices have an advantage in the marketplace. Yet only a little moreltiohmlha
businesses have some type of formal nepotism policy (Ford and McLaughlin 1986), and
as business size decreases so does the number of firm's having formal pardesd
McLaughlin 1986; Fischetti 1992).

This research seeks to expand this body of knowledge and identify policies and
practices that will best benefit family businesses by scientifisaldying the existence,
form, and application of nepotism policies, as well as the consequences tloisegpra
have on members and the family business. To accomplish this, it is necessqipte
the conditions under which nepotism is problematic or beneficial. This means
understanding the role that structural and cultural characteristiasdy businesses
may play in developing nepotism practices, as well as the impact nepotism thees
interpersonal relationships, success of members of the family business, anertile
success of the business. The following section elaborates on these concepts and provides

a visual display to assist the reader in understanding the logic of this study

Conceptual Mapping

A conceptual model of the variables in this research necessary for gttiokyin
impact of nepotism on family business is featured in Figure 3.1. The diagam als

demonstrates the relationships among and between variables. Although edué igaria
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Structural and Cultural Characteristics
(Age, Developmental Phase, Economic Status, Ingstpe,
Legal Status, Management Structure, Size, and ¥plue

Nepotism Practices

Interpersonal Relationships

Member Success

Success of Business

Figure 3.1: Conceptual Mapping of the Impact of Nepotism on Family Bustesse
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conceptualized and the relationships between them are identified, it should be noted that
the focus of this study is on nepotism practices and the impact they have on iotalpers
relationships.

As stated previously, family businéss defined in this study as an organization
in which ownership is held by one or more family members; the majority of voting
control is in the hands of a member or members of the family; major operatingmukecis
and plans for leadership succession are influenced by family member$yassiveng in
management positions; and there is active involvement of multiple generations.appne w
of describing family businesses is to identify its structural and cultbeabcteristics.
These characteristics provide the foundation for studying family firm&igure 3.1,
age, developmental phase, economic status, industry type, legal status, management
structure, size, and values make up the structural and cultural composition of a family
firm.

Age refers to the number of years the business has been in operation. The
developmental phase refers to varying stages of growth and change that occur in the
family, business, and ownership segments of a family business. Economicestasisor
a combination of gross revenues in relation to the firm’s industry, growth in assegs,
and/or equity of the firm, as well as the debt structure of the family busimeksstry
type refers to the type of work or economic activity the family business igetga
The legal status of the business refers to the type of business ownerslumpgaany

elected when they established the business. The management strietsrte tbe ways

5. The term “family business” and “family firm” atesed interchangeable throughout this study.
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in which power is situated and organized in the firm. The size of the firm refers to the
number of full-time and part-time personnel. And the last characterigkmgup the
structural and cultural foundation of family businesses is values. This coefsptto
the standards or principles of importance to individuals and the organization in regard to
power (influence, control, and decision making) as well as issues of trust, support, and
loyalty.

Also featured in Figure 3.1 are nepotism practices, interpersonal refgpens
member success, and the success of the business. As stated previously, repotism
defined as favoritism based on kinship (as in the appointment to a job). However for this
study, nepotism does not simply refer to practices of favoritism, ritleders to the
existence of formal and informal human resource policies as well aspieatipn of
these policies which determine the actions of members regarding emplaffemily.

Both ideal and real norms associated with nepotism are included. Interpersonal
relationships refer to the relationships among family members assasdtaween family
and nonfamily members. These relationships are defined by the attitudesi@amsl @fct
members regarding the worth and acceptance of other members or potentiarsneim
the firm. And the last variable included in the conceptual mapping is successss3acce
defined as the ability to accomplish an aim. Therefore, in this study membessucc
refers to an individual’s ability to effectively meet job expectations asthm
employment. And for the business, success refers to the firm’s abilitietbietly
maximize utility.

Although a multitude of relationships may exist between the variables described

above, the framework used in this study to understand these relationships iedigplay
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Figure 3.1. According to the diagram, nepotism practices impact the nstanpé
relationships of members which in turn impact member success which ulyiratiesits
the success of the business. However, because this study recognizes thedlsina
cultural characteristics impact the existence of nepotism and nepotismegahc
practices, this relationship is also expressed. In addition, this studyssisoes that
certain variables are mutually related. Age, size, industry type, legad,stabnomic
status, developmental phase, management structure, and values are all said to be
interrelated. While other variables besides those included in this model nugy odl
the success of a family business, this study concentrates on the rolemgyays and
the consequences it has on interpersonal relationships while recognizing tbetmsgpa
has on member success, and ultimately, the success of the family buSimesasim is

reflected in the goals of this research as well as the guiding principkesteeelow.

Guiding Principles

Nepotism is inherent and necessary to sustain a family business. Although
nepotism is often perceived as a negative practice, | contend that nepatisaif is not
intrinsically negative or positive; the outcome is dependent upon nepotism policies and
practices (Aronoff and Ward 1993; Astrachan and Kolenko 1994; Nelton 1998; Molofsky
1999). Therefore, | have identified four categories to express the charavtgottm
practices—open, closed, equal, and unequal. “Open practices” are identdisdi@sed
or openly communicated nepotism policies and practices. Its polar opposite, “closed
practices,” will therefore be identified as undisclosed or not openly comnteshica

nepotism policies and practices. “Equal practices” are practices thatimen in
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application or effect. This means that regardless of one’s status, the dolicremambers
are identical and the treatment is the same. “Unequal practices” aieqw fcat are
uneven in application or effect, meaning that the policies for members differ, and
treatment is the not the same.

To illustrate the intersection of these categories, | have created agyudl
nepotism practices (Figure 3.2). As is evident in the diagram, | propose thato$te “m
beneficial” nepotism practices are those that are both open and equahses&practices
are most likely to be perceived as fair. “Fair practices” refers toigeccmterpersonal
equity and will be determined by member’s attitudes about nepotism and nepotism
practices based on their interpretation of given situations. Its polar oppdkiie wi
considered “unfair practices.” Unfair practices will therefore banddfas perceived

interpersonal inequity.

Equal Practices Unequal Practices
Most Beneficial Beneficial
Open (most likely to be perceived as fair) | (may or may not be perceived as fair, but
Practices more likely to be perceived as fair thar

equal practices that are closed)

Problematic Most Problematic
Clos.ed (likely to be perceived as unfair, but mgre (least likely to be perceived as fair)

Practices | Jikely to be perceived as fair than uneqial

practices that are closed)

Figure 3.2: Typology of Nepotism Practices

Therefore, in this study, nepotism practices that achieve a perception of

interpersonal equity are said to be “fair,” and nepotism practices that éaihteve a
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perception of interpersonal equity are said to be “unfair.” The “most probé&mat
nepotism practices are those that are closed and unequal since theses @anactezest
likely to be perceived as fair. Furthermore, | believe that nepotism @sthiat are open
and unequal are more beneficial than practices that are closed and equhksirace
more likely to be perceived as fair than practices that are closed and Bagesto the
negative connotation of nepotism, it is believed that firms that practice equébderd c
practices are more problematic than firms that practice unequal but opgogsraince it
is likely that members, especially nonfamily members, will assumehthgiractices are
unequal even when they are not. That said, these practices are viewed ablessfic
than practices that are unequal and closed because even though they are not openly
communicated the practices are equal so they are more likely to be pérasifair.

Since nepotism practices are integral to the success of the familyfose that are
perceived as fair are considered to be most beneficial, and those that aregersei
unfair are considered to be the most problematic to the success of the firm.

Another guiding principle of this study involves the attitudes and actions of
members of the family business who face or have been faced with nepotism. Baoth famil
and nonfamily members are included in this scenario. Those family members who
started the business are generally referred to as “founders.” Foundewasidered first
generation. Those family members who are not founders, but are currently in andtrol
active in the everyday operations of the firm are called the “senior generarhose
family members who are active in the everyday operations of the firm, but are not
currently in control are considered the “junior generation.” Thereforefaamiy

member besides the founding generation who enters the family businessdsi@zhali



58
nepot. The term “nonfamily member" is used to identify an employee in thiy fami
business who is not a member of the family and who may or may not hold ownership in
the family business. Therefore, the term nonfamily member is considereqsyonm
with “nonfamily employee.”

In this study, the foci are the attitudes and actions of members surrounding the
onset of the practice of nepotism. Such attitudes and actions will be examined among
family members, specifically founding or senior generation and junior generatioe]la
as between family and nonfamily members, especially nepots and nonfamédgens.

And these attitudes and actions may vary. Individuals may be valued or devalued, and
welcomed or resisted. When an individual is said to be “valued,” this implies that othe
members have an attitude or perception that the individual is worthy or desirable to the
family business or has qualities on which these characteristics depend. When a
individual is labeled as “devalued,” this implies that other members havetadeatir
perception that the member is less than valuable, or unworthy, and undesirable to the
family business. When an individual is “welcomed,” this identifies actions by othe
members that have a positive impact upon that individual. Thus, when an individual is
“resisted,” this refers to actions by other members that have a negiatimemful impact

on that individual. When attitudes and actions are positive this indicates a strong
interpersonal relationship. And when attitudes and actions are negative, thieegdica
weak interpersonal relationship.

A typology representing the intersection of the attitudes and actions of inds/idual

encountering nepotism or nepotism practices is displayed (Figure 3.3). Indsvichuaal
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ATTITUDES
Valued (+) Devalued (-)
Welcomed Asset Clown
(+) Strong Interpersonal Relationship Strained Interpersonal Relationship
% (Positive Attitude and Action) (Negative Attitude and Positive Action)
=
@)
<
Resisted Competition Reject
) Strained Interpersonal Relationship Weak Interpersonal Relationship

(Positive Attitude and Negative Actionn)  (Negative Attitude and Action)

Figure 3.3: Typology of the Social Component of Member Success

are valued and welcomed are seen as an “asset.” The attitudes towardslihielsmls

are considered positive, and the actions towards such individuals have a positive impact
indicating a strong interpersonal relationship between members. Individualsevho a
valued, but resisted are viewed as “competition.” The attitudes towards thesduialdi

are considered positive, but the actions towards such individuals have a negatite impac
indicating a strained interpersonal relationship that is perceived as weadnflyers.

Individuals who are devalued, but welcomed are labeled “clowns.” The attitudedsowar
these individuals are considered negative, but the actions towards such individuals have a
positive impact. This also indicates a strained interpersonal relationship, bsteagai

the relationship is perceived as strong by members. And those individuals who are

devalued and resisted are seen as “rejects.” The attitudes and percepticis tHovse



60

individuals are considered negative, and the actions towards such individuals have a
negative impact indicating a weak interpersonal relationship betweeberem

The most successful members are those who are valued and welcomed, while the
least successful are those who are devalued and resisted. Thus, it is assufiaedythat
businesses benefit when individuals are both valued and welcomed. This is especially
true when nepots are valued and welcomed by key nonfamily members since in many
family firms the future vitality of the family firm often depends on the sasful
transition of nepots into the business (Chua, Chrisman, and Sharma 2003). The rationale
behind this assumption is that at the management level nepots typically rephdge f
not nonfamily members. Furthermore, when there are no family members t@replac
family members, usually the firm is either sold or goes out of businass.ag\a result,
these key nonfamily members are often left without a job. So it is in the ngnfam
member’s best interests to help nepots become successful. Therefore, whernreepots a
successful, nonfamily employees benefit. It is also in the best interestpaik to help
nonfamily members become successful (Chua et al. 2003). Without the help of
nonfamily members, the business will suffer. And when the business suffers, th&ssucc
of everyone is at stake. Therefore, when nonfamily members are sutaessbts
benefit. And when both nepots and nonfamily members are successful, the business

benefits.



CHAPTER 4
RESEARCH METHODS
This chapter outlines the research methods used to conduct this study. The first
section describes the overall research design and rationale for the methaselog
Instruments used to collect the data, as well as descriptions of the variablesrand the
measurements are also included in this section. The next section provides details
regarding sampling design and selection, and data collection for both the sutheasa

study research. The last section expresses how the data was analyzed.

Research Design

Although research published on family businesses is becoming increasingly
sophisticated and rigorous (Bird et al. 2002), a large extent has been based on casual
observations rather than systematically collected empirical Batakhaus 2004). Both
detailed explanations of the research design and sophisticated stda@sticédues are
often lacking in family business research (Alrich 1992). In an effort to impiowe the
guality and value of family business research, this cross-sectional stixsuibth
guantitative and qualitative methods. Together, these methods provide a better
understanding of the research problem than either method would alone. A self-
administered questionnaire was used to elicit responses regarding thesficrotural
and cultural characteristics, policies and procedures in regard to nepotism, and

descriptive data regarding the statuses and roles of family and nonfaemipers. Then
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select family businesses were targeted to participate in a more madegysis. Using a
multiple case study design, data were collected through in-depth interviewsva oé
appropriate documents, and observations to verify and corroborate information provided
in the questionnaires as well as to obtain a more detailed understanding of the
organization, its nepotism policies and practices, the relationships betweenamg am
members of the firm, and their attitudes and experiences working in a fausilyess.

The use of written surveys and in-depth interviews is fitting given that teey a
the most widely used methods for gathering data on family businessesafidyanchez
1998; Bird et al. 2002). Furthermore, these methods are appropriate for studying the
effects of nepotism in family businesses because they allow the resaarcbiect data
on the structure, management, values, and human resource practices as well as the
interpersonal relationships and success of its members. Self-admingiestidnnaires
provide relatively objective aggregated data using clearly defined indicatoks,inv
depth interviews provide narratives and quotes which give subjects a voice and offer a
more holistic and rich analysis of family businesses. As a result, thisrsttidynly
allows the researcher to act objectively, it also enables the reseandh&ubjects to play
an active and more reflexive role in the process.

The methods used in this research also increase the reliability and \alithiey
study. Alone, surveys are generally strong on reliability and weak on validityeut
combined with in-depth interviews in a multiple-case design, validity is improved. The
use of in-depth interviews, observation, and review of relevant documents enhance the
validity since these methods all provide rich data from a real-life setingddition, by

combining quantitative and qualitative evidence, internal validity is strengthered s
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using multiple methods helps ensure that conclusions drawn in the research anéedarr
from the data collected. And finally, studying family businesses in tradiife setting
also strengthens the research in that it yields results with broadeaappichan

artificial settings found in experimental designs or surveys alone.

Instruments

Data were collected primarily through a self-administered questiorarairen-
depth interviews. The thirteen-page questionnaire (Appendiwas printed in booklet
form and included a letter introducing the study, its purpose, and incentives for
responding as well as the mechanics for returning the questionnaire. The putpese of
guestionnaire was to gather descriptive information about the structurelnfsiness
and family as well as the ascribed and achieved statuses of key memberisst The f
section of the questionnaire, “Company and Member Characteristics,”rehtai
guestions regarding the year the firm was founded, industry type, lega) statnemic
status, size, management structure, and developmental phase. In additigotjwkescri
information was asked about the person completing the survey (ideally u faemiber
and owner of the firm), as well as other family members and key nonfamilypgeesl
The second and third sections asked questions regarding the firm’s stratetjie

succession plans. The fourth and sixth section, using a Likert scale, inquirechabout t

6. Portions of the questionnaire and questionmasponses were extracted from the 2002
American Family Business Survey designed and cdreduzy the MassMutual Financial Group and Robin
Raymond Family Business Institute, directed angetted by the Loyola University Chicago Family
Business Center, the Cox Family Enterprise Cernt€eanesaw State University, and Babson College.
See Appendix D for letter authorizing its use.
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values of the family and leadership towards the family, the business, and itsnsiembe
And the fifth section addressed the firm’s nepotism policies and practices.

To facilitate the in-depth interviews, four separate interview guides wsed—
one for founding family members, one for senior generation family mendrersor
junior generation family members, and one for nonfamily members. A sample of one
these interview guides is provided in Appendix B. Each interview focused on five major
topics—the history of the business and their role in the firm/employment in the firm;
personnel policies and practices; the role of the next generation/leadertedirm;
relationships with family and nonfamily members; and their overall experienideng
in a family business. Although the topics were generally the same for eagfeimfe
separate guides were used to more accurately capture the distinctiorenitéeve
member’s positions in the firm and the family. Furthermore, each guide was
personalized prior to the interview to reflect information derived from the gamsgas
well as their responses regarding organizational and individual charécdeaisd other

opinions cited in the survey.

Variables and Measurements
To report and interpret the data, it is necessary to understand how the variables
identified in this study were measured. The following is a list of thesablesiand their

measurements:
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Attributes of Organization

Age: refers to the number of years the business has been in operation. Age is a ratio

measure and was identified by a key member of the firm in the survey (Appgendi).

Developmental Phaseefers to Gersick et al.’s (1997) classification of three axes—

family, business, and ownership, which each vary by growth and change. Thedamily
progresses from the “young business family” phase, to the “entering business”tphas
the “working together” phase, to the “passing the baton” phase. The busirsekssgrs
with the “start-up phase;” and then progresses to the expansion/ formalization” phase
and then the “maturity” stage. And the ownership axis includes the “controlling,dwne
“sibling partnership,” and “cousin consortium” phases. To qualify for this study, the
family business must be at least at the “entering business” stage on illgeatasn but

can be at any stage along the business and ownership axes. To measure this nominal
variable, a key member of the firm was asked in the survey to look at descriptiach of e
stage under each axis and identify the stage from each axis that mdgtrelesebled

their situation (Appendix A, 1.25). The data were also confirmed through the case

studies.

Economic Statugefers to a combination of gross revenues in relation to the firm’s

industry, growth in sales, assets, and/or equity of the firm, as well as therdetotrs of
the family business. Four closed-ended questions in the survey regarding economic

status were used to identify this variable (Appendix A, 1.12, 13, 14, and 15).
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Industry Typerefers to the type of work or economic activity the family business is
engaged in. Based on the 2002 North American Industry Classification Syste@INAI
which is now consistent with an international agreement with Canada and Magico, t
U.S. Census (2002b) classifies industries into 21 major categories—retajl tra
professional, scientific, and technical services; construction; healtlamdsocial
assistance; accommodation and food services; finance and insurance; whaldsale t
manufacturing; administration, support, waste management, and remediatiorsservice
real estate, rental and leasing; transportation and warehousing; intomaats,
entertainment, and recreation; educational services; management of canapahie
enterprises; forestry, fishing, hunting, and agricultural support; miningiastilother
services; auxiliaries; and unclassified establishments. Note that ethiees includes
industries typically associated with family businesses such as automasteolc, and
household goods repair and maintenance, as well as personal care servicebeaawty as
salons, pet care, funeral homes and cemeteries, vending machine merchardistmg
cleaning and laundry services. However, in some instances, industry typatves f
collapsed into white-collar and blue-collar. In open-ended questions in the survey, a key
member of the firm was asked to identify their company’s industry and primegadlict
or service (Appendix A, 1.2 and 3). Then based on the categories listed above, their

industry type was determined.

Legal Statusrefers to one of the six legal forms a company can elect when dstalpks
business. They include individual proprietorship (an unincorporated business owned by

an individual); general partnership (an unincorporated business owned by two or more
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persons where partners generally divide responsibility for management alig liabi
equally); limited partnership (an unincorporated business owned by two or marespers
where partners have limited liability in regards to their investment andgearent
decisions); LLC or limited liability company (a hybrid business strudtusecombines
limited liability features of a corporation and the tax efficiencres @perational
flexibility of a partnership); C corporation (a legally incorporated busirescept
subchapter S, under state laws); and Subchapter S corporation (a legally incorporated
business with a special IRS designation for legally incorporated busingds@$ wr
fewer shareholders who, because of tax advantages, elect to be taxed as individual
shareholders rather than as corporations). For the purposes of this researagm®nly f
that are privately held (implying no public trading) were selected. $hsiominal
variable that was identified in the survey by a key member based on theirdidd le

status (Appendix A, 1.11).

Management Structureefers to the ways in which power is situated and organized in the

firm. To best understand the management structure of the organization, Ejlies Ja
(1976) recommends that one not only examine the manifest social structure (thidicate
the organizational chart, bylaws or other documentary evidence), but alsstineca
social structure (what participants assume to be the current situation),ahesextal
structure (how things actually function), and the requisite social struetgmn¢eption

of organization as it would need to be to maximize effectiveness). Thereforatanslic
of the management structure include the firm’s organizational chart, compalsy g

statuses and roles of family and nonfamily members, as well as mamageyres and
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strategies of control. The management structure was measured byrguistiothe
survey (Appendix A, 1.4, 22, 23, and 24) and interviews regarding the title/position and
responsibilities of key family and nonfamily members, what members ageuredhe
current management situation, how management actually functions, and wiegtedra
management has regarding control in the future, as well as relevant docwmhrds s

the firm’s organizational chart and company by-laws.

Size refers to the number of full-time and part-time personnel. Size is a ratiom@eas

and was identified by a key member of the firm in the survey (Appendix A, 1.16).

Successrefers to the ability to accomplish an aim. Therefore, success of the business
refers to the firm’s ability to maximize utility. It is measurédhee organizational level

by its ability to maintain a stable and friendly environment, and its propensity taw®nt
to operate as a family business. Since nepotism practices are intelgeastietess of

the family firm, those that are perceived as fair are considered to be mdstiak@ad
those that are perceived as unfair are considered to be the most problematstitcelks

of the firm. Interview questions were used to measure success based on thesedndica

Values refer to the ideology that defines and explains the characteristics ahtfg f

and business in relation to other organizations (Whyte and Whyte 1991). Therefore,
values are considered the standards or principles of importance to individuals and the
organization in regard to power (influence, control, and decision making) as well as
issues of trust, support, and loyalty. This concept is tied to the managementestructur

since the ways in which power is situated and control is exercised is iteldbedvalues
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of the firm. Types of management approaches and strategies of control eatonsdof
such values. Values were measured by statements in the survey and in thedgase-st
using a five-point Likert-scale (Appendix A, IV and VI). Response caiegoere
presented in a manner that implied meaningful and equal distances betvegenest

As a result, data are treated as an interval level of measurement.

Nepotism Practices (Organizational and Individual)

Nepotism Practicesefer to the existence of formal and informal human resource policies

as well as the application of these policies which determine the actions of membe
regarding employment of family. Both ideal and real norms associate&pbtism are
included. Therefore, to measure this variable, documents based on policies dictated by
the human resource or personnel department of the business were collected Yo identif
ideal nepotism practices. Furthermore, survey (Appendix A, V.6, 7, and 8) andemtervi
guestions were asked to confirm these ideal norms and to gain knowledge regarding th
real norms associated with nepotism. Nepotism practices are catddmasazl on two

major dimensions—open or closed and equal or unequal.

= Open Practicegefer to disclosed or openly communicated nepotism policies and

practices. Its polar opposite will be considered “closed practices.” Ppbésies
and practices were measured by questions in the survey and interviews regarding
human resource policies and the subject’s perceptions and interpretations of these

policies and practices.
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= Closed Practicesefer to undisclosed or not openly communicated nepotism policies

and practices. Its polar opposite will be considered “open practices.” Thesegoli
and practices were measured by questions in the survey and interviews regarding
human resource policies and the subject’s perceptions and interpretations of these
policies and practices.

= Equal Practicegefer to nepotism policies and practices that are uniform in

application or effect. This means that regardless of one’s status, thegpfalicie
members are identical and the treatment is the same. These policies &oéegprac

were measured by questions in the survey and interviews regarding human resource
policies and the subject’s perceptions and interpretations of these policies and
practices.

= Unequal Practicesefer to policies and practices that are uneven in application or

effect, meaning that the policies for members differ, and treatment is rezrtiee
These policies and practices were measured by questions in the surveyrarahiste
regarding human resource policies and the subject’s perceptions and intens ethti

these policies and practices.

Although survey and interview questions were asked to confirm ideal nepotismgsact
and gain knowledge regarding the real norms associated with nepotism, it isimhpor
note that the term “nepotism” was purposely absent in the self-administered
guestionnaire. There are two main reasons for this. First, in discourse about my
dissertation | found that many people were not familiar with the ternotisep.” And

second, as discussed previously, nepotism is a loaded term that often conjures up strong
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attitudes and | wanted to eliminate any preconceived notions about the conceptythat m
influence the subject’s responses. However, the term was used and addressedrhead-on i
the interviews so the concept and perceptions of the concept could be explored in more
detail.

Attributes of Individuals/Members
and their Relationships

Interpersonal Relationshipeefer to the relationships among family members as well as

between family and nonfamily members. These relationships are defineddiyttives
and actions of members regarding the acceptance of other members or potembaisne
of the firm. This study is primarily interested in the interpersonal oslstiips that result
at the onset of nepotism. Therefore, interpersonal relationships are saidreme s
when members are valued and welcomed; and interpersonal relationshipd trydeai
weak when members are devalued and resisted. Interpersonal relpiomnsie
measured by questions in the interviews regarding their attitudes and astvef as

their perception of attitudes and actions of other members of the firm.

Attitudes refer to real or perceived orientations towards a person, situation, otgamiza
or social process that is held to be indicative of an underlying value or belief. More
specifically, this refers to those attitudes regarding the worth of othebemnsror

potential members of the firm. Positive attitudes are defined as thoseltizabtreer
members, whereas negative attitudes are defined as those that devalueotbersm

Interview questions were used to measure this variable.
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= Valued:refers to attitudes or perceptions that view an individual as worthy or
desirable to the family business or having qualities on which these chatarseri
depend. Its polar opposite will be considered “devalued.”
= Devaluedrefers to attitudes or perceptions that view an individual as less than
valuable, or unworthy and undesirable to the family business. Its polar oppidsite w

be considered “valued.”

Actions refer to those behaviors that have a positive or negative impact on members.
More specifically, this refers to those actions regarding the acceptaotteeoinembers

or potential members of the firm. Positive actions are defined as those thaneelc
other members, whereas negative actions are defined as those that resiseothers.

Interview questions were used to measure this variable.

= Welcomedrefers to actions by members that have a positive or comforting impact on
another member. Its polar opposite will be considered “resisted.”
= Resistedrefers to actions by members that have a negative or harmful impact on

another member. Its polar opposite will be considered “welcomed.”

Successrefers to the ability to accomplish an aim. Therefore, member sucoarsstoef
an individual's ability to effectively meet job expectations and sustain emplatynit is
measured at the individual level by informal perceptions regarding the miswidilee to
the firm and their ability to maintain stable and friendly relationship&rJim@w

guestions were used to measure success based on these indicators.
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Sampling Design and Data Collection

Phase One: Survey Research
In the first phase of the research, convenience sampling enhanced by 8gstema
random sampling procedures was used to elicit a sample of 500 firms. Thenrgata we

collected through a self-administered questionnaire.

Sampling Design and Selection

Identifying family businesses for participation in research is &ffyiproblematic
since a comprehensive sampling frame of family firms in the United Statesalo@gst.
This is not surprising given the absence of a commonly accepted definition kyf fami
business, and a lack of variables and secondary data sources classifysragfarfamily
business (Brockhaus 2004). Therefore, as in most empirical studies of familysbusine
this research relies on a convenience sample extracted from voluntary ntembers
organizations (Chua et al. 2003). Although this threatens the generalizability of the
study, using multiple methods diminishes the impact and provides an appropriate and
feasible solution.

The sample was drawn from the membership lists of state and local chambers of
commerce located in the greater Baltimore-Washington metropolitan Bneadecision
to enlist the assistance of state and local chambers of commerce wasmaadember
of reasons. First, because chambers of commerce are a prominent advocacgtmnganiz
representing the interests of businesses at the local, state, and nationgddg\aistain
sizeable memberships. Second, these organizations maintain comprehensiveshipmbe

lists. Third, because most chambers include an educational component as part of their
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mission and member services, | thought that they may be more willing to lshiare t
membership lists with me, especially if | offered them access to mydipart and was
willing to present an educational lecture at one of their events and/or watéicde on
family business for their monthly newsletter. Fourth, because they nragregamiliar
with their members, | was hoping they would be able to assist me in identifymgerme
who participated in family businesses. And finally, | thought that if | ghihe support
of the chambers in the form of a letter on their letterhead, encouraging farsihess
members to participate in my study, it would help elicit greater participa

The greater Baltimore-Washington metropolitan area was selected asd¢hech
site because, like every metropolitan area in America, it encompasabaradance of
family businesses. The area is also diverse in terms of race, ethmdityeder,
ranking fourth among U.S. metropolitan areas with the largest number of ty ewai
women-owned firms (U.S. Census Bureau 1997). Furthermore, it is a conveeielutesit
to its physical proximity to the researcher. Nine counties in Marylandptusty of
Baltimore, four counties in Northern Virginia including the independent cities of
Alexandria, Fairfax, Falls Church, Manassas City, and Manassas Park, anstitice &
Columbia were selected to represent this Idcaléese areas were selected because they
are the counties and cities considered by area residents to be withinnaloéaso
commute of either Baltimore or Washington. According to the state chambers of

commerce, there are approximately forty local chambers of commektaryland,

7. The Baltimore-Washington metropolitan area fciglly designated by the U.S. Census
Bureau (2004) as the Washington-Baltimore-Northérginia, DC-MD-VA-WV Combined Statistical
Area and includes three additional counties fronmjéand, eight from Virginia as well as the independ
city of Fredericksburg, and two from West Virginia.
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twenty in Northern Virginia, and five representing the District of Columbia. Qkthe
eleven chambers of commerce were targeted based on their influence and size of
membership including one in the District of Columbia, seven in Maryland, and three in
Northern Virginia. The DC Chamber of Commerce was selected to repieséistrict
of Columbia.

In Maryland the chambers targeted were the Baltimore City Chamber of
Commerce; the Baltimore County Chamber of Commerce; the Baltimorkivgamn
Corridor Chamber of Commerce—the only regional chamber in Maryland consisting
principally of Anne Arundel, Howard, Montgomery, and Prince George’s counties; the
Calvert County Chamber of Commerce; the Carroll County Chamber of Comnierce; t
Charles County Chamber of Commerce; and the Frederick Chamber of Cominerce.
Virginia, the Fairfax County Chamber of Comméydhe Loudoun County Chamber of
Commerce, and the Prince William County Chamber of Commerce were targdted. |t
visited all eleven chambers and provided the appropriate contact with a packet of
information including a cover letter detailing my request, background on the study, and
what | was prepared to offer the chamber for their assistance, asaeatbay of my
resume and transcripts for verification of my credentials, and a draft qiidstionnaire
that | planned to send to their members.

Ideally, | asked that each chamber of commerce provide me with access to and
assistance with their membership list, as well as a letter encouthginghembers to

participate in my study. The letter would be copied and mailed by me along with the

8. Arlington County’s chamber of commerce was aogéted due to the county’s relatively small
size and close proximity to more influential chamsbaf commerce such as the Fairfax County Chamber o
Commerce and the DC Chamber of Commerce.
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survey to select members. However, not all of the chambers agreed to assisteme. F
chambers declined (DC, Baltimore City, Calvert, Carroll, and Frederalk agreed to
provide both the letter of support and access to their membership lists (Baltimore-
Washington Corridor, Charles, Fairfax, and Loudoun), and the remaining two (Baltimore
County and Prince William) provided access to their membership lists, but were not
willing to provide a letter of support.

Once the membership lists were obtained, systematic random sampling
procedures with a random start based on the percentage of establidfmemts county
were used to select a sample of 500 companies. While a larger sample size weuld ha
been more desirable, this number was realistic given the costs and resoutabke doa
the researcher. Furthermore, according to Gay (1996), when the population size is
beyond 5,000, as it is with family businesses, a sample size of 400 should be adequate.
There are a total of 119,840 establishments (U.S. Census Bureau 2002a) in the counties
of the participating chambers. Of the counties represented by these 08
percent of the establishments are located in Anne Arundel, Howard, Montgomery, and
Prince George’s counties; 21.68 percent of the establishments fall withirk F2ardaty,

16.52 percent in Baltimore County, 4.55 percent in Loudoun County, 4.44 percent in
Prince William County, and 2.22 percent in Charles County.
The Baltimore-Washington Corridor Chamber of Commerce submitted a

membership list of 620 firms, eleven of which they identified with certamtyeang a

9. Establishments are defined by the U.S. CensusaBu(2002a) as a single physical location at
which business is conducted and/or services pravideach county or district, unlike “firms,” which
according to the U.S. Census includes one domestablishment (location) or more under common
ownership or control.
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family business. | then eliminated those firms that | knew were not privatgigd or
family-owned businesses narrowing the list down to 471. Because the samplassize w
500 and because it was determined that 50.58 percent of the establishments in
participating counties are from the four counties represented by this ch@5®dérms
would need to be selected from this list to represent these counties. Therefordh to rea
this number, | selected every other firm on the list starting with the secondritil |
reached 242. Then | added the eleven family firms identified by the chambégato ge
total of 253 firms.

The Fairfax County Chamber of Commerce submitted a membership list of over
1000 firms. | narrowed this list down to 518 by eliminating those businesses that | knew
were not privately or family-owned. Then | selected every fifth firntisgwith the
fifth firm on the list for a total of 108 firms or 21.68 percent of the establishments.
Although the Baltimore County and Prince William County chambers of commeree w
not willing to provide a letter of support, they were extremely helpful with idemgf
family businesses from their membership list. The Baltimore County Chamber of
Commerce provided me with a list of 91 family businesses from their membesship |
Since they had already taken out all of the nonfamily businesses, | simplyatdéich
every eleventh firm starting with the sixth firm on the list to produce the needg@tesam
of 83 (16.52 percent of the establishments). And the Prince William County Chamber of
Commerce identified 248 family businesses, from which | selected a t@2alfoms
(4.44 percent of the establishments), choosing every eleventh firm stattnii&vsixth
firm on their list. Loudon County accounted for 4.55 percent of the establishments, so

only 23 firms from the Loudoun County Chamber were needed. With the help of
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employees at the Loudoun County Chamber, 23 family firms were identified. The
membership list from the Charles County Chamber totaled 904, but because | only
needed 11 firms (2.22 percent of the establishments) | asked the Presidenotildhe
provide me with a list of eleven members that she knew were family businesk&$. Al
of these firms were included in the sample. Together this added up to the total of 500

firms.

Data Collection

In the first phase of the research, data were collected through a satisadrad
guestionnaire (Appendix A). Because response rates to business surveys allg genera
low, ranging from 10 percent to no higher than 50 percent (Tarnai and Paxson 2004), the
method one chooses for collecting data from businesses is extremely impBstant
offering alternative response modes and multiple follow-up procedures, the espons
rates of business surveys can be improved (Dillman 2000; Willimack, Nichols, and
Sudman 2002). Therefore, | employed a tailored approach including different survey
modes and numerous follow-up methods. The initial mode of distribution of the
guestionnaire was by mail. However, the survey was also available online to
accommodate those who may prefer to complete the survey electronidile it
would be easier and more cost effective to conduct the survey entirely online,aratnai
Paxson (2004) found that businesses, regardless of industry group, prefer mailed
guestionnaires to other modes.

One of the primary concerns with online surveys is non-coverage error;

businesses establishments are especially prone to this since most bsisespesaally
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family businesses, are small and may not have Internet access (Melevin Qdiod)
concerns with establishment surveys conducted online include confidentiality and
Internet security, vulnerability to viruses and “spam,” and technical difesu{tCouper
2000; Sills and Song 2002). Nonetheless, web based surveys were the second most
preferred method by businesses (Tarnai and Paxson 2004), and in populations in which
each member has Internet access, a web survey mode can achieve comgspabse
rates to mailed questionnaires (Kaplowitz, Hadlock, and Levine 2004). Therefore, as
Tarnai and Paxson (2004) suggest, an online survey was offered in conjunction with the
mailed questionnaire to increase response rates. The online survey was provided through
SurveyMonkey, a professional online survey software and service company. For a
monthly fee, the service allows customers to design a survey, send emadsdndents
with links to the survey website, track the identities of respondents, and ,cakectand
even download survey results into statistical packages such as SPSS. To hglarsatisf
concerns about confidentiality and Internet security, | paid an additional mée¢hior
the online survey to feature secure sockets layer (SSL) encryption fordey 8nk and
survey pages during transmission.

In addition to the various survey modes, a number of follow-up methods were
employed. Follow-up emails as well as a follow-up postcard were sent palipdis
reminders. And two of the participating chambers of commerce, the Baltimore-
Washington Corridor and the Loudoun County Chamber of Commerce, announced the
study to their members via their monthly newsletter. Furthermore, to eneourag
businesses to reply, those who completed the survey were offered a three-month

complimentary subscription fbhe Family Business Advista $50 value), an eight-page
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monthly newsletter that provides practical tips, ideas and insights tofagsiy
businesses with their special needs.

Prior to administering the questionnaire, the measurement instruments were pre
tested. This is done to ensure that the instruments are clearly understood aretedterpr
similarly by respondents, thus improving the validity of the instrument and tabiligf
of the data. Six individuals, who were either knowledgeable about family busioesses
about survey construction, were asked to complete and evaluate the survey. Although
Sheatsley (1983) states that it usually takes twelve to twenty-five ttaseveal any
problems or weaknesses in an instrument, because a majority of the questiomhaire ha
been tested and used previously by over a thousand family businesse&nretiean
Family Business SurvéiassMutual Financial Group/Raymond Institute 2002),
additional testing was not necessary. After evaluating the responses of these
guestionnaires, and taking into consideration any additional comments or suggestions
regarding the construction of the questionnaire, revisions were made analaleynsror
weaknesses found during the pre-tests were corrected. Similarly, oncehiduegesc
were made and the questionnaire was placed online, several test runs wereedonduct
online to ensure its accuracy, ease, and reliability.

Five-hundred questionnaires were mailed along with a self-addressed stamped
envelope and a cover letter on August 12, 2005. The cover letter was eitherd letter
encouragement and support written by the chamber of commerce from which that
business held membership, or a flyer encouraging participation writtesubsttute for
those firms that belonged to chambers that were unwilling to provide a sup@ort Teit

track responses and substantiate the confidentiality of the survey, each questivasa
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numbered. In addition, the website for the online version of the survey was printed on
the cover page to announce its availability to participants. Six daysiagmail was
sent to 437 of the 500 firms (50 did not provide an email address; the remaining 13 had
already replied) to alert them of the mailed survey. This email alsadpebai link for
taking the survey online. Together the mailed survey and email eliciv¢al aft41
responses, 18 of which either declined to participate or were not family businesses.

Then, on September 7, a follow-up postcard was mailed as a reminder to those
who had not yet responded. The postcard included the web address for completing the
survey online as well as contact information in case they misplaced the hard tdopy o
survey and wanted another mailed to them. Although the literature (Dillman 2000)
suggests that follow-up mailings be sent two to three weeks after the ssimeiad,

Labor Day weekend fell around the preferred time so | opted to wait untittedter
holiday. Six days later, a reminder email was sent as a companion to the postcard
mailing to reiterate the message sent in the postcard. As expected, theufoihoailing
of the postcard and the reminder email stimulated a resurgence of respoeseszetir
18 more responses, 4 of which either declined to participate or were not family
businesses.

And finally, nine days prior to the close of the survey, a final plea was sent via
email to those who had not yet replied asking for their participation. Follohimd t
received 21 additional responses, 15 of which either declined to participate arowvere
family businesses. The survey closed on September 30, 2005. Thank you emails or
postcards were sent to all that replied, and the first of three complimeotaeg of the

newsletterThe Family Business Advisavas mailed to those who completed the survey.
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Altogether, | received a total of 80 replies from my sample of 500 firms.
Unfortunately, only a little more than half (43) resulted in a returned surveyy ohirt
the surveys were completed by mail and 13 were completed online. Of the remaining
replies, 15 declined to participate for unknown reasons, and another 22 informed me that
their firm was not a family business. Although it is not accurate to reppdnss rates
when it is unclear whether or not the entire sample consists of the targetedipopulat
some family business researchers (Chua et al. 2003; King 2003; Murphy 2005) have done
so. Ifitis assumed that this sample was comprised entirely of familyelssss, the
response rate would be 8.6 percent. Knowing that at least 22 of the firms sampled were
not family firms, the return rate would increase to 9 percent. Furthermins, if
assumed that even more firms in the sample were not family firms, the @®imauld
be even greater. This is not bad considering that response rates to businesasirveys
generally low (Tarnai and Paxson 2004).

In fact, one of the largest survey research projects of family businesses, the
American Family Business Surv@assMutual Financial Group/Raymond Institute
2002), yielded a response rate of only 3 percent. However, because a response rate
cannot be reported, the best | can do is simply state that a total of 43 surveys were
returned. Of the 43 questionnaires, six had to be eliminated because the busiuess faile
to meet the criteria outlined in this study. Needless to say, 37 returns anffiniErg to
warrant valid statistical analyses and reporting. Therefore, the manmbkrch this

information is used is somewhat different than what was initially planned.
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Phase Two: Case Study Research

The second phase of the research involved a more in-depth analysis of family
businesses and their members. Originally, | had planned on utilizing purposivengampli
techniques to identify a smaller, more informative sample that would be egtfemin
those firms that completed the questionnaire. However, when the questionhedréofai
yield an adequate number of responses, an alternative plan was used. Rathératttan e
a subset of firms from the 37 questionnaires, additional firms were selectaditete
the questionnaire and participate in the more in-depth analysis. By targetitigraddi
firms, it was hoped that the number of completed questionnaires would be increased
substantially and this would afford more reliable statistical analyse€paoding.
Therefore, in the second phase of research, quota sampling techniques wer¢anget to
a sample size of 30 firms, and data were collected through in-depth in®raieewview

of appropriate documents, and observations.

Sampling Design and Selection

In an analysis of family business research, Wortman (1994) and Bird 20@2) (
found that sample sizes varied anywhere from one individual or firm to over 250
individuals or firms. However, among qualitative research, the median samplasi8e w
firms, and the mode was 2 firms (Wortman 1994). For this research, 30 firms from the
greater Baltimore-Washington metropolitan area were targeted tcifetd in the case
study. This number was chosen because committee members agreed that this would be
reasonable sample size to reveal a full range of responses. Firms weeslsedeng

guota sampling methods based on area and industry type (Appendix C). To determine
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the number of firms that would be needed from each area and industry type, statistics
were once again drawn from the 2002 Economic Census (U.S. Census Bureau 2002a).
Table 4.1 illustrates how this was determined.

Table 4.1. Distribution of Establishments in Baltire-Washington Metropolitan Area and Needed
Sample Size per County/City Based on U.S. Censts (2802a)

Establishments Establishments Number of
as a % of the as a % of the Firms Needed
Research Site  Sample (N=30) for Case Study

Total

County/City Establishments

District of Columbia

Washington 19,930 11.78 3.53 4
Maryland
Anne Arundel County 13,017 7.70 2.31 2
Baltimore City 12,830 7.58 2.27 2
Baltimore County 19,803 11.71 3.51 3
Calvert County 1,631 .96 .29 0
Carroll County 4,195 2.48 74 1
Charles County 2,665 1.58 A7 0
Frederick County 5,434 3.21 .96 1
Howard County 7,560 4.47 1.34 1
Montgomery County 25,824 15.27 458 5
Prince George’s County 14,211 8.40 2.52 3
Northern Virginia
Arlington County 5,298 3.13 .94 1
Fairfax County 25,987 15.36 4.61 5
Loudoun County 5,449 3.22 .97 1
Prince William County 5,324 3.15 .95 1
Total 169,158 100.00 30.00 30

According to these data, there are a total of 169,158 establishments in thescountie
and cities representing the greater Baltimore-Washington metropoiamefined in
this research. The largest percent of establishments in this localaated in Fairfax
County (15.36 percent), followed by Montgomery County (15.27 percent), the District of
Columbia (11.78 percent), Baltimore County (11.71 percent), Prince George’s County
(8.40 percent), Anne Arundel County (7.70 percent), Baltimore City (7.58 percent),

Howard County (4.47 percent), Loudoun County (3.22 percent), Frederick County (3.21
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percent), Prince William County (3.15 percent), Arlington County (3.13 percent), ICarrol
County (2.48 percent), Charles County (1.58 percent), and Calvert County (.96 percent).
Therefore, to achieve a representative sample, five firms were neede#dirfax and
Montgomery counties, four from the District of Columbia, three from BaltnCounty,
two from Prince George’s County, Anne Arundel County, and Baltimore City, and one
from Howard, Loudoun, Frederick, Prince William, Arlington, and Carroll counties.
None were needed from Charles or Calvert County.

Then, using the same Census data, industry types (based on the NAICS) were
rank ordered for the United States, the MSA (Washington-Baltimore-Northeginia,
DC-MD-VA-WV Combined Statistical Area), participating chambehege areas
represented in the sample in phase one), and the research site (greaterd3alt
Washington metropolitan area) to determine similarities and differencasgyaimese
locales (Table 4.2). As is evident in Table 4.2, there is little variance innkenmder of
industries among these locales, especially among the MSA, participla#éindpers, and
research site. Within these three locales, the majority of establisharerfound in the
professional, scientific, and technical services sector. Retail sialle second with
other services (except public administration), construction, and healtarchsscial
assistance ranking third, fourth, or fifth. Accommodation and food services ranks sixth;
followed by the administration, support, waste management, and remediatiocesser
sector, finance and insurance, real estate and rental and leasingalehinéete,
information, manufacturing, transportation and warehousing, educationaksethie
arts, entertainment, and recreation sector, the management of compdreategprises,

unclassified establishments, and auxiliaries (executive, corporate, sphadii
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Table 4.2. Rank Order of Industry Type (NAICS) Armgdbifferent Locales (U.S. Census Bureau

2002a)

United States MSA Participating Chambers Research Site
NAICS % NAICS % NAICS % NAICS %
Retail 15.63 Professional 18.92 Professional 17.Ptofessional 17.47

Professional 10.73 Retail 13.09 Retail 13.87 Retail 13.49
Other 10.28 Other 11.70 Construction 10.29 Other A1
Construction 9.86 Health Care 9.82 Health Care 3.0.Realth Care 10.24
Health Care 9.77 Construction 9.32 Other 9.61 QCuaosbn 9.33
Accom. Food 7.85 Accom. Food 7.17 Accom. Food 6.2&com. Food 7.17
Finance 6.26 Administration 5.62 Administration  B.9Administration 5.64
Wholesale 6.07 Finance 5.38 Finance 5.91 Finance 61 5.
Manufacturing 4.78 Real Estate 4.58 Real Estate 4 4 Real Estate 4.49
Administration 4,77 Wholesale 3.26 Wholesale 4,39 hoW'sale 4.00
Real Estate 4.49 Information 2.87 Information 2.4nformation 2.60
Transportation 2.71 Manufacturing 1.93 Manufactyrin 2.29 Manufacturing 2.31
Information 1.93 Transportation 1.73 Transportation1.96 Transportation 1.98
Arts 1.53 Educational 1.60 Educational 1.47 Edocei 1.55
Educational 1.02 Arts 1.32 Arts 1.35 Arts 1.34
Management 0.69 Management 0.84 Management 0.88 adéament 0.84
Unclassified 0.50 Unclassified 0.43 Unclassified 37. Unclassified 0.38
Forestry 0.37 Auxiliaries 0.18 Auxiliaries 0.19 Alixries 0.19
Mining 0.33 Forestry 0.11 Forestry 0.09 Utilities .09
Utilities 0.26 Utilities 0.10 Utilities 0.07 Foregt 0.08
Auxiliaries 0.19 Mining 0.04 Mining 0.04 Mining 010

Note: See Appendix C for NAICS codes and complete titléstal may not sum to 100 percent due to

rounding.

regional management). Utilities or the forestry, fishing, hunting, andudigrie support

sector are next with the mining industry ranking last. This information sesved a

confirmation that the locale of participating chambers and the researchfisiesl die this

study were representative of the MSA, and in many ways the entire country.

Then, using the rank order of industries found in the research site, the number of

firms per industry needed for a sample of 30 firms was determined (Table 4.3).

According to these calculations, five firms would need to be targeted from the

professional, scientific, and technical services industry; four firom retail trade; three

firms from other services, health care and social assistance, andictoist two firms

from accommodation and food services, the administration, support, wasteemansg
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% of Sample Firms

NAICS Industry Type % (N=30) Needed
Professional, Scientific, and Technical Services A17 5.24 5
Retail Trade 13.49 4.05 4
Other Services (except public administration) 11.17 3.35 3
Health Care and Social Assistance 10.24 3.07 3
Construction 9.33 2.80 3
Accommodation and Food Services 7.17 2.15 2
Administration, Support, Waste Mgt., and Remediati@rvices 5.64 1.69 2
Finance and Insurance 5.61 1.68 2
Real Estate and Renting and Leasing 4.49 1.35 1
Wholesale Trade 4.00 1.20 1
Information 2.60 0.78 1
Manufacturing 231 0.69 1
Transportation and Warehousing 1.98 0.59 1
Educational Services 1.55 0.47 0
Arts, Entertainment, and Recreation 1.34 0.40 0
Management of Companies and Enterprises 0.84 0.25 0
Unclassified Establishments 0.38 0.11 0
Auxiliaries (executive, corporate, subsidiary, aedional mgt.) 0.19 0.06 0
Utilities 0.09 0.03 0
Forestry, Fishing, Hunting, and Agriculture Support 0.08 0.02 0
Mining 0.04 0.01 0
Total 100.01 29.99 29

Note: Total may not sum to 100 percent or total samigke due to rounding.

and remediation services sector, and finance and insurance; and one firredrestate
and renting and leasing, wholesale trade, information, manufacturing, and traimsport
and warehousing. However, due to rounding, this only amounts to a total of 29 firms. To
reach a total of 30 firms, the number of firms for other services was iedrbgone
since this category encompasses industries that are typically ssdaodith family
businesses such as automotive, electronic, and household goods repair and maintenance,
as well as personal care services such as beauty salons, pet care, fumesad b
cemeteries, vending machine merchandisers, and dry cleaning and launidesser
Once the appropriate proportions for both location and industry were determined,

firms were selected using the technique of snowball sampling. Snowball sampkrag us
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process of chain referral where members of the target population, oncaeedeaté
asked to provide names of other member of the target population. This method of
sampling is often used to reach populations that are not easily recognized, assethe
of family businesses. To initiate the search, | called upon family busiibsdd knew
or had encountered and worked with during the time | was employed in my family’s
business. Many of these businesses were aware of my research and haeexpres
interest in participating in the past. It was hoped that these businessdswaooihly
participate, but also provide a starting point that would lead to the recommendation of
additional firms. While this method did secure some initial participants, it diccalby r
help much in providing additional firms since the businesses they were mosafamili
with were from their own industry and locale. Also, many of the businessebdfat t
suggested did not meet the criteria outlined in the study. And since my objective was t
try and obtain a representative sample of counties and industries in thelresead had
to employ other methods to find appropriate participants.

Through newspaper articles, ads, and a review of websites and chamber of
commerce databases as well as numerous individual and mass ematlsappnbpriate
persons, groups, and organizations, | started identifying firms that | luhietee
criteria outlined in the study. As mentioned previously in Chapter 3, theaspeecifies
that: (1) ownership is held by one or more family members; (2) the majontytiafy
control is in the hands of a member or members of the family; (3) major operating
decisions and plans for leadership succession are influenced by a family member or
family members actively serving in management; and (4) there isxtlyraetive

involvement by multiple generations in the business. In addition, a website wgstset
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be used as a reference for interested parties as well as to helgpsalicipation. The
site provided information about the study, credentials and biographical information about
the researcher, a list of the criteria the firm had to meet to patécgmwell as details
about what was involved and how to participate. Careful attention was also given to
select firms that were diverse not only in locale and industry, but also irethoeity,
and gender. To help ensure inclusion of both minority and women-owned businesses,
gatekeepers of these populations, such as the Hispanic Chamber of Commerce of
Montgomery County, the Caribbean Voice, Prince George’s Black Chamber of
Commerce, and Asian Fortune, were contacted, and the names of the firm’shipaders
were examined to help ascertain gender.

Once it was determined that a firm met the needs of the sampling design and
study, they were added to a list of potential participants. To keep track of these fi
two charts were created—one listed companies by area and the other by itygeastr
When enough firms were identified in an area (typically double the numbemsf fir
needed for that area), they were then strategically targetedat fetime and contacted
either in-person, by phone, email, or mail. For example, two companies were needed
from Baltimore City, so | selected two firms from my list of potentiatipgurants that
were from different industries and located in that area and presentedvitiea proposal
requesting their participation. The proposal included a cover letter, a FAQabbeét
the study detailing what would be involved to participate, how long it would take, and
what | was prepared to offer them for their participation, as well as aodopy resume
and transcripts for verification of my credentials. If one of the companiesctp

participate and one declined, | would then target another company in that area, continuing
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that process until | reached my quota. This process was replicated foresamér
simultaneously crossed with industry type until | received enough partisifrom each
area and industry type to meet my goals. After the initial contact|ysugerson, |
followed-up with phone calls, emails, and postcards until | heard back from them. If
several weeks had gone by without a response, | would target another compaaytand s
the process over again.

Keep in mind that this was an ongoing process of locating and targetirlg fami
firms, contacting and presenting them with a proposal, and waiting for their respons
while at the same time initializing case study research with thosewdarly agreed to
participate. Unfortunately, the process took a very long time and | was toabseh
the desired sample size. Although locating family firms was relatsraiple,
identifying firms with multiple generations actively participatinghe business proved
to be quite challenging. And even though | believe my status as an “insideehftya
family member and previously an employee in my family business) enabled me t
develop a comfortable rapport with most of the members of these firms makingit eas
to gain access, convincing family businesses to participate in a casenstutulgh they
are asked to reveal private information about the firm as well as the latiernships of
the family and employees in the business was not an easy task. As expedasanétw
with some resistance. Some companies never responded at all, others took weeks and
even months to get back to me, and others initially agreed but after a lapgeraf se
months stopped communication altogether. One person | contacted declined to
participate because he said that he had always tried to downplay the “fagpbct of

his business and he did not want to stir anything up. Another person was afraid that the
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information | obtained from their company would be used by competing firms to buy-out
their company even though | assured them of confidentiality and discretion.
Furthermore, because | was trying to attain a certain quota within eadé docl
industry type, | had to wait to hear back from companies | had already cdritaetbee
searching for another firm in that area or industry to eliminate duplicatiocale
and/or industry. This also lengthened the process. Eventually | had to take whatever
could get; so in some cases even though the quota for that area or industry had been met,
the target number was exceeded. Allin all | contacted and presentedatsdapa&
family firms over a period of approximately eight months. Of these, 24 agreed t
participate in the study, however four of these companies reconsidered and dropped out
completely at a later time, and another two failed to complete any intsrdige to
scheduling difficulties.

Of the participating firms, five were based in Prince George’s Countycéone
from Anne Arundel County, two were located in Montgomery County, another two were
from Fairfax County, and one firm came from each of the following areas—#aiing
Baltimore City, Baltimore County, the District of Columbia, and PrinceigvillCounty.
Similarly, among industry types, four of these firms came from otheicss; three came
from the professional, scientific, and technical services sector; twe fram retalil
trade; two came from wholesale trade; another two came from gotmstr; and one firm
came from each of the following industries—health care and social assistie
administration, support, waste management, and remediation servicesfseutioe and
insurance; real estate and renting and leasing; and the transpomatiwarahousing

sector.
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Although careful attention was given to select firms that were diverseen r
ethnicity, and gender, only a few of the companies that agreed to participatzone
minority populations. This stems primarily from the fact that feweoniy-owned
businesses were established long enough ago to fully satisfy th@utined in this
research. To be included in this study, family businesses needed to have active
involvement of multiple generations. Of course, it is possible for newly formed
businesses to satisfy this requirement, but many of these businesses hyateeauthed
a point where they define themselves as a family business, and as aredssl akely
to be identified as such. In fact, most family businesses still in existereeestablished
prior to 1980 (Laird Norton Tyee 2007), and thus were primarily founded by whigs ma
of European descent. Furthermore, it was not until the 1980s and 1990s that the United
States saw a surge in minority-owned businesses (Lowrey 2007). So even though
female-owned business have increased by 20 percent since 1997 (U.S. Census Bureau
2002c), and racial and ethnic minority groups now make up approximately 22 percent of
the business establishments in the research site (U.S. Census Bureau 2002a), such
businesses are more likely to have been established in more recent yedrss avwlitd

be less likely to meet the criteria needed for inclusion in this study.

Data Collection

Using a multiple case study design, data were collected through in-depth
interviews, a review of appropriate documents, and observations. Interviews were
conducted with a total of 52 individuals consisting of both family and nonfamily

members. At least three members from each of the participatingvienestargeted for
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the in-depth interviews—one family member from the founding/senior generation, one
family member from the junior generation, and one key nonfamily member. The @urpos
of the interviews was to verify and corroborate information provided in the quest®nnair
as well as to gain a better understanding of the company’s policies andgs acti
nepotism, their relationship with family and nonfamily members, and theudst and
experiences working in a family business. In addition to the interviewsemvrit
documents such as a family genogram, the company’s organizational cdrtyraan
resource policies and procedures were obtained. Observations of the firgitaphy
environment as well as any social factors revealed before, durintgothe interview
that had a bearing on the research were also recorded so that more irdoneiadions
could be drawn.

Throughout the study, careful attention was given to address any ethical issues
related to research on human subjects. Approval for the project was obtainelefrom t
Institutional Review Board for the Protection of Human Subjects at Americanrdityve
by completing the Human Participants Protection Education for Reseauis Taline
course sponsored by the National Institute of Health, and filling out a Restamosal
Review. Participants were briefed prior to the interview on the purpose of thectese
and its importance to the scientific and applied community. They were provitted wi
written documents and informed orally that their participation was striotlyntary and
that they retained the right to refuse to answer any question and/or to terimnate t
interview at any time. They were also told that the data collected fromvibeid be
used for research purposes only, and that all information, both written and verbal, would

remain confidential and would not be able to be traced to their business or any
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participants in the study. Furthermore, it was made clear that no idepiifijammation
would be released to anyone, including other members of the family business; and only
fictional names, if any, would appear in the research report. Finally, taepasther
concerns about confidentiality, participants were assured that all sensiireation
and documents would be kept in a secure location, and informed that a copy of the final
report would be available to them if requested. Interviews were conductedtenly af
participants were briefed, questions were answered, and an informed consent form
(Appendix D) was signed.

Once a firm agreed to partake in the case study, an instructional packet was
mailed to them including a letter thanking them for participating, a checklistjafred
documents and activities needed for the study, the questionnaire (the same one
administered in phase one), information regarding their interview, and a carsefiof
participation in the interview. After the questionnaire was completed aurded to me,
the firm was again contacted to schedule the interviews. Additional packets of
information were then mailed or emailed to the remaining participating nmembe
(typically junior and nonfamily) to prepare them for the interview. The packetded a
cover letter confirming their interview date and time, information on whatgeatx
during the interview, a copy of the consent form for the interview, and a short pre-
interview survey (derived from the questionnaire completed previously by another
member of their firm) consisting of questions regarding individual charstateras well
as values of the family and leadership toward the family, the businests arembers.
For participating, each firm received a three-month complimentary sulbscripta

monthly newsletter that provides family businesses with practpslideas and insights
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to assist them with their special needs (succession, settling disputesvipgepersonal
wealth and fostering multi-generational family business successleasma book on
family business succession written by renowned family business experts.

Interview guides were utilized to ensure that the same basic information was
attained while still allowing the interviewer to probe and explore areabriveatien and
shed light on the subject. As stated previously, four separate guides wkte use
facilitate the interviews—one for founding family members, one for seniorgjgore
family members, one for junior generation family members, and one for ndynfami
members. Before initiating the second phase of the research, three pilatwderere
conducted to ensure that the instruments were clearly understood and interpreted
correctly by respondents. These pilot interviews were completed withily faember
from the senior and junior generations, and a key nonfamily employee from my$amily
firm. My family’s business was used to make it easier to assess thenastis validity
since | had prior knowledge of the dynamics of the firm and individual members.
Without such knowledge, it would have been difficult to determine whether or not
interview questions were eliciting the information that was intended. Aféduaging
each interview, adjustments were made to the format and substance of the quést®ns
outcome that surfaced was the need for more direction during the interview. Ag,a resul
the format of the interviews was altered and, as stated previously, an inéoahpacket
including a brief survey derived from the questionnaire (for those memberslitypic
junior and nonfamily, who did not fill out the initial questionnaire) was included for the

participants to complete prior to the interview.
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When conducting research in an applied setting, especially among business
establishments, a degree of flexibility is required. Therefore, intesueere conducted
whenever and wherever the firm and individual deemed appropriate and convenient.
Most of the interviews took place at the workplace, but a few were conducted in the
homes of family members. In a business setting, it is also very important tahalue
firm’s time constraints, therefore the interviews were designed taddsinger than one
hour at a time. In most cases the length fluctuated between sixty to ninetgsni
however, follow-up conversations were scheduled when the initial intervie\avedarit
and the firm and individual agreed to it. With the exception of four interviews, all
conversations were audiotaped. Once the interviews were completed, thank you notes
were mailed to all participants as well as any individuals who helpeddseilite

process.

Data Analysis

Although this study utilized mixed methods to generate data, the information
collected through in-depth interviews holds the greatest weight since thoqoase
used in the first phase of the research did not elicit enough responses. As theesult
data from the questionnaire along with documents and observations collected during the
case study research were used to supplement the information obtained frordepthi
interviews. The data from the questionnaires were analyzed separatelyrand the
integrated with the case study data at the point of interpretation.

To analyze the data from the 13-page questionnaire, a codebook was created and

the data were entered into SPSS, a statistical software programetéteng all of the



97
data, the responses from the open-ended questions were recoded to bettaati the
Then descriptive statistics were generated to provide a summary of theipsopert
observed among responses from all the questionnaires. Similarly, a sepalysis avas
conducted among responses from questionnaires completed only by those padirtipa
the case study. Because the sample size was not adequate enough to produgiumeanin
statistical analyses, only frequency statistics were gesterdh addition, since some of
the questions from the survey were administered to all the individuals participetireg
in-depth interviews, a separate database was created to compare respamges
founding family members, senior family members, junior family members andmibnfa
members as well as between these groups.

In the second phase of the research, relationships and patterns were identified
through interview transcripts, observation notes, and written text from relevant
documents rather than through numbers. The focus, however, was on the transcripts
taken from the in-depth interviews. To save time, a transcription companyreasdi
assist with this process. Prior to employing their services, a statefrenrtfidentiality
for transcription was signed. Those interviews that were transcribee Inatiscription
company were carefully checked for accuracy against the recordecddtthen
transferred into a standardized interview protocol. Those interviews ttaedtry the
researcher were placed directly into the standardized interview protocol. The
standardized interview protocol was created to make it easier to identdyngadnd
interpret the data. Even though an interview guide approach was used to caletttedat
interviews were somewhat standardized since it was advantageous to have the same

information from each person interviewed and because the time period allottedtor e
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interview was somewhat restricted. This made it possible to create artdathsfer the
responses into a standardized protocol.

Then to further organize the data, the information was again transferred into a
comprehensive file—one for founding family members, one for senior family members
one for junior family members, and one for nonfamily members. Each document
contained a list of questions by topic along with corresponding and relevant responses
and observation notes from each interview in that response category. Compiling the
responses in one comprehensive document for each category of respondents made it
easier to locate answers to the same question quickly and then compare responges am
categories and between them. By combining the flexibility of an interyiesie
approach with a systematic semi-standardized line of questioning theismalgs

simplified while simultaneously increasing the comprehensivenebs aofta.



CHAPTER 5
STRUCTURAL AND CULTURAL CHARACTERISTICS

The following four chapters present the empirical findings. This chapter
describes the structural and cultural characteristics of the firms andgs@ bntext for
exploring the conditions in which nepotism may be beneficial or problematic for the
family business (See Figure 3.1 in Chapter 3). Since the sample size was not adequate
enough to produce meaningful statistical analyses, a discussion of theealatist
significance of the relationships between these variables and nepotisiespatid
practices is not included. As a result, the foci of this research lie in the Bnaliegented
in Chapters 6, 7, and 8.

Chapter 6 provides data on policies and practices related to nepotism and member
perceptions about these practices. Chapter 7 follows with an assessment oflitye equa
and openness of these policies and practices. And Chapter 8 provides a window to the
formation and perception of these practices as well as the perceptions of eacipathe
the nepots entrance into the family business. Together, these chapters pragide insi
into how nepotism and nepotism practices impact the interpersonal relationshagbs, w
in turn impacts the success of members, and ultimately the overall sucdesgudiness
(See Figure 3.1 in Chapter 3). And this provides a platform for understanding the

conditions in which nepotism is beneficial or problematic for the family business

99
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This chapter is divided into eight sections and each section describes one of the
structural and cultural characteristics identified in the study. chheacteristics include
age, size, type of industry, legal status, economic status, development phasemmaanage
structure, and values of the family business. Much of the data presented in thes chapt
were derived from responses elicited through the self-administeredgueste, and
further supported by information obtained from the case studies. Fifty-sevd(r)
completed the self-administered survey. Of these, 18 participated in case sthitih
provided observation notes, documents, and interviews from founder/senior and junior

family members, as well as key nonfamily members of the firm.

Company Characteristics

Age

As stated in Chapter 4, age refers to the number of years the business has been i
operation. Although age is a ratio level measurement, the median is used ofsthe
mean because the data are skewed by some very early dates of establisfrerefore,
the median better represents the typical firm in this study. The yestabfishment and
age of firms are presented in Table 5.1. Most of the businesses representedudythis s
were formed after WWII, however a fifth of the firms were establishied f that time.
The median year of establishment reported was 1980, with a majority ofntisestarting
some time during that decade. However, amongst firms participating in thstadees,

the median year of establishment is two decades earlier if®1 96 the bulk of firms

10. This is in line with findings from thémerican Family Business Surv@assMutual
Financial Group/Raymond Institute 2002), a naticstatly on family businesses of 1143 companies which
reported a median year of establishment of 1959.



101

Table 5.1. Company Characteristics: Year of Esthblient and Age of Firm
All Firms Case Study Firms

Company Characteristic

(N=56) (N=18)
Year Business FoundedNumber of Years in Business
Prior to 1900 > 106 3.57% 11.11%
1900's 97-106 1.79% 0.00%
1910’s 87-96 5.36% 11.11%
1920's 77-86 5.36% 11.11%
1930's 67-76 1.79% 5.56%
1940's 57-66 3.57% 5.56%
1950's 47-56 3.57% 5.56%
1960's 37-46 7.14% 5.56%
1970's 27-36 17.86% 27.78%
1980's 17-26 25.00% 5.56%
1990's 7-16 21.43% 11.11%
2000's <7 3.57% 0.00%

Note: Total may not sum to 100 percent due to rounding.

starting up some time during the 1970s. As a result, the median age of the firms is 46
years. The majority of these firms (72.22 percent) have two generatioredyacti
involved in the family business, while the remaining firms (27.78 percent) eleiive
involvement from three generations.

According to information derived from the case studies, many of the firmes we
started out of necessity. Some of the founders were immigrants who were tsyimgly
to pursue the “American Dream,” while others had just returned from milgavice and
needed work. In one case, a husband and wife had agreed to help three investors build
another company that needed their expertise in working with unions. The investors had
promised to give the couple the option to buy the business after several yeavicef s
When the time came, the husband and wife made arrangements to buy the firm.
However, unbeknownst to them two of the investors had made a deal to sell their shares
to the third investor. That person now held the majority of shares, and as a resutt decide

not to sell, and fired the couple as well as their son. Devastated, they went home and
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tried to figure out what to do next. Two weeks later, they decided to start a business of
their own (without partners) so that this would never happen again. With the exception
of this business, none of the firms were started with the intention of becomingya fam
business.

Happenstance played a role in the origins of several of the other businesses. In
some cases an opportunity arose through the founder’s workplace, and in others a need
for a product or service presented itself. In one of the businesses the founder was
originally a blacksmith by trade. As the story goes, one day a group oégyypere
traveling through the blacksmith’s town when one of their children died. At the time
there were no undertakers or funeral homes in the area; and certainly none that would
assist a group of gypsies. The gypsies came to the blacksmith with eeguiading the
height of the child and asked him if he would build them a casket. He agreed. Soon
after, others started making similar requests, and eventually the blackametbhmhis

hammer and anvil, and opened up a full-time funeral home.

Size
The size of the firm is another characteristic that may influence nepotis
practices. Interestingly, size standards and categorizations eatyygamong different
data gathering organizations. Some include only a headcount of employegsshthvs
size was measured for this study), while others factor charactesistiosas industry
type, turnover, or financial amounts in the equation. For research purposes, the United
States Small Business Administration (SBA) (2008) defines “small” bssiag having

fewer than 500 employees. However, the SBA’s Office of Size Standardphestse
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definitions for government purposes which are based on industry type. For example,
according to these definitions, companies in the wholesale trade industry adem@zhs
“small” if they have less than 100 employees, while engineering finthsley cleaning
services are considered “small” if they have annual business receipss tiidn $4.5
million.

Another standard used in research is the European Commission’s (EC) definition
of small- to medium-sized enterprises, commonly known as SMEs. The EC (2003)
defines businesses with a headcount of less than ten employees as “microyitthose
less than 50 employees as “small”, and those with less than 250 employeediam’ine
This designation seems more practical since it unlikely that the averagpa peyuld
consider a company with 499 employees a small company. Furthermore, since
compliance with numerous federal and state regulations, such as the Familgdindl M
Leave Act (FMLA) and the Occupational Safety and Health Act (OSHA) eangred
once a firm reaches 50 employees, this size is often considered a benchmanletsy ow
for viewing their company as substantial and no longer a small “ma and pa’dsusine
Thus, when discussing the size of a firm in this study, those with less than teyesspl
will be considered “micro,” those with 10 to 49 employees will be identified aall'sm
those with 50 to 250 will be considered “medium,” and those firms with more than 250
employees will be designated as “large.”

Size distributions of family businesses participating in the study arealiedtin
Table 5.2. Although a few of the firms participating in this research have keitisehan
ten employees, or more than 250, the focus is on small to medium-sized businesses

(SMEs). Two-thirds of all of the firms in this study are considered estiefl or
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Table 5.2. Company Characteristics: Size (Full-tand Part-time Employees)

Size All Firms Case Study Firms
(N=57) (N=18)

< 10 (Micro) 28.07% 5.56%

10 — 49 (Small) 38.60% 44.44%

50 — 250 (Medium) 28.07% 33.33%

> 250 (Large) 5.26% 16.67%

Note: Total may not sum to 100 percent due to rounding.

medium, with 30 employees being the median size. However, amongst firms
participating in the case studies, over 75 percent are small or medium busingkses, w
businesses employing a median of 45 employees. Although size is considei®d a ra

level measurement, the median is once again used instead of the mean because the data
are skewed by a couple of extremely large companies. Therefore, the ettt

represents the typical size of a firm in this study.

Type of Industry

Firms were then asked to indicate their company industry and principal product or
service. Based on the information provided, firms were categorized usiag@ReNorth
American Industry Classification System (NAICS) as expressed préviouShapter 4.
Table 5.3 illustrates the breakdown of these categories. Here the disthetween all
firms and case-study firms is not as stark. The majority of firms are rpatssl in retail
trade (19.30 percent) and the professional, scientific, and technical s¢th8cg0
percent) industry. They are followed by real estate and renting anag€2i28
percent), other services, and construction, each accounting for 10.53 percent ofsthe firm
Next are wholesale trade, and the administration, support, waste manggerdent

remediation sector with 7.02 percent each. This is followed by healtamdusocial
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Table 5.3. Company Characteristics: Industry Type

NAICS Industry Type All Firms Case Study Firms

(N=57) (N=18)
Professional, Scientific, and Technical Services .30% 16.67%
Retail Trade 19.30% 11.11%
Other Services (except public administration) 19653 22.22%
Health Care and Social Assistance 3.51% 5.56%
Construction 10.53% 11.11%
Accommodation and Food Services 1.75% 0.00%
Administration, Support, Waste Mgt., and Remedati@rvices 7.02% 5.56%
Finance and Insurance 1.75% 5.56%
Real Estate and Renting and Leasing 12.28% 5.56%
Wholesale Trade 7.02% 11.11%
Information 1.75% 0.00%
Manufacturing 3.51% 0.00%
Transportation and Warehousing 1.75% 5.56%

Note: Total may not sum to 100 percent due to rounding.

assistance, manufacturing, accommodation and food services, finance and @suranc
information, and transportation and warehousing, all with 3.51 percent or less.

Amongst all participants, 61.40 percent come from industries that employ what
the U.S. Department of Labor (2007) refers to as blue-collar and service ooospati
Similarly, two-thirds of the firms that participated in the case studet@m blue-collar
and service occupations. Most of the case study firms come from othees€Ra22
percent). This was expected given that other services includes industriad\typi
associated with family businesses such as automotive, electronic, and household goods
repair and maintenance, as well as personal care services such asdleastyst care,
funeral homes and cemeteries, vending machine merchandisers, and dry @edning
laundry services. Another 16.67 percent come from the professional, scientlfic, a
technical services sector. Retail trade, wholesale trade, and coastaaith account for
11.11 percent; and 5.56 percent of the firms come from each of the following

industries—health care and social assistance, the administration, suystet,
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management, and remediation services sector, finance and insurancgateairel

renting and leasing, and transportation and warehousing.

Legal Status

Firms participating in the study were also asked to indicate theirdejak.
Legal status refers to one of the six legal forms a company can elect stalelshing a
business. Definitions for each of these forms were provided previously in Chapter 4
under variables and measurements. Statistics regarding the legal statas afdir
included in Table 5.4. The majority of participants amongst all firms (59.26rpease
well as those participating in the case studies (64.71 percent) conduct business as S
corporations, while 29.63 percent of all firms and 35.29 percent of those participating in
case studies conduct business as C corporations. Proprietorships (5.56 percedt), limite
liability companies (3.70 percent), and limited partnerships (1.85 percent) round off the

remaining forms of business cited by all participating firms.

Table 5.4. Company Characteristics: Legal Status
All Firms Case Study Firms

Legal Status

(N=54) (N=17)
S Corporation 59.26% 64.71%
C Corporation 29.63% 35.29%
Individual Proprietorship 5.56% 0.00%
Limited Liability Company 3.70% 0.00%
Limited Partnership 1.85% 0.00%

Economic Status
To understand the economic status of firms, four survey questions were asked of
respondents. The first question asked companies to approximate the previous year’'s

gross revenues. The next two questions inquired about their growth over the past three
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years and how this compared with other firms in their industry, and the last quiestion

with company debt. Table 5.5 reports the findings of these questions. Based on data

Table 5.5. Company Characteristics: Economic Status

Economic Characteristic All Firms Case Study Firms

Gross Revenues N=56 N=17
< $100,000 5.36% 0.0%
$100,000 - $249,000 5.36% 0.0%
$250,000 - $499,000 7.14% 5.88%
$500,000 - $999,000 8.93% 0.0%
$1,000,000 - $4,999,999 33.93% 29.41%
$5,000,000 - $9,999,999 16.07% 29.41%
$10,000,000 - $50,000,000 14.29% 11.76%
> $50,000,000 8.93% 23.53%

Revenue Change Past 3 Years N=56 N=17
Increased more than 10% 44.64% 47.06%
Increased 6-10% 14.29% 17.65%
Increased 1-5% 17.86% 17.65%
No Change 16.07% 11.76%
Decreased 1-5% 3.57% 0.0%
Decreased more than 5% 1.79% 5.88%
Not Applicable (operating < 3 years) 1.79% 0.0%

Compared with Industry N=56 N=17

We fared better than the industry average  44.86 52.94%
About the same as the industry average 33.93%  5.29%
We fared worse than the industry average 1.79% 0.0%

Don’'t Know

21.43% 11.76%

Company Debt N=52 N=16
No Debt 40.38% 31.25%
1-25% 38.46% 43.75%
26-50% 11.54% 6.25%
51-100% 9.62% 18.75%

Note: Total may not sum to 100 percent due to rounding.

obtained from the first question, almost 40 percent of all firms reported revgmatsr
than 5 million. One third reported gross revenues between $1 and $5 million, and the
remaining firms (26.79 percent) indicated they brought in less than $1 million in
revenues. Amongst firms participating in the case studies, more than half (58&#)perc

reported revenues between $1 and $10 million. Four businesses (23.53 percent) reported
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revenues greater than $50 million, two (11.76 percent) reported revenues between $10
and $50 million, and the remaining firm (5.88 percent) reported annual revenues between
$250,000 and $500,000.

The majority of the firms indicated that their sales revenue had increasethev
past three years. Amongst all firms, 44.64 percent reported revenue increases of m
than ten percent, and 32.15 percent claimed increases between 1 and 10 percent. Only a
small percentage (5.36 percent) reported a decrease in revenues, and 16.07 percent
indicated that there had been no change in revenues in the past three years. The
remaining firm (1.79 percent) had been in business for less than three years, so thi
guestion was not applicable. Similarly amongst firms participating inabe studies,
47.06 percent reported revenue increases of more than ten percent, and 35.30 percent
claimed increases between 1 and 10 percent. Only a small percentage (5.88 percent)
reported a decrease in revenues, and 11.76 percent indicated that there had been no
change in revenues in the past three years.

When asked how their growth compares with other firms in the industry, the
majority stated that they “fared better than the industry average.” Ashaldirms,
42.86 percent “fared better,” 33.93 percent “fared about the same as the industry
average,” and only one firm (1.79 percent) indicated that they “fared worsédnéhan t
industry average.” Similarly, 52.94 percent of the firms participating indbe studies
stated that they “fared better than the industry average,” 35.29 percentaddic they
“fared about the same,” and none of the firms stated that they “fared worse.”

And finally, to further understand the economic status of the participating firms

respondents were asked to approximate their average debt as a percent of equity, but
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exclude trade payables. Here, a slight difference is found betweertialpp#ing firms
and those that participated in the case studies. Amongst all firms, the mdjo:3§ (
percent) reported having “no debt,” and slightly less (38.46 percent) reported &aving
debt of “1-25%.” Amongst case study firms, this is reversed with the nyajd&t75
percent) indicating debt of “1-25%,” and 31.25 percent reporting “no debt.” This is not
surprising since the median age of companies participating in the cass ssulightly
older. Overall, the economic status of the firms participating in this résappears to
be relatively stable. The majority of firms fared better than their indastrage,

reported increases in revenues over the past three years, and had little or no debt.

Developmental Phase

The developmental phase is another characteristic that may impact nepotism
practices. As discussed previously in Chapters 2 and 4, this characiebsised on a
structural-functional approach to family business and refers to Gersicls€18D7)
classification of the phases of development within the family, business, andshigner
axes. Table 5.6 displays the distribution of firms amongst these phases of demelopme
Respondents were presented with descriptions of each developmental stadgednal as
identify the stage from each axis that most closely resembles thetiait This
information was then confirmed through discussions with those participating iashe ¢
studies. Within the family development axis, most firms in this reseadotated that
they are in the “working together” phase (47.37 percent for all firms and 55d#hpe
for case study firms). That means that the senior generation is appedyi&tato 65

years old and the junior generation is between 20 and 45 years old. Their key challenge



110

Table 5.6. Company Characteristics: DevelopmerttakP
All Firms Case Study Firms

Developmental Axis/Phase

N=57 N=18

Family Developmental Axis

Young Business Family 15.79% 0.00%

Entering the Business 10.53% 0.00%

Working Together 47.37% 55.56%

Passing the Baton 26.32% 44.44%
Ownership Developmental Axis

Controlling Owner 77.19% 72.22%

Sibling Partnership 19.30% 16.67%

Cousin Consortium 3.51% 11.11%
Business Developmental Axis

Start-up 8.77% 0.00%

Expansion/Formalization 52.63% 50.00%

Maturity 38.60% 50.00%

Note: Total may not sum to 100 percent due to rounding.

include fostering cross-generational cooperation and communication, encouraging
productive conflict management, and managing the roles of each generation.

The majority of firms also indicated that they are still at the “contigpliwner”
phase of the ownership development axis (77.19 percent for all firms and 72.22 percent
for case studies). Therefore, in most of the firms in this study, ownership is datesbli
in one individual or couple, and their main challenges are capitalization, bglancin
unitary control with input from key stakeholders, and choosing an ownership stracture f
the next generation.

However, in the business axis, the results vary. Amongst all firms, the most
frequently cited developmental phase is the “expansion/formalization” phase (52.63
percent), while amongst firms participating in the case studies, both the
“expansion/formalization” (50.00 percent) and “maturity” (50.00 percen8gzhare
cited most frequently. The “expansion/formalization” phase is characteyzad b

increasingly functional structure with multiple products or business lines clkalenges
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include evolving the owner-manager role and professionalizing the businedepdeaye
strategic plans, establishing organizational systems and policies, andmgarzsi flow.
The “maturity” stage is the final phase of the business development axis, and in this
phase, there are well-established organizational routines. Divisional groyprcaly
run by a senior management team, the customer base is stable (or decithimgdaest
growth, and the main purpose of the organizational structure is to support stability, not
growth. Major challenges for this phase include refocusing the strgtiagi on legacy,
family values, and goals of the company, as well as affirming the comemtitof

management and ownership, and reinvesting in new people, products, and equipment.

Management Structure

Nepotism practices are also influenced by the ways in which power is dituate
organized in a firm. Therefore, to identify the management structure of firmeqskst
previously in Chapter 4), organizational charts were collected, survey quesdmns
asked regarding the positions and responsibilities of family members and key ihonfam
members, and information was gathered during the interviews to better andetrst
firm’s manifest, assumed, extant, and requisite social structure (Jaq@gs Baged on
the data obtained, the majority of firms utilize a simple organizational steuc8imple
organizational structures (also known as pre-bureaucratic or entrepreseudtres)
are typical of businesses that are small to medium in size where the osmeraslages
the company (Robbins 1990). As a result, work is less repetitive in the management core,
communication and decision making are informal, and power is highly centralized

(Robbins 1990). Since 83.3 percent of the firms in the case studies are considered micr
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small, or medium in size, and almost all (88.9 percent) are managed primahby by t
majority owner(s) of the firm, this type of organizational structure wpsazd.

Those firms that are identified as large (250 employees or greatiézy eiiher a
divisional or matrix organizational structure. These types of structurégoacal in
larger firms where there is product or market diversity (Robbins 1990). However,
although power in these types of structures tends to be decentralized, or rathérednt
in division managers or teams of professionals (Robbins 1990), it was evident that in
these family businesses, control is still heavy-handed by its ownersisThie even in
cases in which the CEO is not a family member and/or the board of directibosaseal

an active role in decision making.

Values

The last characteristic examined was the firm’s values. This concegut te the
management structure since the ways in which power is situated and contestisesl
is related to the values of the firm. And since values are considered a key congfone
an organization’s culture (Schein 1985) and the culture of the firm is linked to
organizational structure (Etzioni 1961; Harrison 19H&ters and Waterman 1982andy
1993;Kunda 2006), a discussion of their relationship is important in understanding the
role the management structure and values play in nepotism practices.rriroré)eo
understand success, it is necessary to understand the values that influe nengiainf
(Distelberg and Sorenson 2009).

As stated previously, the majority of firms in this study utilize a simpjger

bureaucratic organizational structure. Because this kind of structure idlyyfietavith
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few if any levels of management, such organizations epitomize what Ragesan
(1972) calls a power culturé. In a power culture, control and influence comes from the
top and personal relationships with that individual or group of individuals are ultimately
more important than rules, procedures, and one’s position and roles (Harrison 1972;
Handy 1993). This is consistent with conflict theory in that stability exhstsigh the
coercive nature of members holding dominant positions. However, among familg-owne
businesses, this type of power is exercised with a “velvet glove” sincewmglare
“cared for rather than exploited” (Harrison 1972:121). Not surprisingly, this type of
culture is evident in most of the firms in this study, including the large familypésses
where the founder or senior family member of the firm still has a tremenapast on
the business.

In addition to being identified as a power culture, most of the family busin@sses i
this study also demonstrate characteristics found in a strong culturérofy sulture is
a system of informal rules that spells out how people are to behave most of the time”
(Deal and Kennedy 2000:15). Whereas a weak culture is a system in whiafmainfor
rules are not well developed and members are not tied to the values of the toyasza
control is exercised through characteristics found in a bureaucratiastr(@oeal and
Kennedy 2000). In a strong culture employees are motivated and controlled through an
“intense emotional attachment and the internalization of clearly enuwhcaepany
values” (Kunda 2006:10) rather than through a complex, hierarchical authordiuse

that operates under explicit rules and procedures. Furthermore, in a strang tbelte

11. Harrison originally used the term “power oratign” to refer to what he called organizational
ideology; however Charles Handy (1985) substittitedword “culture” in his adaptation of Harrison’s
work because he thought it was more appropriatiestribing an organization’s values and norms.
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is often considerable reliance on key charismatic figures (Deal and Ke2ded), a
common characteristic among founders in family businesses. These key figuomly
embody the culture’s values, but provide employees with rituals and an institutional
history that reveal the types of behavior expected of them (Deal and Ke2B@a)y In
family businesses, this is evident in the:
...camaraderie that extends to nonfamily members working in the business. They
all usually live in the same community, often working at one location for years.
They form strong bonds with the company as well as with its owner. In such a
closely knit environment people know the standards and know what is expected of
them. Those standards—Iloosely termedcitmporate culture—are reinforced in a
thousand ways, from wall photographs and company folklore to special needs.
(Ward 1987:178)
More specifically for the firms in this study, it was observed in the offites
family members, in the hallways of the firms’ buildings, and on the brochures and web
sites of the family businesses. At one firm, the photos that graced thecertoll the
story of the founders and their dedication and hard work, as well as the proud family
members that had followed in their footsteps. In another firm, the original typeamd
first dollar the company made were displayed prominently outside the senidrengm
office. All of these artifacts provide family and nonfamily members witmatitutional
history that symbolizes and promotes the company’s values. Although a striomg sul
usually considered a phenomenon purposely built into the structure or attributed to large
bureaucratic organizations that want to replace or supplement strict and regithéxt
controls with a type of internal normative control (Etzioni 1961; Kunda 2006), it could be
argued that the need for and the mechanisms of normative control are inherenlyin fami

businesses regardless of size, and that culture has always been used af a form

normative control. This is because in family businesses, the culture of theskidies
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not operate in a vacuum. The family system also plays an active role in tire odithe
business. According to Hollander and Bukowitz (1990:140), family culture isasitall
most models of organizational culture, but it “evolves from the establishmenterhgatt
around major emotional issues such as closeness and separation, independence and
dependence, and submission and dominance.” In other words, family culture contains an
emotional component beyond the values and core beliefs present in a business culture.
And in family businesses the culture of the family, viewed as the “geredtalther” in
Mead'’s terms, often permeates the values of that business which in turn infence t
structure, roles, rules, and practices of the business regarding autopraiity, and
fairness. And as a result, because family culture is built into the familydsssiso is
normative control.

Historically, structural-functionalism and rational choice theory haea be
combined in family business literature to present two separate appréactescribing
the value system of family businesses—family-first and businesgWiatd 1987). In
each of these value systems, adaptation, goal attainment, integration, acyldate
necessary for its survival (Parsons 1971). However, how these systems cope with
external situations, define and achieve goals, regulate and manage relasiceusthi
maintain and renew individuals and cultural patterns may differ. At the same time,
rational actors that operate within these systems are makingpde@ss that they may
achieve objectives consistent with their preference hierarchy. In thig-ffasti
approach, the goals of the family are dominant; while in the business-firebappr

emphasis is placed on maximizing the goals of the business (Ward 1987).
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In more recent literature, these ideal types have been presented more as a
continuum of values (Distelberg and Sorenson 2009) where one ideally seeks to integrate
and/or satisfy and optimize the values present in both orientations. When a family
business is able to achieve that balance of optimization, the dichotomy disappeaes and th
family business is viewed as one collaborative system rather than compstemgspf
values. This thought process does not stray far from the perspective that heither t
business nor family system alone reflects the reality of a family lzssinden
discussing family business, both the family and business systems must be taken into
consideration and then ultimately viewed as an integrated system. And even though ideal
types are discussed and used to identify family businesses, it does not mean that the
systems are viewed as separate.

For this research (as identified previously in Chapter 4), values aredlafinbe
standards or principles of importance to individuals and the organization in regard to
power (influence, control, and decision making) as well as issues of trust, support, and
loyalty. Prior to the interviews, family and nonfamily members particigat the case
studies were presented with a number of statements regarding the vahesfaatiily
and leadership towards the family, the business, and its members, and askeith¢o rate
extent to which they agree with each of the statements given. Responsaeategee
structured using a five-point Likert scale where 1 = “strongly disagmee 5 = “strongly
agree,” with a neutral point in the middle (3). Some of the statements serve atomdic
of the consistency and strength of the firm’s culture by focusing on member support a
loyalty. Others concentrate on the value orientation of the firm by addressimsg iof

trust, influence, control, and decision making.
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Member Support and Loyalty

The first set of statements focus on member support and loyalty. These
statements are divided into two groups—those representing member support and those
representing member loyalty. Statements focusing on member support idgl&denily
members share similar values; 2) Family and business share similas; \&li@e family
supports the family business in discussions with friends, employees, and othgr famil
members; 4) The family is proud to tell others they are part of the family Bask)eThe
family agrees with the family business goals, plans, and policies; anchégrstand and
support my/the family’s decisions regarding the future of the business. Table 5.7
displays the mean rankings for each statement by type of respondent (foserdorg/
family member, junior family member, and nonfamily member).

A mean rank of “4” or greater (where 5 = strongly agree) was caldudateng
most of the respondents for most of the statements. This serves as an indicator of both
the consistency and strength of the culture of these firms, and reaffirmgs$leaqs of a
strong culture in these family businesses. Consistency also symbolizesstsnse
building among members. This is tied to Mead’s generalized other since the edganiz
attitudes of members of the entire firm enable one to adopt those values intejatioonc
of the self. In addition, the consistency and strength of the culture demonsarst@s $°
general system of action. This is apparent since the values among saneb@iostly
shared. And for this to happen, the cultural system of the firm would not only need to
define its primary goals, but integrate and maintain the cultural pattetrsehte and

sustain the system.
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Table 5.7. Company Characteristics: Values Focusinlylember Support

Statement
Case Study Respondent N Mean
Family members share similar values.
Founding/Senior Family Members 16 3.94
Junior Family Member 19 4.42
Nonfamily Member 16 3.88
All Respondents 51 4.10
Family and business share similar values.
Founding/Senior Family Members 15 4.33
Junior Family Member 19 4.37
Nonfamily Member 15 4.27
All Respondents 49 4.33

The family supports the family business in disomssiwith friends, employees, and other
family members.

Founding/Senior Family Members 16 4.37
Junior Family Member 19 4.68
Nonfamily Member 16 4.31
All Respondents 51 4.47
The family is proud to tell others they are parthef family business.
Founding/Senior Family Members 16 4.69
Junior Family Member 19 4.68
Nonfamily Member 16 4.63
All Respondents 51 4.67
The family agrees with the family business goaBng, and policies.
Founding/Senior Family Members 16 4.44
Junior Family Member 19 4.47
Nonfamily Member 16 4.06
All Respondents 51 4.33
| understand and support my/the family’s decisim@garding the future of the business.
Founding/Senior Family Members 15 4.80
Junior Family Member 19 4.47
Nonfamily Member 16 3.81
All Respondents 50 4.36

Note: 1 = “strongly disagree,” 5 = “strongly agree,” ahé considered a neutral point.

For most of the statements, the junior family members showed the greatest
support, followed by the founding/senior family members and then the nonfamily
members. This was evident especially among statements regardingsistecmy of
values as well as the goals, plans, and policies of the business. The gupai@stfer
any one statement was given by founding/senior family members; fatabhésnent, “|

understand and support my family’s decisions regarding the future of the busness,”
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mean rank of 4.80 was calculated for founding/senior members. The least support for
any one statement was given by nonfamily members (mean rank of 3.81)3kkdrttee
extent to which they agreed with the statement “I understand and support thesfamily’
decisions regarding the future of the business.” This statement also had the most
variation.

Although generally speaking, the responses given were expected, there is one
statement that deserves more discussion due to its importance to this study. The
statement is “Family members share similar values.” Although ttitisnsent was
generally supported, it had the least support among all respondents (mean rank of 4.10).
Furthermore, the mean rank for both founding/senior family members and nonfamily
members was below 4.00, while the mean for the junior family members wésr gitea
4.42. While there can be a number of reasons why this is the case, it may indicate that
there is some generational tension given that the mean age of founding/senior famil
members (61.21) and nonfamily members (50.39) are closer and greater than the mean
age of junior family members (36.47) who are often the newest full-time membhkes of t
group to the family business. The implications of this are elaborated upon atienate

The second group of statements focused on member loyalty. They include: 1)
The family feels loyalty to the family business; 2) The family fésyalty to family
members in the business; 3) The family feels loyalty to nonfamily menrb#rs i
business; and 4) The family feels loyalty to family members seeking gmeid in the
business. Table 5.8 displays mean rankings for each statement by type of nreisponde

(founding/senior family member, junior family member, and nonfamily member).
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Table 5.8. Company Characteristics: Values Focusimboyalty

Statement
Case Study Respondent N  Mean
The family feels loyalty to the family business.
Founding/Senior Family Members 16 4.69
Junior Family Member 19 4.79
Nonfamily Member 16 4.75
All Respondents 51 4.75
The family feels loyalty to family members in thediness.
Founding/Senior Family Members 16 431
Junior Family Member 19 4.47
Nonfamily Member 15 4.47
All Respondents 50 4.42
The family feels loyalty to nonfamily members irethusiness.
Founding/Senior Family Members 16 4.38
Junior Family Member 19 4.26
Nonfamily Member 16 3.81
All Respondents 51 4.16
The family feels loyalty to family members seekemgployment in the business.
Founding/Senior Family Members 16 4.06
Junior Family Member 19 3.79
Nonfamily Member 16 4.25
All Respondents 51 4.02

Note: 1 = “strongly disagree,” 5 = “strongly agree,” ahés considered a neutral point

A mean rank of “4” or greater (where 5 = strongly agree) was cacugahong
most of the respondents for most of the statements. This indicates that overadl ther
strong support among founding/senior family members, junior family members, and
nonfamily members. Once again, this serves as an indicator of both the consistency
strength of the culture of these firms, and reaffirms the presence ohg striture in
these family businesses. The greatest support for any one statemeiviewdsy gunior
family members. For this statement, “The family feels loyalty tddahely business,” a
mean rank of 4.79 was calculated for junior members. This statement also had the
highest overall mean (4.75) among all respondents. The least support for any one

statement was also given by junior family members. When asked the extdmnth
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they agreed with the following statement “The family feels Igy@tfamily members
seeking employment in the business,” a mean rank of 3.79 was calculated.

While most of the responses were not unexpected, there are two statements
regarding loyalty that deserve more discussion due to their importance tiudlyis $he
first of these is “The family feels loyalty to nonfamily members inlthsiness.” While
the mean rank (4.16) for all respondents indicates a strong level of agreemerg, what
interesting is not that the nonfamily members had the lowest mean rank (3.81) among
respondents, but that unlike most of the statements, the mean ranking of founding/senior
family members (4.38) was greater than the junior family members (4.26). In other
words, founding/senior family members feel more loyal to nonfamily mentiens
junior family members. While not surprising, this is noteworthy because the
relationships among family members as well as between family and nynfa@mbers
are vital when exploring nepotism; and this statement seems to get at thef bezse
relationships.
The second statement of importance goes straight to the core of nepotism. Whe

asked to rate the extent to which there was agreement with this statérherfarhily
feels loyalty to family members seeking employment in the business,’miyfa
members indicated the most support with a mean rank of 4.25, followed by
founding/senior family members with a mean of 4.06, and junior family members with a
mean of 3.79. This is the only statement in the set in which nonfamily members showed
the greatest support; and it is the only statement in the set in which the meaor rank f
junior members was below 4.00. Again, it is not surprising that nonfamily members

would have the strongest agreement with this statement, but it is noteworthglstt
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worth mentioning that the founding/senior family members reported gsagiport for
this statement than junior family members. The implications of these percegons
expounded upon at a later time.

Trust and Power (Influence, Control, and
Decision Making)

The second set of statements regarding the values of the family andtgade
towards the family, the business, and its members concentrate on issuesamittrust
power (influence, control, and decision making). Individually, the responses to these
statements serve as indicators of the family business’ value orientaticogéiiner they
provide a barometer for how well the systems have been balanced and thus thtegrate
Therefore, both rational-choice theory and functional-structuralism aimedtil These
statements are broken down into two groupings—those that represent trust, aridahos
represent power (influence, control, and decision making). The statementsdauus
trust include: 1) Leadership places a lot of trust in family members iruiedss; 2)
Leadership places a lot of trust in nonfamily members in the business; 3)dlepder
places more trust in family members (regardless of their position) thadahae
nonfamily managers. Table 5.9 displays mean rankings for each statgntgné of
respondent (founding/senior family member, junior family member, and nonfamily
member).

The three statements on trust serve as indirect indicators of the barsihess’
value orientation. The last statement here also reflects the level of peragved by
members in the business which will be highlighted at a later time. By and large

responses to these statements indicate an attempt, at the very leasfytarshtptimize
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Table 5.9. Company Characteristics: Values Focusmgrust

Statement
Case Study Respondent N Mean
Leadership places a lot of trust in family memberthe business.
Founding/Senior Family Members 16 431
Junior Family Member 19 4.68
Nonfamily Member 16 4.06
All Respondents 51 4.37
Leadership places a lot of trust in nonfamily mersbe the business.
Founding/Senior Family Members 16 4.06
Junior Family Member 19 4,53
Nonfamily Member 16 3.75
All Respondents 51 4.14

Leadership places more trust in family membersafrdigss of their position) than they
do in nonfamily managers.

Founding/Senior Family Members 16 3.69
Junior Family Member 19 3.84
Nonfamily Member 16 3.44
All Respondents 51 3.67

Note: 1 = “strongly disagree,” 5 = “strongly agree,” a®é considered a neutral point.

both the family-first and business-first value orientations. Both familynantamily
members agreed that “leadership places a lot of trust” in both family (owezah rank

of 4.37) and nonfamily members (overall mean rank of 4.14) in the business. In other
words, both family and nonfamily members believe that leadership trusts nsember
whether they are family or not.

Interestingly, this is further supported by the third statemeriterWWespondents
were asked to rate their level of agreement with this statement, “Ibgdplaces more
trust in family members (regardless of their position) than they do in nonfamily
managers,” the overall mean rank reported was 3.67. This is slightly lowdh#a
overall mean rank for the other two statements on trust and has the least suihy@ort of
statements. This signifies that although respondents are still supportivetea gueaber

were either neutral or in disagreement with this statement. Becausesth# mean
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ranking was slightly lower, and because this statement specificallyesgandents to
consider all family members regardless of their position, this sugbestehen it comes
to trust, one’s position in the firm may be more important than their statuammdyaor
nonfamily member. Had there been greater agreement, it would have indicated tha
family members are more likely to be trusted by leadership than nonfanr@arbers just
because they are family. Furthermore, what is even more interestiegféct that
nonfamily members were least likely to agree with this statement. Thissnilgat when
it comes to trust, nonfamily are more likely than family to believertteahbers are
treated equally. Overall, responses to this statement indicate that althedgimily
businesses in this study may have a tendency to trust family members even when the
have a lower status in the business, the perception, especially among nonfanbrspem
is that the firm does not go overboard and there is still an attempt to balancelshaf goa
both the family and the business.

The next grouping of statements focuses on power (influence, control, and
decision making). Statements on decision making are discussed first because the
response pattern was similar to those on trust (Table 5.9). They included#&)dlep
encourages family members to participate in decision making; 2) Leguerslturages
nonfamily members to participate in decision making; and 3) Leadershipeslikedy to
encourage other family members (regardless of their position) to padiaipaecision
making than nonfamily managers. Table 5.10 displays mean rankings for eactestat
by type of respondent (founding/senior family member, junior family member, and

nonfamily member).
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Table 5.10. Company Characteristics: Values FogusmPower (Decision Making)

Statement
Case Study Respondent N Mean
Leadership encourages family members to participadecision making.
Founding/Senior Family Members 16 4.13
Junior Family Member 19 421
Nonfamily Member 16 3.88
All Respondents 51 4.08
Leadership encourages nonfamily members to paateip decision making.
Founding/Senior Family Members 16 4.00
Junior Family Member 19 4.05
Nonfamily Member 16 3.62
All Respondents 51 3.90

Leadership is more likely to encourage other familgmbers (regardless of their
position) to participate in decision making thamfamnily managers.

Founding/Senior Family Members 16 3.31
Junior Family Member 18 3.39
Nonfamily Member 16 2.81
All Respondents 50 3.18

Note: 1 = “strongly disagree,” 5 = “strongly agree,” a®é considered a neutral point.

Like the statements on trust (Table 5.9), junior family members reported the
greatest level of support followed by founding/senior family members, and then
nonfamily members. Thus, the findings in Table 5.9 and 5.10 are consistent. Family and
nonfamily members agreed that “leadership encourages [both family and rgpnfam
members] to participate in decision making” (overall mean rank of 4.08 for stattem
family and 3.90 for statement on nonfamily). However, the mean ranks among all
respondents are greater for encouraging participation of family megmbeas rank of
4.08) than for encouraging participation of nonfamily members (mean rank of 3.90).

Yet, when asked to rate their level of agreement with the statement that
“leadership is more likely to encourage other family members (regaaflédssir
position) to participate in decision making than nonfamily managers,” the respasse

more neutral (overall mean of 3.18). In fact, out of all of the statemeatsdab values,
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this statement had the least support among all respondents. Furthermore, thenstate
had the least agreement by any one group; the mean rank given by nonfamilyrsnembe
for this statement was only 2.81. And as with the three statements on trustt thatfa
nonfamily members were least likely to agree with this statement nfesnshen it
comes to decision making, nonfamily are more likely than family to perceexeebdf
equity between members. Along with the data from the two previous staternents, t
clearly suggests that although respondents believe that leadership ig stigigllikely
to encourage family members to participate in decision making than they are mpnfami
members, when it comes to decision making the firms in this study do not sabefice
goals of the business for just any family member.

The last three statements involving power focus on the family’s mfien and
control of the business. They include: 1) Family has an influence on the bujness;
There is nothing wrong with hiring family members; and 3) Taking caf@naly
members i®neof the primary purposes of the business. Table 5.11 displays mean
rankings for each statement by type of respondent (founding/senior familgenem
junior family member, and nonfamily member).

Like the previous statements on trust (Table 5.9) and decision making (Table
5.10), these statements signify the family business’ value orientation utatre
explicit here. Based on the responses to these statements, family businmtisgestipg
in the case studies appear to lean towards a family-first approach whenmazimey the
goals of the family are emphasized. On a side note, it is important to point outdhat it i
not really surprising that those firms that agreed to participate in thewtudd see

family as an asset. One of the reasons often cited by family busiriesset
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Table 5.11. Company Characteristics: Values FogusimPower (Influence and Control)

Statement
Case Study Respondent N Mean
The family has an influence on the business.
Founding/Senior Family Members 16 4.44
Junior Family Member 19 4.63
Nonfamily Member 16 4.50
All Respondents 51 4.53
There is nothing wrong with hiring family members.
Founding/Senior Family Members 16 4.19
Junior Family Member 18 4.17
Nonfamily Member 15 3.53
All Respondents 49  3.98
Taking care of family members émeof the primary purposes of the business.
Founding/Senior Family Members 16  3.69
Junior Family Member 19 3.79
Nonfamily Member 16  3.38
All Respondents 51 3.63

Note: 1 = “strongly disagree,” 5 = “strongly agree,” a®é considered a neutral point.

participating was because they wanted to downplay the family aspectiafdiness and
did not really want their employees to participate in a study in whichlithsiness was
labeled a “family” business.

In the first statement, it is clear from the responses that the “fanslgrha
influence on the business.” Both family and nonfamily members strongly agread (me
rank of 4.53) with this statement. In addition, family members agreed (mean &9 of
and 4.17 for founding/senior and junior family members respectively) that “there is
nothing wrong with hiring family members.” However, as expected, nonfangimbers
were least supportive of this statement reporting a mean rank of 3.53. Thehaseof t
first three statements, “taking care of family membemesof the primary purposes of
the business,” elicited the least support among all respondents with an overatnmiea
of 3.63. This statement, more than any one statement, tackles the issue of nepotism head

on. Had respondents strongly supported this statement, it would have signified a strong
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tendency towards a family-first approach exacerbating the negative inopaegotism.
And although the mean rank calculated for family members was greater thaaghe
rank for nonfamily, there tended to be less agreement with this statemenitthérew
other statements focusing on the family’s influence on and control of theebssi
Again, this suggests that although there is a tendency towards a fanigpfireach, the
firms in this study do attempt to balance the needs of both the family and the fugines
more detailed discussion on this topic using data collected from the interviewssappea
the next chapter.

Overall, it appears that the values of the family firms participatingarcase
studies are generally consistent among family and nonfamily membdrige tére was
some variation, there was also a consistent pattern in that variation. Junigr fami
members were most likely to agree with the statements, followed by folsething
family members and then nonfamily members in eleven of the nineteen statements on
values in this section. Furthermore, this pattern was evident in all six staseom trust
and decision making. Nonetheless, there appears to be enough evidence tdaratggest
strong culture is present in these family businesses. Furthermore, it appéearnsile
there are some indicators that these businesses may have a tendencyhiemesives
as having a family-first value orientation, overall, the members of the faosinpess at

least attempt to integrate and/or satisfy and optimize the values in botlatoent

Summary

In this chapter, family businesses participating in the study arectbarad by

both structural and cultural traits. However, because the focus of this study iseon thos
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firms who took part in the case studies, only those statistics are highlightedsere
reported previously, most of the businesses participating in the case studies were
established around 1960. These firms tend to be much older than the firms that did not
participate in the case studies, and this is reflected in the data preseritecthret
structural characteristics as well. The majority of the firms (72 @&pérhave two
generations actively involved in the family business, while the remaining Glam
active involvement from three generations.

Over 75 percent of the firms are small or medium in size (employing a median of
45 employees), and two-thirds come from industries identified by the U.S. Depadfn
Labor as blue-collar and service industries. The majority are involved irtivéha
NAICS labels as other services (22.2 percent). This includes industgagezl in
activities such as automotive repair and maintenance, death care seemcksg
machine merchandising, dry cleaning and laundry services and other sexrdgltesng
public administration that are not specifically provided for elsewhere indksifitation
system. Other industries represented by the family businesses panticipdtie case
studies include retail trade, the professional, scientific, and teclseicates sector,
wholesale trade, and construction. Also included are firms from the lcasadtland
social assistance sector, the administration, support, waste managemheameadiation
services sector, finance and insurance, real estate and rentingsangl, lead
transportation and warehousing.

Almost two-thirds of the firms operate as S corporations, and the economic status
overall is relatively stable with the majority of the firms faring &ethan their industry

average, reporting increases in revenues over the past three years, andtttawngad
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debt. When asked to identify the developmental phase within the family, business, and
ownership axes that most closely resembled their status, the stages quesitiyecited
were the “working together” phase of the family development axis, trertdling
owner” phase of the ownership development axis, and both the
“expansion/formalization” and “maturity” phases of the business developmienthe
majority of firms utilize a simple organizational structure, and exhifstattributed to
power cultures. And the values of the firm in regard to power (influence, control, and
decision making) as well as issues of trust, support, and loyalty are geoensistent
among family and nonfamily members in the firm. The evidence not only suggests the
presence of a strong culture in these firms, but also indicatet¢haiembers of these
family businesses at least attempt to integrate and/or satisfy andzeptatues in both
the family-first and business-first value orientations.

This information is useful to this research because it provides a snapshot of those
characteristics that best represent the firms in this study. Fudtesrinsets the stage for
exploringthe conditions in which nepotism may be beneficial or problematic for the
family business.However, to understand the role the structure and culture of the business
may play in developing nepotism practices, it is necessary to alsorextmaipolicies
and practices related to nepotism. Through these data, relationshipsbtsvee
structural and cultural characteristics and nepotism policies and praices/ealed.

While not all of the structural and cultural characteristics are sal@ng svill stand out.
Type of industry appears to be most prominent, but age, size, development phase,
management structure, and values are also notable characte@Gs$tiggers 6 and 7

explore these relationships.



CHAPTER 6
POLICIES AND PRACTICES RELATED TO NEPOTISM

This chapter provides data on policies and practices related to nepotism and
member perceptions about these practices. As a result, it also provides ingigbtint
nepotism practices impact the interpersonal relationships of members. Amdtthis i
lays the foundation for understanding the conditions in which nepotism is beneficial or
problematic for the family business. Data elicited from firms plaaticipated in the case
studies are used to explore and discuss nepotism practices and member per&eptions a
these practices. Conversations with senior and junior family members|l &s \key
nonfamily members of the firm are the primary source of these findingsddition,
information obtained from observation notes, documents, and self-administered
guestionnaires completed by members of the firm are also utilized.

This chapter is divided into two sections—the first section presents findorgs f
the survey regarding the firm’s structure and level of formalization obpees policies.
The second section discusses the hiring policies and practices of the filsrsegtion
includes data from the survey and interviews on entry requirements andcqtiahfs
such as whether or not a position existed or was created for family membersywhethe
not certain positions were reserved for family members, logistics invoivadng,
employee credentials, and the most important qualities for family and nopfamil

occupying leadership positions.

131
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Firm Structure and Level of Formalization of
Personnel Policies

To understand the impact nepotism and nepotism practices have on the interpersonal
relationships and success of members, it is necessary to explore the formé&bamal i
personnel policies of the firms. To obtain this information, several questionsskee
in the survey to establish the firm’s structure and level of formalizationdiegar

company policies. The results are presented in Table 6.1. The first question asked

Table 6.1. Firm Structure and Level of Formalizatad Personnel Policies

Question N Yes No
Full-time Employee Primarily Responsible for HunR@source Management 17 58.8% 41.2%
Human Resource Full-time Position Occupied amiy Member 10 50.0% 50.0%
Written Employee Manual 18 77.8% 22.2%
Formal Job Descriptions 18 66.7% 33.3%
Set Compensation Plans 17 52.9% 47.1%
Formal and Regular Employee Review Process 18 50.6%0%

whether or not the firm retains a full-time employee whose primary redplty is

human resource management, and if so are they a family member. Of those firms
participating in the case studies, almost 60 percent indicate that they esmgthog

person, and of these, half are family members. They were also asked whetbiethe
company has a written employee manual, uses formal job descriptions, have set
compensation plans, and whether or not they have a formal and regular emglsee r
process. The majority of firms have a written employee manual (77.8 pefoengl

job descriptions (66.7 percent), and set compensation plans (52.9 percent), but only half
have a formal and regular employee review process. Based on these dash halflef

the firms appear to have a business structure with formalized personnel polpsse.

This is consistent with the responses reported previously in Table 5.6 nggidueli
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business developmental stage of the firm; half reported having reached a leadliofy
with well-established organizational routines, and the other half indicateth¢lyadre in
the process of expansion and formalization. This is important to this study because

demonstrates the need to probe respondents about the informal nepotism practices.

Hiring Policies and Practices

The next set of survey questions delved deeper into the personnel policies by
inquiring about the hiring policies and practices of the firm. Respondentasleré if
there are any special entry requirements or qualifications fonfangimbers who want
to work in the business full-time, such as age, education, skills, and experience, and
whether or not there must be an existing and/or needed position to hire a family member.
Two-thirds of the respondents indicated that their firm does not have any spéoyal
requirements or qualifications for family members, and that their entryreetgnts and
gualifications are the same for both potential family and nonfamily employlées
remaining third acknowledged that special requirements for family membst;sbeit
the majority (66.7 percent) stated that they are only informal.

When a comparable question was asked iAtherican Family Business Survey
(MassMutual Financial Group/Raymond Institute 2002), almost 75 percent of the
respondents indicated that they did not have a policy regarding qualificatiahs fam
members must meet to be employed in the family business full-time. Iruthays
respondents were asked if they had a “policy” and were given the option to rgply onl
“yes” or “no.” Because the word “policy” infers at least a formal if nottemi course of

action, and because it is uncommon for most family firms to have formal writterepol
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regarding entry requirements or qualifications for family membees@Miutual
Financial Group/Raymond Institute 2002), questions and response categories in my ow
survey were carefully constructed to exclude the word “policy” and include time
“formal” and/or “informal” to render a more thoughtful and accurate respaddewever,
even though a greater percentage acknowledged that their firm has sorakesyiey
requirements or qualifications for family members, as expected mdst céspondents
still indicated that family and nonfamily are treated the same. For ggemgl knew it

would be necessary to follow-up on these questions during the in-depth interviews.

Entry Requirements and Qualifications Revisited

Throughout the interviews, respondents were probed with a number of questions
regarding their hiring practices to determine whether or not firmslpchave the same
entry requirements and qualifications for family as they do for nonfameiybers.
Interestingly, like the concept of nepotism, the word “different” in theseiistances
seemed to carry a negative connotation implying that some sort of “undemeifit”
was awarded to the family member. And because of our adherence to core cultural
values of individuality and equality as well as America’s self-pirowd system of
meritocracy, anyindeserved benefitas seen as taboo and alifferencein treatment
appeared to be interpreted as inappropriate and unethical. As a resul,imtsk of
the respondents including the nonfamily managers held their ground insisting tiat all
the entry requirements and qualifications were the same for potentialye®plo

regardless of whether they were family members or not. However, slifgnedces
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began to reveal themselves the longer the conversation ensued, and the differences we

not always to the benefit of the family member.

Existing Position

One of the first questions asked of the respondents was whether or not a position
would be created for a family member who needed a job. For most of the firms,
especially those categorized as blue-collar industries, there alwaysdsaebe
opportunities and work that needed to be done at the entry level. As a result, family
members secured jobs easily and almost always started at an ertppiatien.
However, in some cases, the entry level work was not always something the company
would have necessarily hired someone from the outside to do. In other words, the work
was sometimes part-time, temporary, and/or intermittent, and emergedasangor
important either when a family member was in need of a job and/or an existingyempl
was temporarily overburdened. For example, in one company, they hired a family
member who was home from college for a few weeks to clean out all the storage rooms
in their offices. In another instance, a family member stated,

When | was just out of college and looking for a job, they kind of created a

position to a degree for me in the office here, just so | would be, you know,

actively employed while | was looking for a job....It was a kind of

bookkeeping/accounting function. So it needed to be done, but they wouldn’t
have necessarily hired somebody. (J535)

12. This is a field note. It identifies the menibestatus in the family business as it relate$i® t
research as well as the member’s firm. Membergarified in the following manner: F=founders,
S=senior family members; J=junior family membersj &lF=nonfamily members. The number which
follows is a code given to each firm after theyesgt to participate in the study. These field nafgsear
throughout the document after each quote to prosaateext for the reader.
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At least one nonfamily manager conveyed to me that family members wergralight

in to help “in a pinch” whenever they were shorthanded. This supports Molofsky’s

(1998) claim that one of the benefits of nepotism is the ability to fulfill needs lat pea

times. So, although entry level positions were readily available in m@s, cmsnetimes

positions or opportunities were created for family members because theheveficial

to the family as well as the most viable option for the firm. That said itssasrtihough

a number of firms, regardless of their structural and cultural charéictensere equally

as likely to create entry level positions or opportunities for nonfamily asatéey/for

family members, especially for relatives of existing employeese’sle/hat one

nonfamily manager had to say:
| think a family member has the opportunity to work here at some level. They'll
find a place for them whatever their business is and that’s a great thing. You
know, | have kids. I've got [several] sons and they’ve all come in. As they come
of age, they get a summer job. They get a free drug test and they get summer
employment. [Laughter.] 1 am all for it. The door’s open. Cause with a cgmpan
like [this], we have a lot of employees and a lot of lower level positions....if you
can pass a drug test and you've got a car, you got a job. (NF520)

When asked if the firm created positions for family members who needed a job, another

nonfamily manager replied,
Absolutely. But actually, if | told [the founder] that | had a daughter yioat,
know, needed a position, they would probably find something for her. And
actually | think some of the people have had their kids work here in the summer
and stuff as, you know, we call them interns or, you know, | mean, they would
just do the phones, do some filing, do this or that. There are always things that can
be done, whether you need that position or not. (NF517)

In another instance, a family member even went so far as to say thaivihey g

preferential treatment to family of nonfamily employees. She expldiva by hiring the

son of a key nonfamily manager and paying him for other work that needs to be done,
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they are funneling more money to an employee who they would like to pay more but is
tapped out financially.

So based on the data, it is evident that entry level positions were created for
family as well as for relatives of nonfamily employees. But what abgupésitions in
the family business? Were positions created beyond the entry level for faemipers
who needed a job? Generally speaking, the answer is no. Respondents agreed that the
positions that were created existed only at the entry level and that ttisgochd not
extend to key positions in the company. Instead, it appears as if the key posgiens w
filled by existing employees, family and nonfamily, who served a suffitggmure with
the company. This is contrary to claims that companies that practice nepwésm
unqualified family members just to serve in key supervisory positions (Ketsee Vr
1993; Yeung 2000). One junior family member commented that “family members would
definitely be given an opportunity for part-time or summer labor, and that soasedim
job would be created to take a load off of someone else to try and help out, but that they
have never hired a new person, family or nonfamily, to take over a key position”.(J517)
Similarly, a nonfamily manager of another firm said, “We don’t hire upper level
positions; you got to work into upper level positions” (NF520). However, when the
family member joined the business at an entry level, the position was vengdifthan
other entry level jobs.

For family members in all of the firms, entry level positions often entaileatgr
pressure and additional responsibilities not expected of nonfamily employed$anir
that same job. These family members were, in essence, being groomed wtheplac

current family leadership. As one founder puts it,
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You like them to start at the bottom doing stuff so at least they can learn

everything. And they know and you know that they’re going to end up [taking on

more responsibility], that they’re going to end up running with you at one time,
and you feed off of them, and they’ll feed off of you....You know that they are
potentially going to be along at the top for the ride. And sometimes you'rea litt
harder on them maybe early in the game cause you want to make sure that they
understand that, yeah, they are getting a free pass in one way, but they ttill got
show that they deserve it. And you have to show it just for the rest of the
employees around. (F527)

While this does provide junior members with greater access to the leadershiproh the f

it can be difficult and awkward at times. They are hired to do the same jobytahan

entry level employee is doing, yet they are expected to not only do that job) et tier

stay around after those duties are complete, working longer hours so they can take on

additional responsibilities and learn other facets of the business.

For example, in one of the firms the junior family member was expected to come
to work at 9 a.m. along with the rest of the employees, and at first he obliged. But as
time progressed, he was asked to stay longer and longer to work on extra pr@ects aft
hours. According to his uncle, the junior family member worked all the time—days,
nights, and weekends. Eventually the junior member stopped coming in at 9 a.m. even
though he continued to complete all of the work required of the entry level position in
addition to the other responsibilities he had taken on. As one can imagine, this did not sit
well with the other employees, so his grandfather had a talk with him and told him that he
needed to be there on time from now on. It did not matter that he was still comaleting
of his work, and working later hours and on weekends, it was reflecting poorly upon
management. As a family member, his grandfather told him, he had to be visible to the

other employees. This situation exemplifies what Goffman called “impressi

management.” Another family member placed in a similar predicamésd sta
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...I'm not even in a position right now which is the oddest thing. They've got me on
sort of this extended tour where I'm spending a couple months in each of the five
operating divisions...I'm having low level responsibilities but I'm allowedess to
higher up people, and as a result, am learning things that | wouldn't if | ugtre |
new hire, any old new hire. And that was something that | actidlignticipate.
That was one of the things that really troubled me. (J523)

There were also some nonfamily members that seemed to be savvy to this whole
process and even accepting of it. One nonfamily chief financial officéd)©fa large
white-collar firm explains it this way:

The family members coming in the organization are coming in with a goal or

purpose, and there is an objective....These are young kids, bright kids, and they

are clearly the next generation of this family that are in the businesspeore,

so they have been placed in positions that have a direct path; they are being

groomed. (NF523)

But others failed to recognize or accept the unique position the junior was placed in. This
was demonstrated by nonfamily members from the blue-collar firm in wiécjuiior

family member stopped being punctual. They just wanted the family member to keep the
same hours they did. Of course that probably would have been fine with the family
member, if onlythat was the case. Needless to say, not all family members who enter the
business are placed in this unique position, and not every family member who is given
this opportunity has the desire to advance to the top. Furthermore, not every family
member placed in this position is guaranteed a position at the top. However, in most
cases, it seems that this unique position—a sort of entry level floater, or “CEO in
training,” is reserved only for family members. It is also importamtate that there was

not a single case in this study in which a nepot replaced or was being groomedc® repla

a position held by or open to a nonfamily member. All of the nepots (seniors and juniors)

were groomed or were being groomed to replace family members.
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Reserved Positions

Later in the conversation, respondents were asked directly whether or not there
were positions in the company that were reserved only for family members.tHiewgh
many had just spoken about the junior family member who was a sort of entry level
“CEO in training,” not one mentioned this position. Part of this may be because title
seemed to be of little importance to most of the family businesses pamgipathis
study. This sentiment was expressed frequently by respondents—“around lbsre, tit
don’t mean a whole lot” (S520) or “we don’t give out job titles—you can work for a bank
and you have a job title, senior associate, assistant, vice president, but no, wevdon’t ha
those job titles here” (S532). In some instances it appeared as though exdlasilie
president simply implied ownership, while in other instances titles really dickisbtae
all. Although a few of the respondents indicated that leadership positions like CEO or
president would remain in the hands of family, the great majority of responderdd agre
that ownership was the only position reserved for family members. Here ae som
typical responses from family and nonfamily members:

Ownership; | think ownership needs to stay where it is. (F517)

Oh, yes, ownership would be the one it would be. Ownership is really the only

thing. I'm not saying there couldn’t be a chance, but | don’t think we’d let

anybody in to own a part of the business. (J528)

Just ownership..l think that is the only one. 1 think they would keep that in the
family, but everything else is open. (NF 524)

There really did not appear to be any disillusions as far as ownership. Thideistdoy
the responses of nonfamily members. One nonfamily manager of a large kdne-col

company explained it this way:
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My dad told me that when | was probably eighteen years old. He said, you know
— don't ever think that you'll be an owner of [this company]. No matter wdeat el
happens; it's never going to happen....At another company, this position would be
a vice president position but in a family business it will never be.

And you could see it. | mean, | have no illusions I'll become a vice-
president. So, in a sense, you're tapped out title wise. But they've never really
held you back as far as what you accomplish. And [the majority stock owner] has
always been one for new ideas and growth, whether we're looking for plants down
south or, you know. I'm involved with some development stuff we're doing with
the plants and there’s always something going on and there’s more and more
levels. You get more and more trust the more you do. You do something and
they give you two more things to do so it's, which keeps you going. So, it's not a
stagnant position at all but you're never going to become an owner of the
company. So ownership is pretty much the only thing not open to me. (NF 520)

Interestingly, even though most had stated that ownership was the only positiordreserve
for family members, quite a few of the family members in leadership positsms al
commented that they would not rule this option out in the future. Even more interesting
is the fact that such comments were made by family members from compantash
the nonfamily members were most adamant about the fact that ownership wayd alw
remain in the family. Among the possible reasons cited by family membeargdning
up ownership outside the family were modifications in tax laws, growth or chantfes i
industry, and lack of interest by family members. Here’s how one family ntembe
expressed this sentiment when asked if there were any positions reseffegailfor
members:
Not really. | could actually see the next president being a nonfamily mertbe
[ownership] is a possibility in the future. It's hard to say, the new lavly rea
dictate a lot of what we do and how we do things. And if they come up with a
law or retirement plan that makes sense where we could sell 50 percent of the
company to the employees and there is a tax benefit, you know we would

probably do something like that. | would like to say no, we wouldn’t, but you
don’t know. (J520)
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Of course, one of the reasons why families want ownership to stay in the family i
because in family firms, unlike nonfamily firms, the businegke family member’s
retirement. As one junior family member reminds usiHis.is my dad’s retirement so
he can't just shut it down and walk away. This has to go on to support him” (J517).
Furthermore, in one of the firms in which the founder had stated that he did not plan on
giving anybody any stock, it was later revealed that he had offered owntership
nonfamily manager in the past, but the nonfamily manager turned it downadnisée
nonfamily manager requested a cash reward that he used for a down payment on a house
There were also other cases in which nonfamily managers were offerecglonneut
opted against it. For example, in one of the smaller firms a nonfamily memabevas
brought in to manage the business stated:

...but if I had wanted a portion of [the ownership] when | drew up the succession

plan, it appears that they would have been willing to part with some of the shares.

| just never had an interest in that. (NF 531)
According to him, he just did not want the risk, liability, and headaches thatrgp al
with owning a business. And in a few instances, stock options were either awarded or
there were plans to give ownership stock to nonfamily managers. In one company,
family members owned 75 percent of the shares, and the rest were held by nonfamily
members. And in another firm, one of the founders revealed that he planned to let one of
their nonfamily managers earn ownership interest which would result in thatimalivi
becoming the third largest stockholder in the company. However, it seenms ahatfi
these cases as well as those in which nonfamily opted out of ownership stock, family

members would remain the majority owners.
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For most of the nonfamily managers interviewed, ownership did not seem to be a
contentious issue. In fact, only one nonfamily member expressed any dissatisfath
the firm’s decision not to offer ownership stock to nonfamily members. The nonfamily
manager stated that it was not immediately apparent when he joined the company, but
after one of the partners retired, and the other partner bought his shares aaeddrhnsf
them to his children it became evident. This action seemed to sour not only him, but
other employees as well. He felt that the decision prevented some of titedirig
candidates from joining the firm. This clearly reflects one of the concieasas a
negative outcome of nepotism (Toy et al. 1988; Kets de Vries 1993; Wong and Kleiner
1994; Nelton 1998; Yeung 2000). Unlike most of the other firms, in this type of white-
collar industry, ownership is often a part of the compensation package for exec&oe
it is likely that his dissatisfaction stemmed from a state of relagpehation rather than
simply an individualistic desire.

Besides ownership, a few firms also indicated that leadership positions were
reserved only for family members. However, as stated previously, oftadexsaip
position was really just a pseudonym for ownership. Nonetheless, there wergrsmme f
that indicated nonfamily members probably would not occupy leadership positions.
However as with ownership, this was not entirely ruled out. This is indicated by senior
family members in both of the cases given below:

Well, | mean, | don’t think that the president, whatever, CEO of the company

would ever be a non-family member. But you never know. In a business like this

you got to be prepared for anything. You got to adapt yourself....I mentioned my

grandfather’s silly stupid but true statements; one of them is thas“fabd

today, there is a hundred percent chance that it will be shit some day in the

future.” It's just a matter of when....So if you're going to hang onto the past,
you’re going to hang onto being out of business. (S516)
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Or in this firm, where the junior family member now leads the company, the senior
member stated:
We got no laws or rules saying that you got to be a [family member] in arder t
and if anybody’s going to change it, it'd be [the junior family member]. §He’
already started something now. It didn’'t used to be that way. We had our board
meeting, it was strictly just me, and [the other family membershgittere with
closed doors and we made a decision....We didn’t want no input from that side
really. [The junior family member] is not that way. [He] has an executive
committee and he’s put [nonfamily managers and family members] on his
committee which meets once a month....He lets them know. | mean he just
shows them all the books and everything and as if to say we’re in this together. It
ain’t just me and [the other family members]. It's us. If you don’t do your jobs,
we’re not going to succeed and vice-versa. And it's worked. (S520)
There was only one company where ownership was not mentioned when asked if
there were any positions reserved for family members. In this wdlisg-company,
both the founder and nonfamily member agreed that the only positions reserved for
family members were “money positions.” By this they meant any position wiere t
main responsibility was handling money. The founder explained that “we trubt fiam
those positions” but also added that “if it goes wrong, it can go terribly wré®d'8{).
Ironically, the nonfamily manager interviewed from this firm was in a “rgqesition,”
and when | pressed her on this, she statedyut they trust me so much | may as well be
their family” (NF518). So it seems that even amongst nonfamily membersatieere
exceptions—situations in which certain nonfamily members may be treateghibeas
family and thus different than other nonfamily members. Such circumstancésg will
explored in more depth in a later chapter.
So far, in reviewing the data collected on hiring practices of famitysfiit is

evident that entry jobs in most of the cases were readily availablelleggaof the

structural characteristics. Although positions were created for fanaihgbers, with the
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exception of the unique “CEO in training” position, they appear to be just as likely to be
created for relatives of nonfamily members. Furthermore, the praétaceating
positions does not extend to key leadership positions for either family or nonfamily
members. Family members may eventually replace other familyberernn key
positions, but new key leadership positions were not created. And although most of the
respondents indicated that ownership was the only position reserved for family siember
some indicated that they would not rule this option out in the future. Next, some of the
logistics involved in hiring—applying for the job, filling out an application, and the

interview process, are examined. It is here where the majority ofailiffes emerge.

Logistics in Hiring

Amongst the firms participating in the study, almost all of the responderad stat
that family members who were hired did not have to formally apply for the job, filrout
application, or interview for the job. According to this founder:

[Family members] pretty much just started working, coming in with my husband

and helping out, and then the hours just expanded. There weren’'t any interviews

or applications, they just came in. It was just expected from them to help out.

(F534)
And one nonfamily manager, who stated in the same breath that there were no dd#ference
in the hiring practices, remarked that:

...I do most of the hiring. But family | don’t interview; they are just put in

positions. | am just told they are going to be working here. When they graduate

from school, you kind of start to think they might be coming in, and sure enough
they are. (NF532)
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These sentiments were confirmed by conversations with senior and junior family
members about their own experience when hired to work in the family business. éHere ar
a few of their remarks:

| didn’t have to come in for an interview or anything, | just kind of came in after
our discussion. (S515)

Well, I didn’t have to come in and fill out an application, and other people would
[have]. (J499)

There wasn’t anything formal. | just came to work and started to try aimd fit
(J516)

For family members, the hiring process was very informal. They would just come
in and start working. It was expected of them. In fact, for most family member
working in the family business had been a revolving door that started in childhood or
adolescence and culminated with them joining the firm on a full-time basishégh
school or college. This is reflected in the numerous stories told by senior and junior
members about their experiences growing up. Several excerpts from thieseaseor
expressed below:
Well, you know. | mean we always worked when we were kids. And so there
was that whole era. My father expected me to be at work every weekend; every
Saturday from the time of | was as young as | can remember. (S516)
| was involved when | was five years old, four years old....So instead of spending
summers going to camp and doing other things that a lot of kids will do | worked.
So | was from that generation which basically learned to work as your grimar
responsibility and that was what was expected. And then | came in fullighte
after high school. (S532)
...[When] I was young, | used to ride around with [my father] a laking odds
and ends, maybe checking in trucks or sweeping the floor, whatever they want me

to do on Saturdays, but full-time | came here right out of high school, which |
always figured that’'s what | would do even as | was going through school. (S520)
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No [no job interview]. In construction, it is basically, be at this job at this time.
So at 7 a.m. in the morning | showed up. The foreman knew | was going to be
there. Okay, come on this is what you are doing today. | was 14 at the time so it
was a little different. Most of our family members started the same way — y
show up to work. This is what you are doing. You don't have a choice. With
everybody else, they come in. We sit down. We interview them and talk about
what they want to do, which direction they want to go. And try to put them on a
crew that would work best for them because we’re looking at them more as a
career opportunity. For us it was just a summer job. (J520)
However, as stated in this last sentiment, nonfamily members seem to have very
different rules when it comes to the logistics of the hiring process. Inaasss they
were required to apply for the job, fill out an application, and then interview for the job.
In fact, there were only two nonfamily managers who were hired without an imtervie
Although most of the nonfamily managers did have to come in for an interview, almost
half of them stated that they were very informal meetings. And in mostss dases,
the nonfamily member was hired right on the spot. Furthermore, only thtee thiat
they responded to an ad and had no knowledge of the family, company or any of its
employees prior to being hired. This means that the majority of nonfaraitagers had
some sort of relationship, either directly or indirectly, with the businessnoe snember
of the firm. This is not unusual; in fact, most jobs are found informally through friends
or personal contacts (Granovetter 1995). So even with nonfamily members, it is apparent
that social networks are at play during the hiring process. As a resulst aiinaf the
nonfamily managers in this study were recruited by either the ownenanager from
the family firm. Here are some of the responses given by the nonfamily neewtiem

asked to describe the circumstances under which they were hired:

...A friend of my brother’s worked for the company, and they were looking for
somebody and | had just graduated from high school so she said something to me
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about it. And the same day | started work — | came and talked to [the owner] and
they hired me the same day. (NF524)

[The owner] recruited me. 1 didn’t know him; | guess he just knew [me] from
being in the business. So | came over and interviewed and, anyway, got the
position. (NF521)

| kind of became friends with [a nonfamily employee] that came into [my
workplace]....And | guess they needed some help. So, he had asked me if | was
interested. The first time, | didn’t take him up on it. But then some situations
changed at the job there, so then | ended up asking if he still needed somebody,
and he said yeah. So, he brought me out, and talked to [the owner]. It was just
informal. It wasn'’t like a big interview process, but just came out, and talked wit
him and [the owner] for a few minutes, and they basically just hired me right then.
(NF527)

Based on the evidence presented thus far, it is apparent that family members

seeking employment in their family’s business did not have to apply for a job, fdhout

application or participate in an interview, whereas potential nonfamily engsaid.
However, this is deceiving for two major reasons. First, as learned ead&trfamily

members tended to start in entry level positions as part-time or tempaolgaryAmel

often these positions did not follow any formal hiring procedures regardless of whether

not one was a family member or a relative of a nonfamily manager. Takerthiofi
example, in which both family members and relatives of nonfamily employeeshed

for part-time work during the summers:

...So like when my niece came to work over the summer, she got hired, she got
paid and, you know, there was no interview process; that’'s my niece and she did a
great job. But, then again, [nonfamily manager’s] sons have both worked here at
different times as well...And it was the same for his sons — no interview or
anything. (J528)

As is evident, in these situations, there was little difference in theylgrocedures
between family members and relatives of nonfamily employees who enteryenepit

part-time and at the entry level. Instead, the main difference heredoepad-time
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family and nonfamily employees is that family members often returnethtgraime for
full-time employment, whereas nonfamily did not. In other words, relatives ofumalyf
employees who were hired to work part-time were less likely than fareiglrars hired
part-time to continue in the family business in a full-time capacity sinceai#ly there
probably would not be a place for them later down the line that was not an entry level
position. The primary reason for this is because, as stated in Chapter 5, they iwfajori
the firms in this study utilize a simple organizational structure. And #tasgures are
typically flat with few if any levels of management.

The second reason why it is deceiving to state that family members are not
required to apply for a job, fill out an application, and interview for the job is bechuse
the manner in which the process is defined and interpreted. The hiring process may not
be the same as it is for nonfamily members, but family members do participlai® i
process. In fact, they have been applying and interviewing for the positioerihis2
life. This sentiment was expressed repeatedly by family and even some ihonfam
members when they were asked whether or not family members had to fill out an
application or go through the interview process. When respondents initially heard t
phrase “interview process” most immediately thought of the conventional eervi
process, the one in which nonfamily members tend to participate in, and responded
accordingly with an affirmative “no” when asked this question. However, theklguic
followed up with an anecdote about the “family member version” of the interview
process. Here are a few responses from family and nonfamily members \éen as
whether or not family members had to fill out an application or go through the interview

process:
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No. They had an interview, but it was a sixteen-year interview. [Laughter.]
(F518)

When | came in | had to fill out an application like everyone else.

Interviewer: But you were hired basically over the phone — you didn’t
have to come in here and apply for a job?

Right, but you could argue that my discussions with [my uncle] over time
gualified as an interview. That’'s the way I've — and knowing me personalty thei
whole life. But no, | didn’t have to come in for a formal interview. (J523)

Family members wouldn’t have to come in for an interview or anything; they
would just start working. And yes, you would have already had that interview
process, and you would already know what their level of comprehension is, or
their job history was, but...well, it's not rocket science what we ask people for
around here. (NF516)

Or in the sentiments of this junior family member who discusses the hiringsprince

family members while expressing the complexity of this two-sided coin:
True, family members don’t have to go through an interview process, but dad may
wake up and change his mind one day. But no, at this point family just has to go
and show up for work. Even people that are referred by family still have to go
through an interview process. | guess part of the thing when you are intagview
someone you are just hearing their bullshit and trying to figure out who they are
and how they will be. With a family member, you already know. It's almost like
they have been interviewing for the job their whole life. But by the same token,
whatever the situation is with a family member, | mean you might know
something about a family member that if a nonfamily interviewee told you, you
would be like, that rules you out. The family member would still at least get the
job or at least the opportunity. (J516)

In other words, just because the interview did not occur in the conventional way does not

mean that it did not occur. The point of an interview is to obtain information about the

candidate, evaluate their credentials, assess their future goals anépthdstermine if

they are a good fit for the company and its current employees. With fanaily,

assumption is that one already knows these things. They know which famlyerse

would be a good fit and which positions their credentials qualify them for. Asthisrs

family member states:
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Family members are just — versus the fact they’re family, you already whatv

they're good at and what they’re not good at, what their weaknesses anchstrengt

are already. The attitude is some are more capable than others, somoeeare
educated than others and this is the way it's going to be. (S532)

Furthermore, since most of the family members have worked for the firm & som
capacity since childhood or adolescence, you not only know them, but you know if you
can trust them. As one founder states:

Well you don’t have to ask for any references when they start. And they don’t

have to present the driver’s license. They don’t have to do all that stuff. It's your

son. They're your cousin or your nephew and you know them, and you trust them.

And, so they get to skip a few things probably. (F527)
They have already had a trial run in the business—you know how reliable they are, how
they act around the other employees, and how they respond to pressures on the job. You
know them in ways you could never know someone just by conducting an interview.
And this practice is not just reserved for family members; it is also affid@nonfamily
members who are known entities. In two of the firms, the nonfamily manager had
worked for the family business at an earlier time, left for reasons untédatiee firm,
and then was recruited by the owner years later. In both cases when the yonfamil
member was asked to return to the firm, they simply came in and started workiryg. The
did not have to fill out an application, or go through the interview process. There was no
need—you already knew them and trusted them. So, it is not simply because one is a
family member that the hiring procedures are different, it has more to dcheitadt
that they are a known entity.

That said—if leadership felt that a family member was not a good fit or tbey di

not measure up, they were not brought in full-time. Every family firm in thiystud

provided instances in which family members who may have worked in the business when
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they were younger were not brought in full-time because they did not think thel uadi
was a good fit. This was further confirmed by nonfamily members as efechpi this
statement, “if they gave them a chance and they couldn’t do it, they would gkt rid o
them” (NF524). And if a family member was brought in but was unable to meet
expectations in a certain position, the leadership either found another position better
suited to their abilities or they were terminated. And this was true for ndpfami
members as well. The following two quotes exemplify this reality:

...No one is going to be put in a position where they’re set up to fail if someone
isn’t right for a level of responsibility, family or nonfamily. People wiawdn
been with us awhile, we're going to find a place to put them where they can do
what they can do.
For the family members you give them as much responsibility as they ca
handle and they're willing to accept....But if they can’t handle it find them a
position where they’re able to do the things they're good at....you find them a
place where they can use their talents without impacting other things.
But | think we do that for nonfamily as well. Yeah, we have, and we
do....I've actually sat in people’s offices a couple of times while thegccalhd
asked hey, do you have any use for this person? They’re not working out for us
by they're good in these ways. Maybe we can send them down to [this area] and
they'll find a way to be utilized there. (S520)
If they [nonfamily employees] can’t do their job, my father would try to work
with them and find a position that is better suited for them, and if they don’t work
anywhere then they would be fired or replaced. (J499)
This indicates that maximizing the goals of the business are juapastant as
maximizing the goals of the family. Thus, members of the family firms irstbdy do
attempt to integrate and/or satisfy and optimize values in both the farstiyaid
business-first value orientations. As one senior family member so succkpthssed,

“unless you can do the job, you don'’t get a very responsible position. And if you elevate

someone just because they're family, its failure” (S523).
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Employee Credentials

After discussing the logistics involved in the hiring process, respondents were
asked to comment on the credentials of family members entering the firm. More
specifically, both family and nonfamily were asked whether or not a fanelypber had
to have more or less credentials (education, special skills) than a nonfamibemem
applying for a job. Not surprisingly, knowing that most family members staitry
level positions, the initial reply echoed from many of the respondents was that the
credentials needed were the same for family as for nonfamily when apfadyia job. In
fact, the majority of these respondents stated that no credentials ateatbeyeired at
their firm. Here are a couple of responses that best exemplify this view:

The same. Most anyone could get a job here. (J516)

To work here, you don't really need to have any credentials or experience, so the
same would apply for family and nonfamily. (S524)

Furthermore, in situations in which a family member was placed in a position that
may require a special license or certificate, such as a Commersiat’®License
(CDL) or Funeral Director’s License, respondents also agreed that tentiads needed
by family were the same as nonfamily. However, in many of the fitmese seemed to
be an expectation among founders/senior family members for the next generabme
in with more education than would be required for the job. This is reflected in the
following response by a junior family member of one firm:

To work here you really don't really have to have any credentials or empeyie

but my parents made sure me and my sister had an education. That was the most
important thing to them. (J524)
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And this was especially true, if the family member had any intentions in gtizythe
family business, as expressed by junior and senior family members ofrdifieres:

We'll pretty much hire anyone. Well, for us as long as obviously they're legal,
number one; and, number two, their driving record is completely clean....But for
us (me and my brother), part of our deal was that | get at least an associates
degree, not to work here, but to take over anything. So for me, of course, | was
going to do that. So I think that's important. (J527)

There’s not a position here that you need a college degree; there’s nothing
here....But, on the other hand, I'm glad | have my college degbeeause you

still need somebody in the business who'’s a family member who can read the
balance sheet who knows what's right and what’s wrong as far as financial
responsibility....How many times have | heard somebody say, “oh, my accountant
never warned me and now we’re out of business?” What do you mean your
accountant didn’t warn you? You should have had the intelligence to know what
was going on. (S532)

This expectation can be explained by a branch of rational choice theory called
human capital theory (Becker 1993) since investing in the education and training of
family members helps maximize utility for the family firm. And thigectation was
further reflected in those interviews in which respondents indicated thay faw@rthbers
possessed greater credentials than nonfamily as well as in the dagd &lait the pre-
interview surveys given to junior family and key nonfamily members. Herbas av
founder and senior family member from separate firms had to say about this tapgc dur
their interviews:

[My daughter] is 29 years old and has more credentials than a lot of the people

here making the same money. Eventually, | may pay her more because of her

education and background, but that depends on what she can accomplish here and
how strong she is going to end up being. (F517)

...We only have two family members coming in and we don't hire those that

aren’t qualified. And both [junior members] were over-qualified. [My son-in-

law] was way over-qualified....Well, he was well too qualified for what he was

brought in to do and [my daughter] was well over qualified...she’s made more of
the job than it is, so that position she was well over qualified.
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Interviewer: Had you hired someone from the outside to fill those
positions would they have had to have the same qualifications as [the junior
members]?
Well, they would probably have to have fewer qualifications. [My
daughter has] got too many qualifications. (S515)
In the pre-interview survey, junior family members and key nonfamily members
were asked to indicate their education level. Although these data do not reflect a
comparison between all junior family members and nonfamily members atyéeyels,

they do demonstrate a difference in credentials between junior members and key

nonfamily members. The results are provided in Table 6.2. On average, junior family

Table 6.2. Individual Characteristics: Educatiowdleof Junior Family and Key Nonfamily Members

. Junior Family Members Key Nonfamily Members
Education Level

(N=19) (N=18)
High School Graduate or Less 5.3% 22.2%
Some College 26.3% 29.6%
College Graduate or Post-graduate 68.4% 33.3%

members attained a higher level of education than key nonfamily merapgardless of
the type of industry. Again, this reflects an investment in human capital (BE2%®@) of
the future generation. Furthermore, when comparing the education leveloofgodi

key nonfamily members within each firm, the junior family member had more tegluca
than the key nonfamily member in two-thirds (66.7 percent) of the firms. Howhiger, t
must be tempered with the fact that the mean age of key nonfamily members was 50
while it was only 36 for juniors. This means that on average key nonfamily members

were 14 years older than junior family members. And since generallgispea



156

education level is inversely correlated with Hge).S. Census Bureau 2008), it is not
entirely unusual for junior members in this study to have attained a higher level of
education than key nonfamily members. Age also plays a role in the amount of
experience one has in the industry. As expected, the older key nonfamily members
typically had more experience in the industry than the junior family member.

In many of the firms, determining whether or not family members had to have
more or less credentials than nonfamily was not an easy task. To better madéesta
complexity involved in answering this question, interview data on this topic were
analyzed and an example was extracted. Here is what one junior faenilganand key
nonfamily member from the same firm had to say when asked about this issue:

Typically others would have to have more experience and background in

construction and possibly a degree in project management/construction

management. It is certainly helpful, but again learning on the job is not out of the
guestion....We certainly look at that avenue of bringing someone on who doesn’t
have lots of experience because they are more affordable than others....That is not
to say that | had no experience, | read plans, did things on site during the summer,
and did estimating, so by no means did | have zero background. (J517)

Well, I don’t know if how [the junior family member] came in was typical. He

came in as sort of an assistant project manager and | would say with some

construction credentials, but not a lot....But we would hire [someone] from
different backgrounds for an assistant project manager or admin or those types of
positions, you know, without five, ten years of construction background. So it
wasn’t unusual at all for someone to come in to his position with his credentials.

But, | don’t know, they might have expected more background from someone

who wasn’t a family member, maybe, but not necessarily. (NF517)

In this firm, both the junior and nonfamily member seemed to be a little unsure. This was

not surprising given that this was one of six companies that did not have formal job

13. According to the U.S. Census (2008) the peacgnof those age 25 to 44 who have a
Bachelor's degree or higher (32.7%) is greater thase age 45 to 64 (30.3%) and those age 65 @& mor
(20.4%).
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descriptions. However, in the end, both concluded that it would not have been
completely unusual to hire a nonfamily member with comparable credentialsjasitine
member for that position.

While determining whether or not family members had to have more or less
credentials than nonfamily was not clear cut for most of the firms, thereawevefirms
in which respondents (primarily nonfamily members) definitely felt thatify members
came in with fewer credentials than nonfamily. In each of these, finmsesponses of
the nonfamily members contradicted statements made by family membéhs. fihstt
example, when asked if family members had to have more or less credeudiiakstion,
special skills) than a nonfamily member applying for a job, the key nonfamihbereof
a blue-collar business simply stated that, “Family wouldn’t have to have any
gualification. Others would” (NF516). Whereas family members from thisdiated
that the qualifications would be the same. In this particular business, the amityr f
member who was interviewed had a bachelor’s degree, substantial expershedthe
family business as well as outside the family business in a related indhsiry he
worked his way up from sales to regional manager. The nonfamily member completed
some college, had entered the firm at an entry level with little if anyiexgerin the
business and after ten years was promoted to the office manager. Althoughetigere w
other family members in the business, all were still in entry level posiand like other
nonfamily members and positions at that level, none seemed to have or require any
special skills or experience in the industry prior to their employment atghmpany.

In another blue-collar firm, the nonfamily member had this to say when asked if

the credentials needed for family were the same as for nonfamily:
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No. Take [one of the junior family members], for example. Do you think if
[senior family member] had brought in someone else from the outside with that
same intention who wasn’t family, they would have advanced as quickly? Yeah,
probably. But, if he brought somebody else in, he would have brought somebody
in who already knew the business. He would have gotten somebody who already

had [industry] experience, | don’t think he would have just said, “Hey, you're a

smart kid,” you know, | think you will advance to president.

They [family members] don’t have to have the experience in the industry
that someone else would have had to have if they were brought in to lead the
company. (NF515)

In this example, the nonfamily member brings up some interesting points and @g a res
the complexities of this question start to emerge. Are nonfamily mendwdiag at the
position the junior member came in at or are they looking at the current position of the
junior member? How is the word “credential” being interpreted? Does evideone’sf
achievements include only education and special skills or does it also includersgeri
and trustworthiness? Do the junior family members in this firm have expeietiee
industry? Do they need experience in the industry?

In this firm, the senior family member claimed that both junior members in the
firm were grossly overqualified for the positions they were first hioegtiiey both had
bachelor’'s degrees and had worked outside the firm in managerial positions. Although
neither worked in the industry full-time prior to working here, both entered the family
business at entry level positions (more along the lines of the “CEO Iin trair@pgtity
discussed previously), and received “on-the-job” training for severes pedore being
promoted to executive positions. Based on the nonfamily member’s response, it seems
that they were looking primarily at the current position of junior family mes)laerd

defined credentials in terms of experience in the industry. Yet, in their agsgstdmy

appeared to ignore the junior members’ tenure at the company and their previous
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management experience in other industries. This was not unusual; in fact, rttamy of
nonfamily members seemed to discount any experience that junior members had eithe
outside or within the family business, especially when their experience ihside t
company was intermittent and part-time.

In this next example, similar questions are raised by a nonfamily member of a
white-collar business, but a second layer of complexity is added. Here, whenfdélsked i
same qualifications are needed by family members as nonfamily engntihe key
nonfamily member questions the skill set of the junior member. This is what he said:

Less! Look at [junior family member]. He’s not a [specific industry]titide
didn’t even graduate with a [specific industry] degree. (NF522)

This particular situation indicates a level of conflict and competition thainah
noticeable in firms identified as blue-collar industries. It was cleauttr the

discussions with the members of this firm and other white-collar firms thatwses a
culture of competition not present in blue-collar firms. However, it should be noted that
most of the positions that the junior member occupied in this firm were managerial.
Although he was hired at the entry level to do industry specific work, most ofduis gt
the company were spent heading the human resource department, and latézfas a ¢
operating officer (COQ) and then CEO. Ironically, the junior member heeigirgf to

also had issues with hiring family members who did not have the appropriate skill set
However, this junior member was not referring to himself, he was refeoriagibling

who currently served on the board of directors and was considering coming on éull-tim
at the request of their father. It never even crossed his mind that othefsmkapat he

lacked the appropriate credentials. This brings us to one of the key points of this
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discussion and a point of contention in many firms—to lead a company, that is to work in
an administrative and management capacity—is it necessary to have atedenti
(education, skill set, and experience) in the industry in which the family bussness
engaged in? In other words, does the CEO of a dry cleaning business or engfiraering
have to have been a dry cleaner or engineer to run the business?

To answer this question, the description and credentials identified by the
Occupational Information Network (O*Net) for a chief executiveet@mined.
According to O*Net OnLine (2010), it is the responsibility of the chietakee (and
related job titles such as president, vice-president, and general manager) to:
Determine and formulate policies and provide the overall direction of companies or
private and public sector organizations within the guidelines set up by a board of
directors or similar governing body. Plan, direct, or coordinate operationatiesti
at the highest level of management with the help of subordinate executives fand staf
members.
Furthermore, this position requires a general knowledge of administration and
management, economic and accounting principles, law and legal codes, sales and
marketing, as well as knowledge of personnel and human resource policies andgractic
(O*Net OnLine 2010). In addition, chief executives typically require a bacbelegree
or greater and extensive work-related experience (O*Net OnLine 2010ke Wme job
descriptions of employees that this position provides leadership for, this job does not
include tasks or work activities specific to the industry. In other words, nowhtre i
summary of a chief executive does it refer to, for example, the abilityitodnd add
detergents,” and “operate extractors and driers” (O*Net Online 2010a) oatb “re

blueprints, test soils and materials to determine the adequacy and strength of

foundations” (O*Net OnLine 2010b). Yet, these are precisely the critpaa which
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nonfamily were judging family members. Instead of assessing juniobersran the
tasks and work activities of the leadership position they occupied, these nonfamily
members were evaluating family members on the skills and experiencicspetieir
industry.

If the work activities of the junior member involve such tasks as getting
information and analyzing operations to evaluate performance of one’s coargany
staff, communicating and maintaining interpersonal relationships with eegd@and
persons outside the organization, and making decisions and solving problems (O*Net
OnLine 2010), then should not one’s assessment be based on credentials fitting of those
responsibilities? Furthermore, if one’s judgment is going to be based on skills and
experience specific to the industry, why does one’s tenure in the family busoegst
factored in? It was not as if any junior family member of any of the finrttas study
never performed industry specific tasks in the family business.

So, based on the data collected on credentials, it is apparent that the process of
assessing one’s credentials and the relationship these credentials haves on one’
responsibilities is an ambiguous and complicated task. Although on average, junior
family members had achieved a greater level of education than key nonfammbense
and nonfamily members had more experience than junior family members, age fact
into both of these findings so neither is particularly useful. And when initially asked
whether or not a family member had to have more or less credentials (edusadicial
skills) than a nonfamily member applying for a job, most family and nonfamitgbaes
responded that the credentials were the same. In fact, a majority e$ploedents stated

that no credentials at all were required at their firm. As stated préyithis was not



162
surprising given that most of the family members start at entry leveiqoesi
Furthermore, as mentioned previously, two-thirds of the firms participating tatee
studies are considered blue-collar industries, so employment in most of thanftimss
study does not typically require extended training or education. However, ilsglalis
were required in the company, such as a license or certificate, it wasrapgpat both
family and nonfamily would have to meet this requirement. So in these cases, it wa
clear that the credentials of family and nonfamily were the same.sa&itaton a surface
level it is easy to see why there might be some ambiguity in other situaliomsany of
the firms job responsibilities were not clearly defined or standardized, andsast dhe
credentials required for a position were not easily recognized. Furthesimme most
of the firms utilize a simple organizational structure, work is less reetéspecially in
the management core. Consequently, the responsibilities of the junior family membe
and key nonfamily members vary to a great degree, and members tend to “wear lots of
hats.”

When examining cases in which respondents later claimed that the credentials
were not the same, it became evident that additional questions needed to be raised to
properly assess the situation. To determine whether or not a family membehiaaé t
more or less credentials (education, special skills) than a nonfamily membeang bt
a job, it would be necessary to understand the following: How is the word “crétientia
being interpreted? Does one’s perception of a person’s achievements include only
education and special skills or do they also factor in experience and trustwofthiness
Was the respondent’s judgment of a person’s credentials based on the restensibili

that person’s current position or was it based on positions in the company that required
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industry specific skills? Does one have to have experience in the industry taiwork i
management or run the business? While most of these questions were not dpecifical
answered in this study, any assessment of one’s credentials should be based on those
fitting the actual job responsibilities of that position and not on what other mewibe
the firm (especially those that fulfill entry level or industry relatdds) are expected to
do. Furthermore, positions outside the industry that relate to the responsibildies of
current position should not be disregarded, and when assessing one’s experience, tenure

in the family business should not be ignored as experience in the industry.

Important Qualities for Leadership

Now that member credentials and their relationship to the member’s position have
been examined, it would be useful to find out what family and nonfamily members think
are the most important qualities for leadership. Two questions were askesit to eli
information on this topic. The first question asked both family and nonfamily members
what they thought were the three most important qualities for “family meioebe
effective leaders in the business. The second question asked both family and nonfamily
members what they thought were the three most important qualities for “nignfam
members” to be effective leaders in the business. Among all respondents adiéssgar
of the ranking of the leadership quality, “people skills” was cited most frelguer both
family and nonfamily to be effective leaders, followed closely by “gemesalagement
skills.” This sentiment from a founding family member captures the essenwngfof
the replies, especially from those that are considered blue-collar industries

[My son] definitely needs people skills. Uh, now | mean it’s like, if | was out the
door tomorrow it'd be a little different than me still here. So | mean, if I'm
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getting out, he’d have to have management skills; and if I'm still here, yagalt
very important to me. So, people skills, general management skills, and loyalty.
And the education doesn’t really matter. | mean you don’t have to be a brain
surgeon to be in this business. Knowledge of other industries doesn’t matter.
Knowledge of the competition—you just pick that stuff up. It's like you don’t
have to be in this business that long to sort of start realizing that a strong
relationship with family leaders...that doesn’t really matter. If I'ene) he and |
are close. So that’s no problem. If I'm not here it's a different set. Edo@ati
Financial skills? | mean we have an accountant; we have a lawyer; we have
somebody who does payroll, so | mean that’s it. You can hire people to do those
things. Technical skills—he doesn’t need any really; | mean he’s going around
[currently doing the work most of our employees do], but we have people to do
that. (F527)

For family members, the most common leadership quality mentioned was
“general management skills” followed by “people skills” and then “general launel of
the industry.” For nonfamily members, the leadership quality most frequetettyveas
“people skills” followed by “general management skills” and then “loyalty and
trustworthiness.” However, for both family and nonfamily members, “general
management skills” was named most frequently as the leadership qualityashatost
important. And “people skills” was listed most frequently for both the second and third
most important quality for family and nonfamily leaders to possess. So lgnera
speaking, it is fair to say that “general management skills” and “peopl&’ skié viewed
as the qualities most important to be an effective leader in the companyesgard|
whether that leader is a family or nonfamily member. In fact, many oégp@ndents
stated that they thought that the qualities needed to be an effective leader wbeld be t
same whether one was a family member or not. Here are a couple of typicalesspons

expressed by a family and nonfamily member:

| don’t know that it would be any different. Loyalty, people skills, and general
management skills would have to be the most important. (J523)
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| would say the same — management, people skills, and well the last one would be
different. [For family members] you have to have a relationship with the rank of
file whether it is family or nonfamily....[For nonfamily members] | aoing to
say it's either sensitivity or relation [to family members] or loyalt mean you
have got to know the family you’re working for. (NF520)
While many of the respondents were able to reflect on this question in terimes of t
position and general leadership in the company, it should be noted that in several cases,
the respondent was clearly focusing on a specific individual and their positiortiatehe
However, the commonality between family and nonfamily leadership only
extends to two of the qualities. For family members to be effective leaders,|&igawv
of the industry” is the third most common quality cited, whereas for nonfamily membe
it is “loyalty.” Here are a few statements that demonstrate thertance of each of
these qualities:
[For family members] it is just general management skills and then peopée skill
Knowledge of the industry — maybe some knowledge of the industry to be a leader

would be important. (NF533)

[For a nonfamily member, | would say] loyalty plus people skills and general
management skills. (S524)

It should also be noted that there were a number of family members who stated that
“loyalty” was a given for family members, and as a result they did ebtHe need to
identify this quality as a requirement for family members. So, in conclusion, to be a
effective leader, respondents thought that family members should possea$ gene
management skills, people skills, and knowledge of the industry, and nonfamily members
should possess people skills, general management skills, and loyalty.

Now that there is an understanding of what respondents perceive as the most

important qualities for leadership, the relationship between this and some ofathe dat
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reported previously on credentials is explored. According to key nonfamily members
who claimed that family members possessed fewer credentials than ipmni@mbers,
having an educational background and the technical skills fitting for the industry,las wel
as having enough experience (applying these technical skills) werestedldies that
family members lacked. And this was the perception even though the familyaerseim
guestion were not typically in industry specific positions. Stated another esgteon
and technical skills fitting for the industry and experience in applying tteesinical
skills were considered by nonfamily members to be important credentidtesar t
members.

Yet when asked about leadership qualities—educational background, technical
skills, and experience in (not knowledge of) the industry were not among thosesgualiti
cited most frequently by respondents, including nonfamily members. In other words,
even though the family members that the nonfamily members were referxigeh
they were making a judgment on their credentials were in leadership postimnsdre
not really considering the qualities required for a leadership position; distexawere
thinking of the qualities that would be needed for positions in the firm that required a
specific set of technical skills and education for working in the industry. Of cousse thi
leads back to the question, does one have to have credentials (education, skill set, and
experience) in the industry in which the family business is engaged to work in
management or run the business? It appears that the respondents in this studyg includi
nonfamily members, would say, no; that to be effective in a leadership position one
would not necessarily have to have technical skills fitting to the industry andenqeeri

applying those skills in the industry to manage or lead a company. In fzas, ieen
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suggested that family members are better successors when idiasykrovatledge and
stakeholder relationships are important (as they often are in blue-collay; fand in
firms where educational and technical skills are important (as they oftém\ahite-
collar firms), it is appropriate to consider both family and nonfamily succe@Royer,

Simons, Boyd, and Rafferty 2008).

Conclusion

Based on the data presented in this chapter, several conclusions can be drawn
about the policies and practices related to nepotism and member perceptions about these
practices. Itis clear that differences between family and nolyfanembers exist.
Differences were revealed primarily in the logistics involved in hinmegnbers, although
differences were also noted when assessing whether or not certain posgiens w
reserved for family members. And when differences were noted, it wamdetdrthat
the degree, direction, and complexity of these differences varied.

When assessing entry requirements and qualifications, such as whether or not a
position existed or was created for family members, it was determinetie¢haraictices
were for the most part the same. This is largely due to the fact thatexstr positions
were readily available in almost all of the firms. Given that maosilfy members start in
entry level positions, and the fact that two-thirds of the firms participatitite case
studies are considered blue-collar industries, this finding was not surprisifgpugtit
some entry level positions were created for family members, with tleptxe of the
unique “CEO in training” position, they were just as likely to be created foivesatf

nonfamily members. And even though these practices were primarily theitssinoelld
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be noted that the expectations of family and nonfamily members differedle&asrship
positions, however, were not created for either family or nonfamily memberse The
positions were usually filled by existing employees, family and nonyamihio served a
sufficient tenure with the company.

Assessing the difference between family and nonfamily member craldeantd
their relationship to member responsibilities proved to be an ambiguous and complicate
task. In some cases, such as entry level positions and positions in which a license or
certificate was required, it was apparent that family and nonfamilyb®evere treated
the same and required the same credentials. However, when assessinmémnikrs
in managerial or leadership positions, this comparison became more difficult.

True, most of the respondents initially insisted that the policies and psactere
the same for family and nonfamily members. However, ultimately ittaasluded that
the hiring practices for family and nonfamily were unequal regardless diittbction of
that inequality.

On a number of occasions, the data also revealed some negative and positive
consequences of nepotism. By highlighting these patterns, the foundation for
understanding the conditions in which nepotism is beneficial or problematic for the
family business starts to become apparent. One of the main concerny titedeb
opposed to nepotism is that it makes attracting and sustaining professiongérmana
problematic (Toy et al. 1988; Kets de Vries 1993; Wong and Kleiner 1994; Nelton 1998;
Yeung 2000). Evidence supporting this statement was only found in one firm. In this
particular white-collar firm, competition is fierce and unlike most of the ditras in

this study, ownership in this industry is often a part of the compensation package for
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executives. This did not seem to be the case for any of the blue-colsusiiroe
leadership is rarely hired from outside the firm. Based on this information, itragghat
industry type may be an especially salient factor for firms concernbdattiaicting and
sustaining professional managers.

Two other negative consequences cited by those opposed to nepotism are the
hiring and continued employment of unqualified family members in supervisory positions
(Kets de Vries 1993; Yeung 2000) and unequal sanctions (Kets de Vries 1993). These
consequences were not found. On the contrary, it was determined that if family siember
were not qualified they were not brought in and they were certainly not hired for a key
leadership or managerial position. Furthermore, if a family member wagtirin but
was unable to meet expectations in a certain position, the leadership eithemotined a
position better suited to their abilities or they were terminated. And this weafotr
nonfamily members as well. Once again, this indicates that maximizigg#he of the
business are just as important as maximizing the goals of the family foofibete
firms.

Data revealing one of the positive consequences of nepotism were also noted in
this chapter. In many cases, family members were brought in to help “in a psngaita
time, temporary, and/or intermittent employees. And this emerged asarga@ss
important either when a family member was in need of a job and/or an existingyempl
was temporarily overburdened. According to Molofsky (1998), this is one of the

advantages of nepotism.



CHAPTER 7
EQUALITY AND OPENNESS OF POLICIES AND PRACTICES

This chapter provides an assessment of the equality and openness of policies and
practices related to nepotism. Data elicited from firms that partgcipa the case
studies are utilized to determine whether the policies and practices arereqgoatjual
and open or closed. This information is central to understanding the conditions in which
nepotism is beneficial or problematic for the family business.

The chapter is divided into two sections—the first section presents findings
regarding the equality of the firms’ policies and practices. It inclddéson promotion
and compensation and concludes with an assessment of these findings. The second
section provides data pertaining to the openness of the firms’ policies andgwacti
Included in this section are findings regarding the presence of formal potluge
openness of leadership in sharing information, familial norms for sharing irtforma
and communication practices surrounding the nepot’s entrance into the firm. itdmscl
with an assessment of the openness of firms’ policies and practices and ibestajat

between these findings and the data on equality.

Equality of Policies and Practices

As identified previously in Chapters 3 and 4, equal practices are defined as
practices that are uniform in application or effect. This means that regmaflone’s

status, the policies for members are identical and the treatment is #e Saegual
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practices are defined as practices that are uneven in applicatioaaty eféaning that
the policies for members differ, and treatment is not the same.

After extensive discussions with members regarding the entry requiseareht
gualifications highlighted in Chapter 6, it was evident that differenceslattamily
and nonfamily members exist. Following these discussions, family and nonfamily
members were also asked to consider differences in employee evaluatioriqr@md
advancement, and compensation and benefits. As one may suspect, the area that
generated some of the most interesting perspectives involved differences atignom
and compensation. As a result, these topics are explored in more detail below.

This dialogue also revealed a number of advantages and perks for family
members. Those mentioned included quicker promotions, higher salaries, paid health
insurance, advanced sick leave, greater flexibility in their schedules, ikksdspeh as a
company car, use of a corporate credit card, the ability to borrow company eqtjipm
free services or products (offered or sold by the company), paid club fées, tui
reimbursement, and gifts from clients such as tickets to entertainmeits.e@me of
these advantages and perks were actually afforded to family memberdhensdictre
just assumed. Nonetheless, they shape perceptions about family membengaahdhien
interpersonal relationships of members, and this in turn influences the success of

members and the firm. Chapter 8 elaborates on this subject matter.

Promotion
Although respondents often grouped promotion and compensation together, some

observations were specifically related to promotion. For instance, it easticht a
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nepot’s tenure at the firm was the greatest denominator for assessngndiffs. And
this was more salient in blue-collar firms than in white-collar firmsval$ also apparent
that nepots were being judged based primarily on the time period that they wdkked f
time; any prior work (temporary or part-time) seemed to be discounted. fruotiee it
seems that both founding/senior family members and nonfamily members often
underestimated the age and tenure of junior family members, as well as howdarkg i
for them to be promoted into positions of leadership. Take this example in which a
senior member was discussing the tenure and promotion of his son:

...My son’s been here, you know, going on — when did he graduate? Ten years

ago? How long has he been out of school?

Interviewer: It has been over fifteen years.
Oh, time goes too fast. [Laughter.] Has it been that long? | guess so. He

has a 10 year old son himself. (S520)
As a result, nepots were viewed as lacking experience in the business, and #is ha
negative impact on how promotion and compensation were perceived in regard to
equality.

On average, the full-time tenure for junior family members before gmgoted
to a leadership position was about ten years. Interestingly, in positions outsiaaithie f
business, it took these same junior family members only about three yearsl@jraent
before being promoted to a leadership position. And although tenure was mentioned
frequently when discussing the equality of policies and practices, it wasinagane of
the characteristics found (and reported previously in Chapter 6) to be most imhfmrta
effective leadership. In addition, it is important to point out that many jumatyfa

members were conscious of the importance of tenure in gaining respect antelytima

being promoted; and in cases in which a senior family member wanted them to move up
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more quickly, they discouraged it. The following excerpt from a senioryanember
expresses this view:

My son had to stop me at times when he first came in the business because |
would be like, you should be in the office doing this or that. And he would say,
“Mom, please. | want to start at the bottom,” and he was the one that really
fought me on that. (S524)

The need to work from the bottom up was a sentiment heard frequently by both family
and nonfamily members, and it would be a worthwhile subject to explore in greaiér det
in future studies.

When asked whether or not family members were treated differently wamet
to promotion, about half of the nonfamily members felt that family members were
promoted more quickly than nonfamily members. That said, many also stated that they
understood the rationale behind this. Here are a couple of the conversations with
nonfamily members who expressed this view:

Uh, yeah, they do. Take [one of the junior members], for example, | mean they
brought him in and they ran him very quickly through the ranks. Well, he started
at the bottom, but this was the plan all along. The plan was that he would be
president of the company, and when he started he went from store manager, to
general manager right to the president in a short order.

Interviewer: Were there others in the business that were qualified to be in
that position?

No, probably not. Well, you know a lot of people want to, but it takes a
person with some intelligence, some business savvy to understand the business,
and to be able to be in his position. And really there wasn’'t anybody, if you will,
next in line. And I think it kind of made [the senior member] a little nervous...

Interviewer: Do you think if [the senior member] had brought in someone
else from the outside with that same intention who wasn’t family, they would have
advanced as quickly?

Yeah, probably. But, if he brought somebody else in, he would have
brought somebody in who already knew the business. He would have gotten
somebody who already had [industry] experience, | don’t think he would have
just said, “Hey, you're a smart kid,” you know, | think you will advance to
president. (NF515)
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Um hmm. They are typically promoted quicker. And | think some of that's
because ownership; | won't say bias, but you trust your kids. More than anybody
else, you trust your kids. Blood's thicker than water. So if you've got a ksjsines
you've got somebody who's gonna have your back, you want family in there. And
| can understand that. | do the same things with my kids and our family. But
employees don't see that. (NF520)

As one would expect, the responses were a little different when family members
were asked questions regarding promotion. Although there were some family siember
(less than a third) that agreed that family members were promoted qihiaker
nonfamily members, most answered the question by replying that thel¢tlerasom
for promotion. As a result, many of the family members equated increases in
compensation with a promotion. This is evident in the following excerpt from a senior
family member:

The way we promote people is by giving them more money. We don't give out

job titles...you get promoted by getting more compensation; basically through a

year end bonus system. (S532)

Therefore, to better understand any differences noted by family mermabarding

promotion, it is necessary to also examine data collected on compensation.

Compensation
The issue of compensation was addressed in a number of ways during the study—
respondents were asked about compensation on the survey as well as at several points
during the interviews. Although a certain level of subjectivity is needed to compare
compensation rates within and outside the firm, it is important to keep in mind that most
of the nonfamily members were not privy to salaries of other members and most of the
family members were. Therefore, responses given by nonfamily membgarding

compensation are based largely on speculation, whereas responses giveiyby fami
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members are based largely on factual information. Furthermore, it is teeagssess and
compare positions held by nonfamily members with those outside the firm than it is to
assess and compare positions held by family members since it has been found that
positions held by family members often entail additional responsibiiggend their
stated/assumed position.

Prior to the interviews, respondents were presented with two statements and asked
to rate the extent to which they agreed with each statement. The statements
follows: 1) The company compensates family members at the market rdteifor
position; and 2) The company compensates nonfamily members at the marfaat rate
their positions. Response categories were structured using a five-pa@ritddéle where
1 = “strongly disagree” and 5 = “strongly agree,” with a neutral point in tddle(3).
Table 7.1 displays mean rankings for each statement by type of respondent

(founding/senior family member, junior family member, and nonfamily member).

Table 7.1. Compensation of Family and Nonfamily Nbens

Statement
Case Study Respondent N  Mean
The company compensates family members at the tateefor their positions.
Founding/Senior Family Members 16 3.63
Junior Family Member 18 3.72
Nonfamily Member 15 3.33
All Respondents 49 357
The company compensates nonfamily members at thieetrrate for their positions.
Founding/Senior Family Members 16 4.19
Junior Family Member 18 4.39
Nonfamily Member 15 3.80
All Respondents 49 414

Note: 1 = “strongly disagree,” 5 = “strongly agree,” ahé considered a neutral point.
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By and large, more members agreed with the statement that the company
compensates “nonfamily” members (overall mean rank of 4.14) at the maek&irra
their positions than agreed with the statement that the company compensailgs “fam
members (overall mean rank of 3.57) at the market rate for their positions. Responses by
family and nonfamily members were somewhat neutral when it came tgiagses
compensation of family members; they neither agreed nor disagreed with e¢inecsiiat
Although there was little variance between members, nonfamily werdiledgtto agree
with the statement (mean rank of 3.33), followed by founding/senior familybersm
(mean rank of 3.63) and then junior family members (mean rank of 3.72). Responses
regarding the compensation of nonfamily members showed greater agreement and more
variance between members. Again, nonfamily were least likely to agree with the
statement (mean rank of 3.80), followed by founding/senior family members (ardan r
of 4.19) and then junior family members (mean rank of 4.39). However, because it is not
possible to ascertain the direction of one’s views from these responses, icust ddf
speculate what all of this means. If respondents agreed with the statemeiteait that
they believed that members were compensated at the market rate. Buytisdgreed
with the statements, it is difficult to determine whether they disagresalibe they
thought members were compensated at a rate greater or lesser tharkéte ma
Fortunately, responses from the interviews shed light on this.

When asked during the interviews whether or not family members wereltreate
differently when it came to compensation, about half of the nonfamily members
responded that they believed that family members were compensateeéatea gte

than nonfamily members. The other half either believed that family membegs w
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compensated the same as nonfamily or that they were compensated differendgs
than nonfamily. The following response from a nonfamily member representswthe vie
that family members were compensated at a greater rate:

| don’t have an issue with compensation. Yes, family members are paid more
than someone would be if they weren’t family. Not a lot more, but definitely
more. They start off higher, and their bonuses are higher, and they get cars and
all that kind of stuff. So, yeah. They all have cars, and some of us do too. But,
again it took me 20 years to get a car here [note: nonfamily member’s position
never required the use of a vehicle]. They got them when they started. Well [one
junior member] has a car and [another junior member] doesn’t, but [the one that
has a car] is in sales and is out on the road all day and [the other works in the
office]. (NF532)

Most family members found compensation practices to be equal or in favor of ngnfamil
members. For those who stated that the practices were equal, examplsbaved to
demonstrate how they had treated family and nonfamily members the same. oihe bel
excerpt from a founding family member (and confirmed by both the junior famdy
nonfamily member) provides one such example:

Yeah, the same. | think | pushed [my son’s] salary up a lot faster than eeeryo
else, but part of that is father and part is meritorious cause of what he has been
able to do that no one else has been able to do. So he moved up a lot faster and
gained the respect of a lot of tough guys to work for, that were floored by his
ability to do the things he was doing at such a young age....[My son] is a sweeper,
he is doing a lot of things that haven't been done by the others — he has cleaned up
a lot of dirty laundry from other jobs cause others didn’t do their job.

But | think I would have done the same thing, and | have done the same
thing with other parallel type people. [One of our nonfamily employedsias
years out of college and her salary is almost at par with people who have been
here 10 or 12 years, but she has run circles around what the others here are able to
do. (F517)

There were also a number of cases in which family members (founding/senior and
junior) stated that compensation practices were different, but that nonfaemipens

were compensated at a greater rate than family members. Semerafagmily members



178

that had worked outside the family business also commented that when they returned to
the family business to work full-time, they took a pay cut. The following stattm
made by junior and senior family members from various firms express tintseesgs:

| took a little bit of a cut when | came here — overall if you just look at salary,
bonus and benefits | took a little bit of a pay cut. If | worked here and was going
out to the market and get a job after my MBA, the gap would be bigger but to me
it was worth it to come and work here and to take the pay cut. (J523)

Well, as | said, | actually got paid less than the secretary even thawagh[in a
position] that required special training and talent. But after the maragem
consultant came in that changed. (J531)

...family starts from the bottom and we make sure we don’t overpay you, | think
we even lean harder towards not overpaying to — | don’t know how to put it. Just
to make sure we don't do that....I think sometimes we’ll do just the opposite.
Instead of paying [family] five [as we would nonfamily], we pay [familyledar
just to prove a point.

...But the thing is, it doesn’t matter what you do or what you make, they
[nonfamily] think you’re making twice as much anyway. (S520)

Interestingly, as expressed by the senior family member in the quotevierst igi
does not seem to matter what family members actually make; nonfanmipene always
think family gets paid more. Here is another quote by a family member lassveefew
sentiments representative of nonfamily members that also support this view:
We just started doing profit sharing and everyone gets exactly the saonata
And it is funny because we have heard employees talk saying “they probably ge
more than we do.” And we don’t, and that’s just the way my mom is. She has
always been a fair person, and that just goes back to the idea that we want to treat

others like we would want to be treated. (J534)

| mean, | don’t know what they make, but | would guess they make more. Yes,
but I don’t know. | would assume that they do. (NF527)

As far as [the junior family members] getting anything extra, welbn’t know.
Well, do | see any? No. Would I think they’d be given some? Yeah, why
wouldn’t they. Absolutely, | think that’s fair. (NF528)
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It would be interesting to explore whether or not nonfamily would change their
view if the firm openly shared information on salaries with members. Whilevtud
be unusual in a privately-owned business (and even in most publicly-owned firms), it
would help provide evidence for the premise that firms that openly communicategolici
and practices are more successful than those that do not. While this question cannot be
specifically addressed in this study, the openness of firms’ policies aciicps are
elaborated upon later in this chapter.

When reviewing data on compensation, it is important to again point out that
when nonfamily members were comparing family to nonfamily, they were oftking
judgments based on the belief that since their designated/assumed positibe szse,
the responsibilities of family members were the same. In almost all oades, this was
not true; family members typically had additional responsibilities. Assésd
previously in Chapter 6, family members typically worked longer hours arel voe
only expected to do the job they were hired to do, but to also complete other tasks
assigned to them by leadership. For example, after completing the dutiés\as &he
family member’s designated/assumed position) he would have to spend seve@addit
hours counting the money that the drivers brought in that day. This is relevant because
such explanations are at the heart of determining not only whether policies armkgprac

are equal, but also whether or not they are perceived as fair.

Assessment of Equality
After a thorough examination of the entry requirements and qualifications in

Chapter 6 as well as the practices regarding promotion and compensation liaptés,c
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it can be stated with confidence that all of the firms in this study have rsepoéism
practices that are different. This knowledge is important in beginningéssathe
impact these policies and practices have on interpersonal relationshipsrabhdrme
success, and in identifying the conditions under which nepotism practices areiaenefi
or problematic to the firm.

Four categories were identified in Chapter 3 to describe the character agmepot
practices—open, closed, equal, and unequal. Two of these categories (equal and
unequal) are relevant at this point in the discussion. A typology of these pré€tires
3.2) was also presented to express the intersection of these four categecasse it is
evident that the practices of every firm in this research are considerqahijrtbere are
only two types identified in Figure 3.2 that are fitting. The first typabeled as
“beneficial” to the firm. These practices are unequal and open, and as anagokt
may not be perceived as fair. The second type is identified as “most probleimtie”
firm. These practices are unequal and closed, and consequently are the Igdstiie
perceived as fair. However, to assess whether the firms in this study ptdiztices that
are “beneficial” or “most problematic” to the firm, it is also necestadetermine

whether the practices of these firms were open or closed.

Openness of Policies and Practices

As identified previously in Chapters 3 and 4, open practices are defined as
disclosed or openly communicated nepotism policies and practices. Closed peaetices
defined as undisclosed or not openly communicated nepotism policies and practices. To

determine whether a firm’s policies and practices are perceived as oglesemt, survey
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data regarding the level of formalization were examined along with contdysesaf
employee manuals as well as other survey and interview data. Data pettaihiag
presence of formal policies, the openness of leadership in sharing informatidia fami
norms for sharing information, and communication practices surrounding the nepot’s

entrance into the firm are included in this assessment.

Formal Policies

As discussed previously in Chapter 6 (Table 6.1), at least half of the firms appear
to have a business structure with formalized personnel policies in place. Thekss poli
are in the form of written employee manuals (77.8 percent), formal job destsi$6.7
percent), and set compensation plans (52.9 percent). This information is alsteobnsis
with other data reported previously regarding the business developmentalfstage
firm (Table 5.6); half reported having reached a level of maturity witheseblished
organizational routines while the other half were in the process of expansion and
formalization and developing such routines. That said, even though many firms had
some formalized policies in place, with the exception of the employee manuabfmost
these policies were not readily available. And through content analyses ofeenplo
manuals along with data gathered from the interviews, it was clear tbaerttad any
formal rules specifically addressing the family member’s role in theéss  Although
there was one company that had a formal policy stating that family meotdadsnot
supervise other family members, this was directed at and confined to faemipers of

nonfamily employees.
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So even though the presence of formal policies does indicate some degree of
transparency, these openly communicated policies did not include any nepot@eas pol
The lack of openly communicated formal nepotism policies was also confirmed by
additional responses from the survey and follow-up questions asked during the
interviews. These questions focused on the existence of formal and/or informal
requirements and/or qualifications for family members that want to work in theebss
full-time as well as rules regarding supervision, evaluations, promotion anadcadvent,

and compensation and benefits for those currently working in the business.

Openness of Leadership in Sharing Information

In addition, family and nonfamily members were presented with four statesm
prior to the interviews to gauge the openness of the family and leaderdtiip thvé
business. Respondents were asked to rate the extent to which they agreechvath ea
the statements given. The statements included: 1) The family feelmpartant to
openly share feelings and concerns with one another; 2) Leadership shareatiofor
with other family members in the business; 3) Leadership shares informatiion wi
nonfamily members in the business; and 4) Leadership is more likely to share
information with other family members (regardless of their position) than witlamolyf
managers. Response categories were structured using a five-poihsti#e where 1 =
“strongly disagree” and 5 = “strongly agree,” with a neutral point in the mi@lle (
Table 7.2 displays mean rankings for each statement by type of respondent

(founding/senior family member, junior family member, and nonfamily member).
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Table 7.2. Values Focusing on Openness

Statement
Case Study Respondent N Mean
The family feels it is important to openly sharelfiegs and concerns with one another.
Founding/Senior Family Members 15 4.13
Junior Family Member 19 4.16
Nonfamily Member 16 3.81
All Respondents 50 4.04
Leadership shares information with other family rbens in the business.
Founding/Senior Family Members 16 3.94
Junior Family Member 18 4.39
Nonfamily Member 16 4.06
All Respondents 50 4.14
Leadership shares information with nonfamily mersherthe business.
Founding/Senior Family Members 16 3.56
Junior Family Member 19 4.05
Nonfamily Member 16 3.75
All Respondents 51 3.80

Leadership is more likely to share information wather family members (regardless of
their position) than with nonfamily managers.

Founding/Senior Family Members 16 3.88
Junior Family Member 19 4.11
Nonfamily Member 16 3.00
All Respondents 51 3.69

Note: 1 = “strongly disagree,” 5 = “strongly agree,” a®é considered a neutral point.

Although these statements do not directly measure the openness of nepotism
practices, they do provide some insight into member perceptions regarding firm norms
for sharing information. Generalgpeaking, responses to these statements indicate that
the family and leadership of the firm share information with one another aasvell
nonfamily members. Founding/Senior and junior family members agreed (mean rank of
4.13 and 4.16 respectively) that “it is important to openly share feelings andreoncer
with one another.” While nonfamily members (mean rank of 3.81) were less supportive
than family members, they were not in disagreement with the statemerit. Nex
respondents were asked to rate the extent to which leadership shares inforntlation w

other family and nonfamily members. The overall mean rank reported by fardily a
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nonfamily members for leadership sharing information with other family menf&r4)
was greater than for leadership sharing information with nonfamilybees{3.80).
Furthermore, it appears that in both cases, junior family members (mean rank oi4.39 f
sharing with family members and 4.05 for sharing with nonfamily members) and
nonfamily members (mean rank of 4.06 for sharing with family members and 3.75 for
sharing with nonfamily members) were more likely than founding/seniohfana@mbers
(mean rank of 3.94 for sharing with family members and 3.56 for sharing with nonfamily
members) to believe that leadership shared information. In other words, fouewliog/s
family members did not believe they shared information with other family or ndgfami
as readily as junior family and nonfamily members believed they did.

The last statement, “leadership is more likely to share information with other
family members (regardless of their position) than with nonfamily manageojides
the most noteworthy results. As with the previous three statements, junigr famil
members reported the greatest agreement with a mean rank of 4.11. Aldmilde s
sets of statements in which the treatment by leadership towards familyersem
nonfamily members, and family members (regardless of position) were ngae
overall mean rank for this statement (3.69) was lower than the overall meanmrémk f
first two statements (4.14 and 3.80 respectively). However, what is interastingy i
variance between the highest mean rank and lowest mean rank. For this statement, the
highest mean rank (reported by junior family members) was 4.11 and the lowest mean
rank (reported by nonfamily members) was 3.00. That is a difference of 1.11 between the
highest and lowest mean rank. This is a much greater variance than reportgcofoe an

statement on information sharing, and it is a much greater variance thafhthay
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previous sets of statements (on trust and decision making) comparing famigmignf
and family regardless of position. Although this suggests that when it comes to
information sharing, one’s position in the firm may be more important than theis sta
a family or nonfamily member, it is evident that junior family membersrareh more
likely than nonfamily members to believe that leadership shares informatiootivér
family members (regardless of position). Furthermore, since nonfamily membésx
least likely to agree with this statement, this also indicates that whemetscto
information sharing, nonfamily are more likely than family to believerianbers are
treated equally. Nonetheless, the responses to these four statementshagmigmbers
perceive firms as being relatively open when it comes to sharing irtfomveaith family

and nonfamily members.

Familial Norms for Sharing Information

To gain further understanding on the openness of policies and practices,
additional questions were asked of family members during the interviews regarding
familial norms for sharing information about the business. While questions orafamili
norms do not directly measure the openness of nepotism practices in the firm, the
family’s openness in sharing information in the home is seen as a baromekarriiog s
information in the firm since it is believed that the culture of the family pates the
values of the business which in turn influences the norms (Chapter 5). Founding family
members were asked how open their parents/guardians were in sharingtiofoahaut
their work and the financial state of the family, while senior and junior farmeiyibers

were asked if and how frequently their family shared information about the busitiess
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them and their siblings. Then all of them were asked how often they shared similar
information about the business with their own family.

Data were compared between firms as well as within firms among
founding/senior and junior family members to verify consistency in responseg. Ver
little disagreement (three firms) was found among family members inniee fgan; and
when there was disagreement, it was evident why family members pertaivgs
differently. In two of the firms, junior family members initially statbdtttheir family
did not share information about the business even though the founding member stated
that they did. However, both of these junior family members contradicted themselves
since following their initial response they provided examples of personal expesithat
reflected the infiltration of the business into the family. Both also stateth#iafather
had told “stories” about the business; apparently these junior members did not view
“telling stories” as discussing the business. In the third firm, it vess that the reason
family members perceived things differently was due to the relativityenf t
experiences. When the senior member grew up, his home was also the location of the
business; this was not true for his children. Therefore, comparatively spehkisgnior
felt like he had kept the business very separate from his children, and had neaer sha
information or experiences about the business with them.

In almost all of the firms, family members agreed that information wadyopen
shared in both their family of orientation and their family of procreationhdse firms,
the business and the family were very much intertwined, so much so that the business

seemed to dominate all aspects of their lives. Below are some of the redpmmses
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founding, senior, and junior family members from different firms that gleagress this
sentiment:

Very open. Yeah. It was something that was shared at the dinner table. (F527)

Yeah, like | said they would come in the store and work, and learn the machines,
so it was around them. It was talked about all the time — | mean your business
kind of consumes you. It is all you talk about — it is your life. | always say it
owns me instead of me owning it. (F534)

It gets to the point where that dominates everything in your life. Like wedwoul

go to my daughter’s recitals when she was little and we would talk about that for a
few minutes but then when you start thinking about things to talk about it went
back to business. This is what your life was all about. You start thinking about
how you can improve things. It always was forced into the conversation
somewhere down the road. (S524)

Family business was all | knew — | didn’t really realize that | wasdbgocialized
through action and role-modeling....There are no start and stopping points in the
day; it is with us, around us, even if we try to block it out. The phone rings, and

it's a client. And even now, we all go to this sushi restaurant on a regulardasis t
have a family dinner, and we always say no business talk. But this never happens.
(J519)

In addition to information being shared verbally, most of the family members
commented that they were exposed and/or exposed their own children to the business on
an everyday basis, and that through these experiences they learned about the busine
through osmosis. Here are a couple of the responses that highlight these experiences

Business was always discussed at home when | was younger....So even though |
never really wanted to be in the business, it was a big part of my life; we talked
about it a lot and | took great pride in it....As a little kid he’d take me, | had a

little hard hat, and he’d take me out to the different sites. (J523)

My son would ride around with me a lot, more than probably should have, and in
doing so he sometimes went in peoples’ offices with me and he seen how — and,
again, | didn't realize how valuable it was until he come in. It was like on the job-
training. He was getting it and | didn’t know it and he didn’t either. But when he
came out of college to go to work, it amazed me how quick and fast that he caught
on and then | realized where he got his experience from....Like | said, t didn’
realize it at first, and I'm not even sure — well, | know he does now becatse we
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talked about it, but — because, you know, you got a kid along with you at the time,
most likely they’'re not paying attention, you know, but you’re soaking it in
whether you know it or not. And that's what | did with my father. (S520)

The only information that did not seem to be discussed readily was financial
information about the business. The comments below represent the sentimentge@xpress
by most family members:

[My father] didn’t share the financial information with us. Definitely {&520)

Yes, we talked about it often. But, the financial side of things | didn't want them

to worry about. And | have learned a long, long time ago that if you make things

look like it's too difficult, nobody wants to do it. (S523)

| don’t share really profit and loss. | share more business experiencéfe and |

experiences meaning we’'ve been blessed....I talk to my kids about trying to get

them to realize that my mom and dad are successful, but that there were many
years that we struggled. It's hard work. And my kids see that. My kids see me
getting up at eleven thirty, twelve, one o’clock when the alarm goes off and
coming down here. They've seen me for years and years and years coming in on

Saturday. (J533)

However, many of the family members said that as children they alwaysl semse the
financial state of the business (and thus the family) was not good. And in one instance,
even though the junior family member stated that her father did not discuss th&financ
side of the business, she was clearly exposed to it as a child and was even an active
participant as a teenager. Here is what she had to say:

Our lives were very much centered around the business. We talked about

everything. | mean, not the financial stuff as much, but definitely when édtart

working here. But he would say somebody didn’t pay him. My dad’s more about
stories...so we knew what was going on; and then, even being fifteen, | was
paying the bills. And soon after, | was able to sign paychecks and bills. | was
doing it all. (J528)

There were only two firms in which family members stated that they did n& shar

information or experiences about the business with their family. This did not come as a
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huge surprise given the structure and history of these firms. One of tseofierated
more like two separate companies that occupied the same office and shared expenses
personnel, and a common company name. The other firm was founded by the senior
member’s father-in-law, and the amount of time they spent working toge#sdiairly
short. Consequently, the senior member had never viewed the business as a family
business until his own children joined the company. Below are responses from dhne seni
and junior member of this firm when asked whether or not information was shared with
family about the business:

Never brought it home. No, | never brought it home. Yep, kept it completely
separate. | still do. (S515)

No. My dad never talked about it, and my mom never did either. (J515)
As one would expect, both of these firms also provided evidence previously indicating a
tendency towards a business-first approach rather than a family-first elpptdawever,
in the second firm, when the junior member and her spouse joined the family business, it
was apparent that the business was now viewed more as a family business.uls a res
the junior member stated that although information about the business had not been
shared with her as a child, she and her husband often discussed the business with their
own children.

Communication Practices Surrounding the
Nepot's Entrance

The last set of data pertaining to the openness of policies and practices involves

communication practices surrounding the nepot’s entrance into the firm. To actomplis

this, the circumstances under which the nepot entered the firm are describedand pla
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regarding the nepot’s future status are discussed. The manner in which suchsncident
were communicated to nepots and nonfamily employees of the firm is included in this
dialogue. Although the circumstances under which the nepot entered the firm and plans
regarding the nepot’s future status appear in this section, knowing this infarmati

enhances discussions in Chapter 8 regarding the interpersonal relationships afsnembe

Communication with Nepots

As learned in Chapter 6, most of the family members started working in the
business in some capacity as a child or teenager. As a result, the work Vigpasa
time and temporary, and at an entry level. And later, when the family mennheioca
full-time, most still started in entry level positions; but the entry leveliposi often
entailed greater pressure and additional responsibilities not expected of ihonfam
employees hired for that same job. Senior family members were mdyetdijein the
family business full-time after high school sometime in their early tegnivhile juniors
tended to join after college sometime between their mid and late twedtiegr family
members were also more likely to have worked outside the family businesgitian s
family members.

For many of the family members that joined the firm full-time after hajiosl,
the transition was gradual; basically they just started taking on more hourge#sta
there were not any formal conversations about their responsibilities or fttue ist the
firm. Whereas family members who joined the firm later had to have some sort of

conversation regarding their return to the business after a hiatus in coildge other
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employment. Here is how one such instance transpired for a junior family meévaber
entered the business full-time in his late twenties:

| told him that | was interested in joining the company and that | just wanted to

get some outside experience. It didn't seem like we were having the cdioversa

all the time but maybe every year or two. | can’t recall exadtly valled who,

but I think it was — | had always thought about getting my MBA anyway.| But

think it was his idea, go get the MBA then come join us. It wasn’t a requirement

or anything. It was just something we agreed on. So, I'm not sure who called
who or what, | can’t recall because it's a pretty casual relationshig. falhia

started looking at the schools and applying and his advice there was just try to ge

into the best school that you think you can get into. So that’s what | did. (J523)
Most of the time this was initiated by the nepot, but in a few instances the
founding/senior generation requested their services. This however, does not mean that
the nepot always wanted to join the company. Nor does this mean that the
founding/senior generation had never talked to them about the possibility or tried to
convince them to come in, it just implies that when the nepot finally decided to join, it
was they who initiated the conversation.

However, as with those who joined the company full-time after high school, few
conversations ensued regarding their future status in the company. Most of the
founders/seniors had taken the “let’'s see how it goes and then we’ll talk” attitude
whereby the nepot would enter and then they would consciously or subconsciously start
grooming them. Here are few representative responses given by fiaemijpers when
asked if there were any discussions about their responsibilities or futuesiat to

joining the firm full-time:

| was just offered a job. | wasn'’t really offered a position so to speak. Httwas
like my uncle said one day you are going to be the boss around here. (S523 p 15)
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My future role wasn't really discussed at the time — my dad just wanted me to try

it out and see if | liked it, but it was clear that if it worked out and | wanteidyo s

that there would be opportunity for me there. (J524)

When my son got out of college | told him, give me one year working for me. He

had worked for me in the summertime and when he came out a college and wasn’t

sure exactly what he wanted to do, and | told him give me one year here and after

one year we will sit down and if this is what you want to do you can continue

here. If you want to go and try something else | will help and support you. But

see if you like it here first — | know you have been here in the summer and you

see certain things, but give it a year of seeing all the sides of the lsug®te24)
For most of the family members, there seemed to be an understanding between the
generations that there was an opportunity to lead and/or own the company, but that there
were no guarantees. No one sat down with them before they entered and told them that
the company would be theirs one day, nor did they give them a map for navigating the
intricacies of a family business. There was simply an assumptiomdyahad to prove
themselves and that if they wanted to take over the company one day they had b learn a
aspects of the business and work harder and longer than anyone else.

So for nepots, very little seemed to be communicated to them prior to joining the
firm full-time; they enter the business equipped primarily with a bunch of assmspt
Was this the same for nonfamily members? How was the situation communicated t
them? Were there any discussions beforehand about the nepot joining the company full-

time, the nepot’s responsibilities, or how the nepot’s entrance into the firmmmagti

their position?

Communication with Nonfamily Employees

Generally speaking, the answer is no. In most cases, there were no formal

discussions about any of these things; certain nonfamily members were ybid anfew
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days or weeks before they came in, or the nonfamily just assumed that whely a fami
member was about to finish school they may be coming in. Here is how several
nonfamily members responded to this question:

No. Like I said, when | was thinking about leaving, [the founder] said that things
will change. Well, when he brought [his daughter] in, yep, things changed. So |
was like all right, well, | wasn’t expecting that one. But | was — | just ditive

a problem with her coming in. | mean she’s his daughter, it's a family. We knew
it was going to be passed down, and she was probably the most likely one.
(NF515)

... mean, it's just expected that the family’s going to come in, and all the
children now are starting to come in...I am just told they are going to bengorki
here. When they graduate from school, you kind of start to think they might be
coming in, and sure enough there they are. (NF532)

Family members seemed to agree that the situation was not really disaitbse
nonfamily members either; however from their replies many seemed to ltlink did
not really need to be formally stated. They assumed that nonfamily would make
assumptions and thus it would not be a surprise. Here is how a founder and junior
member, respectively, put it:

You know it's tough when you bring in, you know, your twenty-something year
old kid, and guy’s forty he’s been working with you a long time. But most people
understand the old blood’s thicker than water, and whatever. And so you know
that your kid’s going to end up, and it’s like everybody | know who’s in this
business, their kids aren’t going to be [doing the entry level work] for the whole
time. | mean they're going to... yeah. | mean and it only makes sense, because
who else can | leave it to? You know?...But everybody who works for a family
business knows that it's going to happen (your kid coming in) — I mean family
always comes first, you know. (F527)

Again, | think they just assumed that | would join since | was doing an
apprenticeship here as part of my degree requirements. It probably wasn't a
surprise — it wasn't like | had never worked there. They had known me since |
was younger. (J531)
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Of course, the fact that it should not have been a surprise was not really the point.
From a nonfamily member’s perspective, they felt like they had no voice, antehat t
family member would be entering regardless of what they thought. And in soese cas
these nonfamily members had been in the company for fifteen or twenty yehts,reot
have a say on a major business decision seemed disrespectful to them. |iz spexzal
most nonfamily members actually took this assumption one step further; for them whe
the nepot entered full-time it was not viewed merely as an opportunity for tHg fami
member to work in the business, it was also assumed that the plan for succession was
sealed. Of course, in many cases they were correct in their assumptions isua trery
different message than the one that the founding/senior generation fammhense
presented to the next generation. As a result, from the very beginning, ngreesrplut
on the defensive and pitted against nepots, and this sets the stage for conflict. And the
nepot is not even there yet. This not only makes the nonfamily member feel devalued
and powerless, it sets the nepot up for rejection and failure. And this is often
compounded by the fact that nepots are usually younger than the key nonfamily member
This situation clearly reflects conflict theory and the importance of @usiion in
deriving, exercising, and maintaining power in the system (Dahrendorf 1959).
Questions were also asked to determine whether or not there were any

conversations with nonfamily about the nepot’s future status. For nonfamilpengna
discussion with family about succession seemed to be somewhat off limits. The
assumption by most was that it would be a family member, but this was not a

conversation they were willing to broach. And apparently family members nellgr re
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brought it up either. Here are a few of the reactions from nonfamily members
asked if they knew if a successor had been selected:

Not that | know of, but if it has | don’t know about it. | just assumed it would be
[Junior] since he is here everyday...running the day to day things since he has
been working here...I don't think they would ever have someone not in the family
in that position. (NF524)

Well, it's not been said, but you just kind of assume that it's going to be [Junior].
Nobody ever said anything, just kind of... | know that [Senior] is still young and
so is [his son], but it's not something that’s ever been, | guess... | disEBRa
point [Junior] became officially vice president. And at that point that it happened,
it was kind of like, “Oh, here it comes!”

| think it’s just going to be like a slow transition. | don’t think he’s ever
just going to be just like a drastic thing, where he says, “I retiring tompenad
here you go.” | guess it would be about 20 years because 20 years | gaess put
[Junior] in his 50s. Because, if you think about it, | mean, he’s probably been
training him for that ever since he’s gotten here, you know. He’s probahlygett
him ready for it, just like a slow process. Whenever he’s ready finallgpo st
down, and it'll just be like a smooth transition. (NF527)

Many nonfamily members also noted that although it had not been discussed, it
was clear that the transition was in process. However, the transition wad,gaadua
most indicated that it had only became noticeable when the founding or senior member
started coming in to the office less and less, and started spending morettime at
vacation home. Here are a couple of excerpts from nonfamily members thaen¢pre
these sentiments:
It actually came longer after they were here than | thought. | thougbtlt
happen within three or four years. You knew it was coming when [the owner]
started spending most of the time [at a vacation home]. It was only a ofatter
time. And I think a lot of it was just getting all the wheels in motion and that type
of thing, but the topic didn’t really come up until the last three years (NF515)
So even though he really hasn't retired, there has been a change....And [Senior]
will tell you that. He said, “You need to talk to my son. He now runs the
company.”

He only talked about it for maybe a month. And we never believed him.
Ah, I'm going to slow down. I'm going to retire....I guess when he put his
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paperwork in for social security, that's when he said, “Ah, I'm going to work two

or three days a week. I'm going to take Wednesdays off.” Well, now he’ll come

in, like if [his son or daughter] is not going to be here or is sick, he’ll fill in.

(NF528)

Even in cases where the transition was announced, key nonfamily members had
not been privy to the conversations that led to the decision or those that occurred before
the announcement was made. A key nonfamily member describes how this transpired at
his firm:

There was a moment, | think it was an announcement at one of the annual parties

or one of our Christmas parties or something, but it wasn't a surprise. It was jus

matter of when and how they were going to do it. They didn't really have a lot of
behind-the-scenes planning with outside members.

| knew about it only by, you know, speculation and you get to catch a
phrase here and there but it wasn't like they came and said, here we're going to do
this, what do you think. You know, you weren't that involved in those kinds of
decisions. (NF520)

So, in reviewing the data collected on communication practices surrounding the
nepot’s entrance into the family business full-time, it is apparent that éew formal
discussions take place. Rather than being presented with a clearly tdigldan (or at
the very least a conversation about that vision), both family and nonfamily come into the
situation with a lot of assumptions. And these assumptions set the stage for what is t

come after the nepot enters the firm. This is discussed in detail in C8apten

exploring the interpersonal relationships of members.

Assessment of Openness
Based on the data presented on the openness of policies and practices, it is evident
that the firms in this study lack openly communicated formal nepotism policies.

However, most of the members believed that the leadership openly shared information
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with its members. Furthermore, almost all of the family members adraed t
information about the business was shared openly in their family of orientaticell @asw
their family of procreation. Most of this information seemed to be shared through
informal mechanisms rather than formal conversations or documentation. In other words,
information in general was informally shared with family and nonfamithiwithe
business as well as with family members not necessarily in the businessheBut
discussing communication practices surrounding the nepot’s entrance, fepfofraal
conversations took place. And although there were some informal conversations, various
assumptions were made by all parties.

However, this does not necessarily imply that nepotism practices were closed.
appears that in many cases, family leadership had not really made anypuaen
decisions regarding the nepot’s responsibilities or future status in theAsrstated
previously, most of the founders/seniors had taken the “let’'s see how it goes and then
we’ll talk” attitude. So it was not as if they were purposely withholding inébion,
they just had not made any conclusions about the roles and status of the nepot. This lack
in planning is consistent with family business literature, especially ceraggonal
transition planning (Rue and Ibrahim 1996; Leon-Guerrero, McCann, and Haley 1998;
Sharma, Chrisman, and Chua 2003). As a result, it is difficult to assess whether or not
nepotism practices surrounding the nepot’s entrance were openly communicated or not

Therefore, in reviewing the data regarding the openness of nepotism policies and
practices, it is unclear whether or not the nepotism practices of firnopaneor closed.
In other words, the data are inconclusive. This means that it is not possible to fully

categorize the nepotism practices of firms into the typology (Figureeg@gssed in
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Chapter 3. What is known is that the practices of firms in this study are unequal and as a
result fall into two of the four categories expressed in the typology—peadhat are
“beneficial” to the firm and practices that are “most problematichéofirm.

Although inconclusive evidence on the openness of firms makes it difficult to
address the overarching query of this study, all is not lost. Additional dagacalercted
on the perceptions of members since the actual practices of the firm aneamsys less
important than how these practices are perceived. Why? Because it igafteggions
that determine whether or not members identify the practices as fair.hidnd turn
affects how members treat one another and is ultimately related to mentsesssaied
the success of the business. Member perceptions of interpersonal eqgigatyteela
nepotism and nepotism practices are examined in greater detail in the néet.clAand
this will shed light on the interpersonal relationships and help identify some of the

conditions under which nepotism practices are beneficial or problematic.



CHAPTER 8
PERCEPTIONS OF NEPOTISM AND NEPOTISM PRACTICES

To understand how nepotism and nepotism practices impact interpersonal
relationships, it is important to examine member perceptions. This chapter pravide
window to the formation and perceptions of nepotism practices as well as thatipesce
of members upon the nepot’s entrance into the family business. These perceptions are
central in determining whether or not members identify nepotism practicais.as f
Furthermore, because these perceptions are integral to the interperstinaktefs of
members, they also affect member success, which in turn impacts the oveesksuic
the business. And all of this is important in understanding the conditions in which
nepotism is beneficial or problematic for the family business.

The chapter is divided into three sections—the first section presents findings
regarding member perceptions on the fairness of nepotism policies and pradiee
second section provides data pertaining to the attitudes and actions of members
surrounding the onset of nepotism. In the third section, nepotism is addressed head-on.
Member perceptions of the term itself, its meaning, and practice are inctuthesl i
discussion. It concludes with suggestions for developing nepotism policies amckpract

that benefit the family, business, and all of its members.

199
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Fairness of Policies and Practices

Although fairness is considered an outcome in the typology of nepotism practices
(Figure 3.2), respondents were asked during the interviews to directhg disseequity of
nepotism policies and practices. As identified previously in Chapter 3, fair psaatie
defined as perceived interpersonal equity, whereas unfair practicexfiaszldhs
perceived interpersonal inequity. When answering the questions on fairnegsafaini
nonfamily members from 17 firms were asked to consider differences inyaaplo
evaluations, promotion and advancement, and compensation and benefits in addition to
the hiring policies and practices. Only one-fifth of the individual membersi@dimg)
family and nonfamily in equal distributions) stood by their original claimttiete were
no differences between family and nonfamily members. The rest all ended up eancludi
that the practices were unequal. However, most members perceived thBsespaac
fair, and within most of the firms the founding/senior, junior, and nonfamily members all

agreed that the practices were fair.

Fair Practices
Of the firms (approximately 70 percent) in which all members agreechthat t
practices were fair, there was only one out of twelve in which all of #mbars also
believed that the policies and practices were equal. More than half of teenfidrat
least one member who perceived the firm’s policies and practices as edaatifgrand
nonfamily members. And in the remaining five firms, both family and nonfamily
members viewed the policies and practices as different but fair. To undelstand t

rationale beyond their conclusions, members were prompted with additional questions.
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One of the questions asked was whether or not they thought it was fair to tigat fam
different than nonfamily members. Here are some representative respgaadsyg
members:
Yeah, absolutely. It's your birthright. Blood’s thicker than water. You need
succession and you need somebody who's going to...have a vested interest in the
business. (S532)
Yeah — it’s still a family business; if it makes the most sense for theasomfor
the future of the company and for the potential success of the company then |
think it's fair and it makes sense....It is to the benefit of everyone for thedsssi
to continue, and the best way to do that is to find a person that can contribute to
and benefit the company. (J523)
In some ways, yeah, like | said, they have a much more vested interest in this
place than | do....Yeah, absolutely; | could leave tomorrow and get another job,
you know. They could get another job too, but they would lose, you know, they
have got a lot invested in this company. (NF515)
When you are an owner you have a huge responsibility. You are responsible for
20 or so other people and at the moment of truth you have to pay everyone else
before you pay yourself, so you are the one who can end up losing your house,
your car, everything. They may get some extra benefits, but the momarthof tr
they have to be there to work 24/7, to cover hours in a pinch, etc. and sometimes
other people don't see those things. (NF534)
Unfair Practices
There were only five firms out of 17 in which one or more member perceived the
firm’s policies and practices between family and nonfamily as unfairoundf the five
firms, the only individual that perceived the firm’s policies and practices as wafs.
the nonfamily member. And of these four firms, only two of the nonfamily members
believed that the policies and practices must be equal to be fair; the othardwuas

although they did not think things were equal or fair, they understood why there were

differences and would have done the same thing if it was their family business.
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Furthermore, one of these nonfamily members added that although she did not believe
things were fair for most of the other nonfamily employees, this was not trberfghe
believed that she was treated like family. The following sentiments fronamdwpf
members represent these views:

No. Being equal is fair. (NF522)

Let’s just say I've heard employees complain about it, but | said to them, “You
have options. You can always leave.”

So yeah, they get treated differently | guess just by virtue of whacatiegy
but for me it doesn’t really apply because [the owner] treats me alkest li
family. 1 go to all the functions. | go to all the parties....Of course, thdggma
more than me, but it's their company. Without them, you wouldn’t have the
company. So, | don’t view it as anything other than that. | have heard people that
work here complain about it. And, they may have some justification. It's very
hard when you work really hard and you're smart and you're capable of doing a
lot, and one of the family members isn’t and all that family member does it beat
the hell out of you. And that has happened here in the past.

| knew it was a family business coming in, and | came from one too. So, |
knew that there were going to be certain things, and anyone who is naive enough
to think that there isn’t, then that’s kind of their problem | think. And, that's what
| tell them. Family is family, and blood’s thicker than water. (NF532)

In the remaining firm, all of the members perceived the policies and g®etscboth
unequal and unfair. This firm was one of two firms (both of which are considered white-
collar industries) in which all of the members believed that policies andgesotust be
equal to be fair. Here is what the founder of this family business had to say when asked
whether or not it was fair to treat family different than nonfamily members:
It depends on what side of the question you are on. Probably not; generally
speaking it is probably not fair. | would say that it doesn’t go on as often as |
might have given you the idea it does. | think that we, pretty much across the
board, are a fair company, and I'm sure that some of the other people might think
that the family members are getting a better ride; maybe it'sriragbe it's not

true, but there’s a little bit of jealousy in there which, again, is somethingrthat
sure is the norm. (F518)
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In the other firm, it was only the nonfamily member that saw the policies acticpsaas
unequal and thus unfair; the two family members thought the practices were equal and

thus fair.

Frustrations of Nonfamily
To better understand how these perceptions impact the relationship between
family members, especially nepots, and nonfamily members, a couple of excerpts
nonfamily members are provided that convey the frustrations that develop wherepract
are (or are viewed as) uneven or different:

You get certain privileges when you are family. You get more flexibility....|
could get a person to do what [junior family member] does for probably $60,000
and | wouldn’t have to put up with, “Well, my mom has chemo tomorrow; | need
to be there. I'm on my honeymoon. I'm getting my nails done. My dog is sick.”
All these things that you can do because that’s just going to stay over there,
because if | had a $60,000 administrator I'd say, “You know what? You were off
last week so you’re going to have to get your nails done another day.” (NF518)

And at times, you know, it is frustrating or irritating, or whatever the cowerd
would be, that you have to put up with a certain level of incompetence. With
other employees you could be more blunt about it, “Like c’'mon, let’s think about
this. Why aren’t you doing this? You should have known the answer to that.”
And there’s a level of frustration, that with a family member, you cannot do that
You can... it's allegedly expected of you, but the practicality of it is, it isrit. B
for the most part, even though that's a level of frustration, | still understand
where, if you're the owner of a business, that you would bring your child in. |
don’t think that it's the smartest thing to do. And then, | think that [the owner]
tries to make family members certainly accountable, and more so with his direc
family than with the nieces and nephews that were brought up in the family. But
then, at other times, he’ll back off of that. So it's not a consistent rule, exactly.
(NF516)

These frustrations indicate a certain level of conflict and if not properlessielt may
lead to instability in the system. If the nonfamily member feels like gughority is

being challenged, they may seek change. And this change may come imtloé $ome
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of the negative consequences cited by those who oppose nepotism. For example,
nonfamily may view family members as an impediment to their successN€I98) and

either end up resigning or treating the nepot unkindly (Nelton 1998).

The Trade Off

However, for most family members (and even a fair share of nonfamily), any
favoritism shown to family is viewed as fair because of the high pricepdney Greater
expectations, longer hours, additional duties, fiscal liabilities, and the adustiafe
responsibility for the livelihood not only of other family members but also nonfamily
employees are among some of the trade-offs listed. Here are somenaijheesponses
from family and nonfamily that convey the greater expectations of fanaiylvers and
the consequences of these expectations:

Family members are expected to do more than a nonfamily would be expected to
do in that same position. And they put pressure on themselves too....If you're in
the family.. you don’t want to fail while it's on your watch. You've always

got... this worry of keeping that image, keeping the business going, and keeping
500 employees working here. I’'m sure our [nonfamily] managers work tlyat wa
too, but I don’t think they worry about it as much as | do...it’s different. They
know that if the company fails, they got to find a job...but I think it stops there.
They don’t have that fear of the company going down the hole....[My son]
worries too much. And [my brother’s] son is the same way, so | guess it's bred
into them. They've rode with us and they've seen what it means to us, and how
important it is and they’re worrying about saving a dollar...I mean, you can'’t
control everything. So it’s a little bit of pressure there. (S520)

We don’t expect people to work as hard as we do since we own the business. |
am here 11 to 12 hours a day, but | enjoy what | do so | am not complaining, but
that is just what | know | need to do in order to get things done. | come on
Saturdays when no one else is here to get paperwork done, but | enjoy doing that.
And sometimes after church on Sunday | will come in because that is it. | hope

that rubs off on people so they don’t say he is one of those owners you only see
once a week and he just comes in to get his paycheck and leaves. | am a hands on
owner, | am here and will go back in the warehouse if need be and do what he’s
doing. Basically my son is the same way. If he has to getup at4 amto gotoa
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supermarket or late at night he does what he has tdodbl.don’'t expect
[nonfamily] to work as hard as | do. But | expect my son to work that hard....to
hold on to what you have takes a lot of work. (S524)

Well, [the grandfather of the current owner] compensated his kids pretfyatvel
the time... in bonus. But he expected an awful lot out of his children. And they
produced a lot. You know, [the owner] used to have to get into a fight with his
Dad if he wanted a couple days off. [Laughter.] It was very funny! (NF516)

As a matter of fact, sometimes | feel like [senior family memlssietimes will
treat the other [family] a little harder than they might have if you \yuestean
employee. They are a little bit more strict with family...| don’t fée [the

junior family member] can do something and | can’t. I've never felt that. tdon’
think she has more flexibility in taking off or anything, no. As a matter of lfact,
think they’re harder on that person, will give me maybe a second chance and
sometimes come down on them. (NF533)

In addition to the greater expectations, family members are also expeotedkt
longer hours and take on additional duties. These are some of the trade-offsehat we
mentioned when members were asked whether or not they thought it was fair to trea
family different than nonfamily. Here are some quotes that highlight these
responsibilities:

You can come to work here, but you’re going to have to be the guy that has to get
here early and you're going to have to be the guy who stays late. And you're
going to have to outdo everybody else because that's what we do around here.
And if you’re not going to do that, | would rather you go work somewhere
else...you’re not going to be the one to upset this cart. And that's what | was told
too. | was told you will work 10 hours a day and you will work 6 days a
week....Sometimes we sit here and | might be through, | empty my desk, | look
up, it's 20 after 5 and since I've been doing it for 45 years, I'm saying ao,tl ¢

go home until 5:30. Even though I'm the boss, | could, but many, many, many
days, most days | should put it, [all the family members] are sitting hérdG

and it's a ghost town. As a matter of fact, most times at 4:30 we're the last one
here. And that's been bred into us. (§520)

Yes [it is fair], because the price we pay. We get the flexibility in meftur

taking all of the risks. But we are always available. We can't just go s@oe pl
without access to a cell phone or laptop. So on the other hand if we take off to go
do something, if we get a call from someone in the business, we have to come
back. It is flexible, but | am always working. The switch never turns off. tdon’
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have a lunch. Whereas a nonfamily employee, everything is set. They work from
this time to that time; they get their lunch break and their two weeks vacation.
And if something comes up, | am not calling them on vacation. (J518)
| have heard recently some of the original family members, like the daught
wanted to take Saturdays off, but some of the people were complaining about this.
But she works every Saturday...and she has worked very hard...and | think that
after 20 some years she has earned that right. [However it only laséska w
because she had to be here.] (NF534)
| mean fair and equal aren’t the same thing. You can be fair and not equal. Am |
paying [my son] more than | would pay someone hired at the minimum to this
job? Yes. But he is also doing more than the minimum would do. There’s no
doubt. (S516)
Advantages and Perks
Nonetheless, as stated previously in Chapter 7, there are some advamiages a
extra perks afforded to family members. For example, greater fléxibiliheir
schedules, a company car, and gifts from clients such as tickets toiententzevents.
But even the extra perks seem to come at a higher price. First of all,thet a
advantages and perks were real; some were just assumed. For example, dynonfami
member would say that family members got bonuses each year when in fact they did not
Furthermore, because many of the nonfamily members blurred the distincti@ebet
employer and employee, and between owner and parent, they concluded that aaly mater
item a family member obtained or accumulated came from the companyeaptrese of
nonfamily employees. In other words, any time family members spent money on
themselves nonfamily members saw it as money coming out of their pocket. ltote be

excerpt, a founder talks about how he could not even buy a nice car without being

ridiculed by nonfamily members:
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For the first ten years | drove a very modest car, and then | splurged and bought a

nice car [with the salary | make as an employee]. And | got all kinds ofthit a

it. Butlearned it. (F517)

In another instance, a junior member talked about how nonfamily members would
always say to him, “it must be nice” whether they were referring tovaelevision he
had bought or tickets he had to a sporting event. The nonfamily members had made it
clear to him that they thought that he was either making big bucks because he was t
owner’s son or that the item had been a perk he received from the company. And each
time, they were items the junior member had saved money from his paychecks to
purchase. The junior member added that it came down to financial priorities—when
nonfamily members would come in to work after each weekend saying theyapent
their money going clubbing and gambling, he did not say to them, “it must be nice.”
However, there were a few nonfamily members that did understand this distin€tiis
is evident in the following quote from a nonfamily member:

Well | think “dad” might throw’em an extra nice Christmas bonus or something.

Or if business is good, maybe a little bonus; because “dad” has been very

successful, he shares it with his kid. Doesn’t bother me at all. | think he’s doing

it as a father not as a boss. And honestly | can't tell you he does it. Butré | we
in his shoes I'd do it. (NF528)

In a number of cases, it was evident that nonfamily members received similar
advantages and perks. Sometimes nonfamily members were afforded the same
advantages or extras as family members without realizing it; othes tivag actually
received advantages that were not afforded to family members. Hexéeaveexamples
from family members that demonstrate this:

Sometimes when | go on vacation | will get an extra check for some spending

money, but | know that my dad does that with everyone else as well. Are there
times when my dad will call me to go out to lunch and we drink a bottle of wine,
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and are off the rest of the afternoon. Yes. That doesn’t happen with all the other
employees, but with some it does. | know it happened with [a honfamily
member] on Monday. (J517)

We treat people who are not family a lot better than we treat each other -ass far
bonuses, how we say things, compensation, forgiveness for screw-ups, and the
way we communicate. We are more professional and courteous to them.

...Family members are all officers and under Virginia law officershate
entitled to same things as nonfamily members (unemployment etc.). Nonfamily
employees have security. As family members we are legapipmsgble for
compensating them. We may need to take out a loan to make sure that nonfamily
are compensated, they don’t have to worry about that. They don’'t wake up at 2
a.m. worrying about that. That'’s the trade off. (J519)

In fact, we may even make sure that the superintendent that’s not farsithget
newest truck all the time, whereas the family member may not. (J520)

Just Like Family
In some cases, these advantages and perks were only given to select nonfamily
members. These nonfamily members were generally viewed as and viemed|tes
as “part of the family.” But generally speaking, most members beliéatdhte owners
treated all their employees like family. This was expressed in numenotisients from
nonfamily members:

When | got married, [the owner] bought my wedding dress. When you went on
vacation, he handed you money. There was the company...and then there was the
[man] that put two $500 bills in your pocket....It got embarrassing at times...and

he did it for all of us. So you couldn’t help but love him. (NF516)

| was having problems at home and said maybe I'll just go ahead and quit. | gave
like a four- or five-month notice. And they asked me if | would consider working
part-time, and | said, okay....Then | did part-time andaid, oh, by the way, is

it okay if | stay? And they said, yes. So they never really interruptediagytin

me benefit wise or anything. So it was like | never left. Their policyyisufre

not happy, then you can go ahead and leave, anybody can. What are you unhappy
about? Let’s see if we can work it out. And that’s their policy. (NF533)

There is no structure — you are supposed to get one week sick leave, but | know
[the owner] stretches that for us. Some people use more than others, and | see



209

them paying for people that at other places they would have said forget it.... There
was a man who worked here who unfortunately passed away. And [the owner]
continued to pay him when he was sick even though he wasn’t working all the
time. (NF534)

This value and practice of treating employees like family is not patlgwdurprising in
family businesses. Practices are not always consistent given thigtbasinesses are
often viewed as power cultures, where control and influence come from the top and
personal relationships with that individual or group of individuals are ultimatefg m
important than rules, procedures, and one’s position and roles (Harrison 1972; Handy
1993). And because in family businesses, this type of power is exercised with & “velve
glove” (Harrison 1972:121), nonfamily members are not only cared for, but provided
with advantages they may not be given in a business that was not family-ownealis Her
another example of this sort of treatment, but from the family member’s piévepec

When [my son] came in, | am sure the other guys talked about it. | wasy't priv
to any of that stuff. But, it's human nature, and | figured they’re going to be a
little jealous. So | think when he came in | gave them, the other guys, &l raise
just to sort of nip that a little bit so they wouldn’t be crying...maybe they got a
company car too. You just do something to show them they weren’t being pushed
aside because my son was coming in. | mean, it's not like he took anybody’s
actual job.

... try to make them feel like they’re important and that they’re doing
something that is beneficial to the company and beneficial to them.....So if you
know that somebody’s doing a real good job, you throw another fifty dollars at
them, or say, “Hey, | got some tickets to the baseball game or | got Redskin
tickets.” Just little things like that to make them feel good....So if they’re good,
whatever you want. I'll lend you money, whatever you need. | try to traat the
like family.

...You can come into my office and say, “Hey, | got this bill. | got this
problem.” You need a thousand, fine. Take fifty dollars out a week. | don't care.
As long as it helps the company run smooth, keeps their head more focused on
this....So you try to help them out if you can. (F527)

In addition to the perks that result from treating employees like famityy#iue and

practice may also result in some of the positive consequences cited by proponents of
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nepotism. Some of these positive consequences include a feeling of solidarity and sense
of ownership among all employees (Wong and Kleiner 1994; Molofsky 1999), and

greater loyalty and long-term commitment to the firm (Molofsky 1999;d4€1998).

Why Size Matters

However, even though family businesses do tend to operate as power cultures
regardless of size, it does appear that as the size of the company increlieesha
business progresses to the maturity phase of the business developmentalraxis whe
organizational systems and policies are well established, it becomes ffioudt &br
owners to treat employees (family and nonfamily) differently. This isgtigrattributed
to external laws such FMLA and OSHA, but is it also due to the need for a more
bureaucratic structure to better manage a company that is increasing. As a result,
owners can no longer afford to provide perks like a wedding dress or extra cash for a
vacation, or do the types of favors like co-signing for loan or advancing sicktlesve
they used to do. One owner also talked about how he used to be able to keep on
employees who could no longer perform the type of manual labor required in the
position, but because there are too many employees in a similar predicament and not
enough money or side-work, he can no longer continue to carry them. So, being equal, as
one may have thought, is not always advantageous for nonfamily members. Here are a
few examples from nonfamily who have recognized this:

Well, I guess, sometimes, what is equal isn’t always fair....You have anyaplo

that's been here twenty some years or whatever and they need, say, dayacial

and [the owners] just won't do it because then they’d have to do it for everybody.

| just don’t think that the loyalty from the employees is always taken into
consideration.
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With [their father], it was.... That being said, back when [their father] was
making those decisions, we didn’t even hear about FMLA, so you didn’t have to
worry about that stuff. They wouldn’t actually hold someone’s job for 12 weeks,
but when they got better they would find them somewhere in the company to
work. But if [the owners] terminated someone who was not able to work and then
they got better, they’d probably rehire them, but in order for them to gain their
full benefits they would have to work a full year. In the past, they wouldn’t have
to work the full year to get their benefits back....It just annoys me sometimes, but
that’s her job. It is all about consistency....Again, sometimes ll@nwe’re not
a Fortune 500 company; people are not numbers out there. (NF515)

And [one of the family members in human resources] especially tries to keep, you
know, you can't do for this guy because they don't do for this guy over here on
this side of the company. So, she's always trying to keep everybody the same in
all divisions....And, I've always been known for bending the rules a little bit
because you're trying to keep the guy. | mean he's a great guy. éichmt go.
| can't match his salary but | can give him an extra two days vacatiofmbnadt
allowed to cause it's against company policy. So you've got to work with those
issues. (NF520)
Relation to Typology of Nepotism Practices
In assessing the equity of nepotism policies and practices, members wertoaske
consider differences in employee evaluations, promotion and advancement, and
compensation and benefits in addition to the hiring policies and practices. In doing so,
various benefits and costs surfaced for both family and nonfamily members. For
example, family members may have greater access to leadership arfteriloitgy, but
they also had additional responsibilities, longer hours, and greater expexctaiin the
other hand, nonfamily may have less access to leadership and a reduced amount of
flexibility, but they also had less responsibilities, fewer hours, and lower tatipes.

As a result, most of the respondents in this study concluded that the firm’s nepotism

practices were fair. This does not mean that members never felt &dstlatut the
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differences that existed, it just means that in the big picture they peattbereractices
as fair.

According to the typology of nepotism practices (Figure 3.2) presented pieCha
3, fairness is considered an outcome. But because respondents were asked during the
interviews to directly assess the equity of nepotism policies and pradtises,
worthwhile to explore the relationship these data may have to the typology andathe dat
gathered on the equality and openness of firms. Based on the conclusions in Chapter 7,
all of the firms were said to have unequal practices. Therefore, firms coulcthb@ade
as having practices that are either “beneficial” or “most problematittie firm. Those
practices that are labeled as “beneficial” to the firm are unequal andamgkas a result
may or may not be perceived as fair. Whereas those practices that areslastifnost
problematic” to the firm are unequal and closed, and consequently are the least likel
be perceived as fair. But because the evidence on the openness of firms was
inconclusive, it was not possible to determine which of these two types would be most
fitting for each of the firms in this study.

However, if the characteristics of equal and unequal practices wesdrahe
outcome types instead of to the characteristics of open and closed pr#atimels, be
said that most of the firms in this study would be identified as having practiteseha
“beneficial.” Since practices that are “most problematic” are ldasylto be perceived
as fair, it stands to reason that if most members perceive their firm'spsaas fair (as
they do in this study) they are more likely to be labeled “beneficial” thant“mos
problematic.” Obviously further research on these relationships is needed to ioe certa

but this does provide some understanding of the conditions in which nepotism is
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beneficial or problematic for the family businesses in this study. In theseetxon, the
attitudes and actions of members surrounding the onset of nepotism are explored. This
too may enhance our understanding of the conditions in which nepotism is beneficial or
problematic since member attitudes and actions influence and are a rehétioénvor
not members perceive nepotism practices as fair.

Attitudes and Actions Surrounding
the Onset of Nepotism

Founding/senior members were asked to express how they felt when the nepot
actually entered the firm full-time. Most said that they felt proud, but some als
acknowledged their fears—they worried that the business would not sustain them; they
wondered if things would work out, and they were concerned about the nepot’s
happiness. Many also mentioned the pride they took in providing opportunities and
caring for all of their employees. The following responses best réfiedeelings of
these family members:

Well, | was real pleased that he was here, and then when he stayed | lyas real
proud, and | was proud of what he had done and encouraged him all | could. But |
didn’t tell him, “I love you” and | didn’t tell him, “I appreciate you,” and he

missed that, he needed that, and | just wish | had done that. (F522)

Well, the company’s never been in the forefront in our family. | mean, when you
make decisions, when you're in the company mode, you make decisions what's
the best for the long-term health of the company and if that happens to include
family members, great. If it doesn't, that's fine too. When you're dealitig

family, you worry about the family. The family serves the business ifrthey
working in the business and when [my daughter] came in my concern was | hope
she’s happy working here. | said it’s great for [the company], there’s ntajues
about that. Any time you get somebody as good as she is working here it's got to
be great for the business. | just hope she’s happy doing what she’s doing here. |
hope it works out because you never know. (S515)
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Oh, we were very happy to think that it was to a point that we could feel

comfortable...But you know I think we have as much pride, and you would hear

that, in the fact that we take care of eighty-five people and their familcemn't

think either of us look at this family or that family on this piece of paper. It's tha

we've got eighty-five families to take care of; that's where tlie@momes. (F533)

Founding and senior members were then asked to speculate on how others
(nonfamily and other family members) felt about the nepot joining. A number of
guestions were asked to help respondents adequately portray their viewsaastovel
gain a comprehensive understanding of how these perceptions were reached. &hey wer
asked whether or not they thought other employees welcomed the nepot; thagheere
about the general impressions others had of the nepot—whether they thought they were
deserving, competent, valued etc.; and if they were a senior family membexeiteey
asked about their own experiences when they first entered the firm as afédirabey
had been there a while. Similar but more suitable questions on this topic were asked of
junior family members as well as nonfamily members.

As expected, a variety of responses were given, but certain patterns did.emerge
By and large, founders and senior members viewed the entrance (and employnhent) of t
nepot as a positive experience where they were welcomed, valued, and viewed in a
positive light. They believed that others received, perceived, and treated theim@pots
positive manner and that few if any problems emerged. Although some acknowledged
that tensions had ensued, most brushed it off as trivial. And some seemed to be in denial
guestioning the possibility that something could go or had gone wrong. Many of the
juniors were equally optimistic, but most had examples in which they wetedrea

unkindly because of their family status. Nonfamily member were also somewhat

optimistic, but in their responses they often revealed feelings of resentnhtofB
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these views support one of the negative consequences of nepotism in the literature—tha
nonfamily would resent the employment of family members and as a resuthéea
unkindly if brought into the business (Nelton 1998). Generally speaking there was also
consistency among firms—if the senior’s perceptions were negative, then tregjoihi

nonfamily member’s perceptions were negative.

The Social Component of Member Success

In Chapter 3 a typology of the social component of member success (Figure 3.3)
was presented to express the intersection of attitudes and actions of mehthtasenor
have been faced with nepotism. According to this typology, individuals may be valued or
devalued and welcomed or resisted. When an individual is said to be “valued,” this
implies that other members have an attitude or perception that the individualhg wort
desirable to the family business or has qualities on which these charasteegiend.
When an individual is labeled as “devalued,” this implies that other members have an
attitude or perception that the member is less than valuable, or unworthy, and blelesira
to the family business. When an individual is “welcomed,” this identifies actons b
other members that have a positive impact upon that individual. Thus, when an
individual is “resisted,” this refers to actions by other members that haegadive or
harmful impact on that individual. When attitudes and actions are positive this iadicate
a strong interpersonal relationship. And when attitudes and actions are negative, this
indicates a weak interpersonal relationship.

Individuals who are valued and welcomed are seen as an “asset.” The attitudes

towards these individuals are considered positive, and the actions towards such
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individuals have a positive impact indicating a strong interpersonal relaiponstween
members. Individuals who are valued, but resisted are viewed as “competition.” The
attitudes towards these individuals are considered positive, but the actions tewgrds
individuals have a negative impact indicating a strained interpersonal refhabitimat is
perceived as weak by members. Individuals who are devalued, but welcomeelagk lab
“‘clowns.” The attitudes towards these individuals are considered negativiee but
actions towards such individuals have a positive impact. This also indicates alstraine
interpersonal relationship, but in this case the relationship is perceived as strong b
members. And those individuals who are devalued and resisted are seen as “rejects.”
The attitudes and perceptions towards these individuals are considered negative, and t
actions towards such individuals have a negative impact indicating weak interpersona
relationships between members.

Three patterns that identify the varying responses given when discussing t
entrance (and employment) of nepots emerged from the data. The first pattabedesc
firms in which all of the members identified positive attitudes and actions, and thus
individuals were viewed as an “asset.” The second pattern describes firmmshn w
members claimed that the experience was positive, yet negative incideatglentified
and feelings of resentment were clearly present. Individuals in theseviiere viewed
as “competition.” And the third pattern describes firms in which all of the members
viewed the entrance (and employment) of nepots as a negative experiencen Tase i
firms individuals were viewed as “rejects.” The fourth type specifiedgarg 3.3, the
“clown” was not represented in this study. This type identifies individualsitbat

welcomed but not valued. In other words, these individuals are embraced but generall
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seen as incompetent so they are not valued. However, it should be noted that there was
evidence that “clowns” did exist in some of these firms at some point, but that thes
members were not typically key members in the business and had either fieft thie
been fired.

Three firms, each embodying one of the patterns identified, were selected to
enhance the understanding of the impact these nepotism practices have ononirpers
relationships and member success. Their stories are described below thatimtscit

provided by family and nonfamily members of these firms.

The Asset
The first firm represents those firms in which all three members had a/@osit
outlook. This does not imply that conflict was absent in these firms; but the deasll
was generally optimistic. Nepots as well as nonfamily members (atheas
interviewed) were welcomed and valued. Thus members tend to have strong
interpersonal relationships. Furthermore, because members are likely torbage st
interpersonal relationships it is also feasible that in these firmsithangerception of
interpersonal equity among members. Here are some of the responses gneen by t
founder, junior, and nonfamily member that support these conclusions. In this first
excerpt the founder is asked if he thought other employees welcomed his son:
Yeah with open arms. For the part, yes, they were willing to help him out, | mean
there are a couple of a-holes in every company that want to hold back and not
give everything they should. But for the most part, everyone in here embodied
him. They all knew him from the time he was born, so when he came in here it
was like he was supposed to be here so they all welcomed him. There really
wasn’'t anyone that didn’t welcome him — well there is always a couple.oMy s

had his own agenda and worked hard to not make people think that he was the gift
horse of the company and did what he had to do. (F517)
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In the next passage, the junior member discusses how he felt when he entered the
business and the conditions upon which he entered. Then he describes his attitude in
approaching employment in the family business, his qualifications, and thegndBs of
others to help him learn more about the business.

Definitely everyone was welcoming to me. | had come in right after [some key
nonfamily employees] had left. It was never told to me, but talking to some of the
employees, possibly the VP didn’t really care for me knowing | was coiming
and...saw an opportunity to leave....[But] everyone has known me a long time
and was excited for me to come on board.

...[Nobody said] directly to my face like, “hey you are doing a great job,”
or “can’t wait until you take over.” Although | have heard it kind of scuttle butt,
and things people have told my wife at Christmas parties and things like that
where they would say how much they respect and admire me. So | certdinly fee
more than welcome in all of their eyes.

| have always taken that into account, and never wanted to come in here
and assume VP role and have a title and tell people what to do without any
background. | mean | started [doing grunt work] and did manual labor and
worked my way up through it to earn where | am today. To actually be an asset to
the company, but also to have the employees have an understanding of what | can
do and can’t do, but kind of be a team member, someone people can count on and
to help them in any way | could. Not just take over and take all the money and go
away.

| have a double major in business management and marketing and a minor
in economics, so | had a business background. And doing work here in the
summer | had some knowledge, but once | got here is when the learning curve —
and still is today, but yes, they were very helpful. There are a lot of tlmngs t
learn...and they were very helpful. The first few projects | did under [the
nonfamily member who was interviewed], and have done work with a few other
guys who were instrumental in teaching me the ropes here. They taught me
everything and anything | needed to know. (J517)

In this quote from the nonfamily manager, who unbeknownst to him was soon to
be promoted, he describes one of the benefits in hiring family members that npnfamil
often overlook. Then he talks about the nepot’s positive characteristics, and rfekes a
comparisons between the nepot and nonfamily members as far as perks.

| think a lot of other people notice more about family members than it seemed we
did here in the office. | mean, we’ll certainly joke around about him being the
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next owner and blah, blah, but a lot of it is just the same joking we give to
everybody else too. But, | think sometimes you'll see subs or clients and when he
says his name is [family name] and, they know he’s a son of — and they do strike a
resemblance. [Laughter.] You know, people sometimes kind of pay a little more
attention and give him a little more leeway, which personally | don’t have a
problem with, if he’s helping me out and [someone] listens to him because they
don’t want to hear, [the owner] call and bitch at them, then it works for me. It
works to my advantage.

Actually I always thought that he worked pretty hard when he came in,
and sometimes harder than some of the other people here. You know, certainly he
gets some perks — well, | guess we all have our perks...we go to the golf things
with some clients and sometimes he’ll just get handed a few more of those |
guess...but overall I'd say | don’t think anyone ever complained that | ever heard
that he didn’t work as hard as the other people.

And | think he was probably always a little concerned about that too, that
he didn’t want to be, you know, construed as just coming in and getting the slot
and doing the minimum amount of work or something like that.

| think everybody was pretty helpful and welcoming to him. You know,
everybody sort of knew him already from coming to different events and
Christmas parties and other times. When he came in, everybody was pretty open
to it. |think people were expecting him to come in. (NF517)

Note that the experience of this nonfamily member refutes claims byriN&é®98) that
nepotism would be an impediment to the promotion and success of nonfamily.
Furthermore, it confirms one of the positive consequences of nepotism citea osttris
(1992) that nepots provide clients with a sense that they are dealing with sameoise

“in charge.” This is not unusual given that in this firm members are viewed &s asse

The Competition

The next firm represents the pattern that was most prominent in the data—ein thes
firms the members were generally optimistic about the experience oéploe. However
there were definite undercurrents of resentment, and junior members des@ale

instances in which there was conflict. In this particular firm, nepots wared;adut
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they were not always welcomed. Thus members tend to have strained interpersonal
relationships.
The senior member was generally optimistic about his own experiencel as wel
his nephew’s experience entering the firm; however in both situations, there we
structural issues that may have contributed to this. When he entered the firm the
company was still fairly small with a limited number of employees, ardrasult the
people that he ended up supervising were either his peers or had entered the firm after
him. In his nephew’s case, they were in desperate need of help when he entered, so this
also factored into people’s perceptions. Nonetheless, his nephew still encountered some
difficulty, and clearly the nonfamily member harbored some resentment. linsthe f
excerpt, the senior member comments about the entrance of his nephew into the business
full-time:
They didn’t find him a threat and he didn’t come in with an attitude. Well they
looked forward to it because again, with [my nephew] we needed the help. So
anything that was going to help was, sure you're welcome. He wasn't digplac
anybody so nobody was personally affected. Nobody was being displaced,
demoted, or kicked out to make room. We’ve never done that. (S532)
Although conflict was not noted by the senior member, in the second passage the
junior member discusses one of the issues he experienced when he first batéred t
It has to do with a situation mentioned previously in the study in which he was working
long hours, but the hours he was holding were not during regular office hours, so it was
assumed by the nonfamily members that he was not working, and that he was lazy and
could do whatever he wanted and still get a paycheck.
Well, I think the whole thing about me not being here every morning bothered the

non-management people. | think the management didn’t give a crap because |
was still doing exactly what | had to do. The point was, is, that I'm supposed to
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be management or something. | don’t know. God forbid they tell me what I'm
supposed to be doing around here. (J532)

And in this last excerpt from the nonfamily member it is evident that nepots are
merely tolerated; she felt a lot of resentment towards the situation anedheaprent
this put her in. She also addresses the attendance issue discussed by theniyior fa
member, and mentions that other nonfamily members were not as welcoming.

A little bit of dread. Just because some days it's so hard to deal with everyone—
all the different family members. And, | thought oh god no, two more
[grandchildren]. |think that comes partially from the conflicts with the one
[senior] in the past.

...One of the grandsons was coming in at noon every day. Well, why?
He’s 22 years old; he’s young. We’'re at the other end. I'm 54 and I'm about
ready to keel over here, and I'm still here. And, all the people that work for me
are here. No if, ands, or buts about it. So, it makes it very difficult cause a couple
of them have said to me how come [Junior] can do that? | said, “You've got to
put that aside. That's family.” | said, “And, that doesn’t concern you.”

...It's almost like they have this air of “I only have to do so much.” And,
that's true. They take off for this, they take off for that....But it's not theit,faul
which is what | said to [the senior generation’s father]. | said, “it’'shret t
fault.” | said, “Nobody tells him to be here at 9:00. Nobody says, you can't do
that. Everyone just says oh well, that’s [Junior]. Yeah, and the samdwvith t
other [junior family members].

...l hope [Junior] is not in a position to tell me what to do; | hope not.

He’s never said anything like that to me, but he works upstairs and on the road so
| don’t see him very often...

Interviewer: Do you think you welcomed them?

Uh-huh, [although not all of the other nonfamily members were as
welcoming]. | don’t withhold things from them. However, there are some things
| don’t think, family or not, that they are entitled to know.

...I think our whole generation knew what was expected of us, and I'm not
sure these kids today know. They’ve never been given any boundaries. | think a
lot of them are at loose ends as to what they are supposed to be doing. (NF532)

A couple of points are worth mentioning here; first, it is evident that there may lee som
generational tension given that the nonfamily member focused on age when making
judgments about junior family members. As a result, nepots are seen as compadition e

though it was found in Chapter 5 that founding/senior family members feel mok¢oloya
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nonfamily members than to junior family members (Table 5.8). Second, it appéars as
the nonfamily member (and other nonfamily members in this firm) considers the junior
family members to be somewhat lazy and have attitudes of entitlemeatl @ unequal
sanctions. These traits were all identified in the literature as some lo&timful
consequences of nepotism (Nelton 1998; Kets de Vries 1993). Since interpersonal
relations are said to be strained when members are viewed as competitiast sbine

negative consequences were expected.

The Reject

And finally, the last firm represents those firms in which all three mesnbe
identified both negative attitudes and actions amongst members. Nepots veted resi
and devalued, especially in the beginning, and nonfamily members were resentful
resulting in weak interpersonal relationships. Furthermore, because mémiherse
firms are likely to have weak interpersonal relationships it is akzsilile that in these
firms there is a perception of interpersonal inequity among members.akesome of
the responses given by the founder, junior, and nonfamily member that support these
conclusions.

In this first excerpt the senior family member expresses his own strigglel|
as some of his siblings’ struggles) when he first entered the family business

There was a lot of hard work in those days in our company. And, there were a

couple of really stinky, shitty jobs. And so I did all those. It wasn’t like my

father put me in some position of authority. Yeah, one of them was loading the

chicken box. You know, we sold a lot of chickens. And | remember one of my
first struggles was with this one guy that had been there awhile, and he was a nic
enough guy. Couldn’t read or write. And, | was back helping him load the

chicken box. And | was trying out my authority, and at some point | got my back
to him, and he hauls off and just wails, hits me in the back of the head with his
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fist. | was like, “Okay, | guess you're going to load this chicken boxduyself
now.” Well, it worked [out] — | mean, my head still hurt. And I laughed and |
went back [to work]. He’s still an employee here. You know, that was thirty
years ago.

...But, the person in the business that all of my family struggled with was
my father’s secretary. And she was — a very smart woman. She had been my
father’s secretary for awhile. And my father spent more time with herba
spent with my mom. And my sisters were always sensitive to how appropriate
their relationship might have been. But | never had any sense that, | mean | won't
say, well | never had any sense of anything going on other than a very close
business relationship. But, she basically blocked all of my sisters from ever
feeling comfortable in the office. And they all came to work there, and every
single one of them got into some pissing match and made the mistake of going to
my father and saying, “Pick me or pick her, but we both can't live in the office.”
And my father always was like, “Well, you know, you’re killing me because this
woman is my right hand. And you’re not ready to step up to the plate.” So they
all just went, “Okay, fine. I'm done.”

And at a point, | don’t know how long I'd been there, but she would do
some wicked shit. You know, she would definitely plant some wicked seeds in
my father’'s mind about what | was doing, and I'm sure she did the same thing
with my sisters. But at some point, | waited for her after work. And | was like
“Here’s how this is going to go. If | ever hear another word that you ever utter to
my father that is intended to drive a wedge between me and him, | will run over
you.” That's what | told her. And | was like shaking, and it was like, oh shit...
and that was it. That changed our relationship. From that moment on she was the
odd man out. And not that that was my intention at all; | just wanted a situation
where there weren’t going to be these seeds of discontent planted in mysfather’
brain that somehow | was doing something that | wasn’t doing, or causing some
problems that | wasn’t causing. (S516)

In the next quote, his son describes in detail the circumstances under which he
first entered the firm as a child, and then he traces this to the day he retuwoe#d for
the company full-time. This is important because it sets the tone for how he was
perceived early on and how those perceptions remained when he returned.

| first started when | was 12, [doing menial tasks]. | pretty much workexy ev
week and...in high school | started going in a couple days during the week at
early dismissal. As a senior in high school | would work pretty much every day
and on Saturdays. I'd work kind of full-time in the summer. | would kind of
come and go as | please...I'd be late. College | worked; | closed a coupleanights
week and on Saturdays | worked, | was probably supposed to work 8 a.m. to 10
p.m., but | probably worked more like 11 a.m. to 10 p.m. After college | came
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back and worked full-time for a while. But then | found a job [in a related
business]. | got an interview with them, really because of where | worked and
who | am, and had three or four interviews and did really well. And then they
asked my uncle, who was [my supervisor] at the time, if it would be a bad thing if
they hired me. And he said no, so | went and worked for them.

| guess | worked as a salesperson on the street for two years, and then got
promoted to a field sales manager—meaning | had five or six sales gtkiagv
for me. |did that for another three years. At that point they wanted me to start
traveling more, and at that point dad called asdid he wanted me to come back
into the family business....And | felt good because when you are a kid growing
up in the family business, you kind of keep that reputation you had—yeah, he’s a
screw-up. He’s a college kid and comes in with long hair and strolls in at 11 a.m.
and supposed to be here at 8 a.m. [note he still worked an eleven hour day]. It's
just hard to get rid of that reputation; it's a very cool thing then to go away and be
really successful somewhere else. That did a lot for my self-estebthen to be
courted by dad to come back...so | decided to do it. (J516)

Then he talks about his experiences when he returned to the business at his father’s
request. When asked if he felt welcomed, this is what he said:

No, not at all. [Everything | had accomplished outside the business] was all kind
of shattered when | came back and people here were like, “welcome back
dickhead; don’t think you are the big shit around here.”

| came back and worked for a couple weeks and it sucked. All the people
that worked here basically treated me like shit. And | was used to, | was kind of
the man, | was kind of the young, hotshot at [the large corporation], and | was a
supervisor to others. It was definitely a culture shock to come back and have high
school graduates to be like, whatever. And in terms of any respect | thought |
might get from what | had done, [it] just wasn't there.

| called [my previous employer] back and said | think | made a mistake.
And they said fine, and offered me a job and offered to pay me more money than
dad was paying me (which was more than what | was making at [the company]
when my dad offered me the job).

So any rate, | told dad, this sucks. | have got these people here that have
been here a long time. They don’t want to see me here; they're treating me like
shit. |think | made a mistake. And dad didn’t offer me more money or anything,
but said you have to look at it as a long term thing. And he said, what a shame it
would be if I let a couple of these people who aren’t a part of the long-term plan
chase me away. So | ended up hanging and staying and it definitely took some
getting used to. Before that | was out and about, and had people working for me;
| had a pretty flexible schedule and now | was working 6 a.m. until we close
everyday. It was kind of like punching in for...that’s basically it. My horizon
went from broad to very narrow, so it was definitely a big adjustment. By the
same token, | was definitely a changed person from working with [a large
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corporation] and learned that you can't roll in at 11 if you are supposed to be there
at 8. You just don’t do that. | learned a lot about politics, and getting along with
people, and | got a lot of good formal managerial training. So in retrospect, | am
glad | stayed here. (J516)

In another passage, the junior member provides some more examples of unkind
gestures at his expense. In these examples, he talks about nonfamily meglingys f
threatened by him. This was a common theme apparent in many of the storigs told b
nepots.

[Before | came back, there was a salesperson employed there thdtwtera
down” guy, and he would get ridiculed a lot]. And they placed that image on to
me. And | would do something and they would be like, look at “button-down
guy” over there with his post-its. And that was their way of compartmentaliz
me and defining me and ridiculing me. That was the MO; that’'s how they saw
me. Certainly people felt threatenethat was the deal.

Interviewer: Why do you think they were threatened?

Yeah, it's just any kind of change, or they may have something
comfortable thing going on or a relationship that someone may uncover or
undermine or whatever. Maybe they are taking shortcuts that dad doesn’'t know
about. Who knows? There are a whole set of things that go on that play in
people’s minds and it’s just the way it was.

It certainly caused me a lot of personal pain and took lots of time calling
dad crying on the phone because someone was just so belligerent to me. And
dad’s thing to me was always, you have to rise above that. You can’t give any
power to what they are saying. You have to take the high road. Anytime | was in
a dispute with anyone, dad was never like, tell them this...he was like you have to
resolve it and you have to be the one that says you are sorry. That was a very
tough, bitter pill for me to swallow and | did it over and over again. But over
time, | have now developedthe point is it's taken me a very long time because |
had to do it without...you know | think it was just a couple years ago that dad
said, you are the general manager. This was after | had been back Bet@ifor
seven years. And even after that, still (the problems persisted).

It took me a long time to gain people’s trust to see that | am not just in
here and | want to fire everybody...it took a long time; you had to earn that shit.

Interviewer: Like 10 years?

Really I am still working on it today. (J516)

Besides being asked about his own experiences, the senior family member was

also asked to weigh in on the perceptions he thought others had regarding his children.
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Much of what he said was reflected in the junior member’s account of the situation,
however he did add one important point worth mentioning about the necessity of having
senior generation support; he said:

[Son], it's your job to earn the respect. To put yourself in a position to — you'’re
going to be the boss. You have to act like the boss. You can’t act like anything
other than the boss.” And, it's mostly like anything else; you just have to be
persistent. you have to stick your spear in the ground. You think about what your
position is going to be. Then when you've thought about it enough, you take your
position....Once you've determined your position, you don’t ever move.

...The whole thing about putting the spear in the ground, well that only
works if he has my support; and he does. (S516)

And finally in the last excerpt from this firm, the nonfamily member provides
some insight as to why many of the nonfamily members have the view they do. However
the nonfamily member also discusses the nepot’s value, competency level, and work
load. And at the end, some remarks are made in which the nonfamily member basically
emphasizes why ultimately it is important and necessary to support the nepot.

| would say that all employees are much more respectful of [Senior], probably
because we grew up and built the business together. And because his son is
younger and hadn’t been around as long, | don’t think that he definitely gets as
much respect from the [other employees], you know. Not as much as [Senior].

Yeah—I think [Junior] is competent. | know what his shortcomings are. |
don’t know that he always knows what they are. He’s moody, that's my difficult
thing with working with him; then he wants to work together, and | go, “Okay.
You pissed me off last time, but I'm going to put that aside.” And then, he’ll give
me another stupid answer. You know... and | don’t know that he even knows that
he does it. And I think that he is overwhelmed. | mean, he’s got an awful lot to
do, and could use more staff ... [sighs] to do it. Because he’s all over the page.

... probably have a better respect for [Junior] than | did. You know, for a
long time, he would have been a peer. He would have been less than a peer.
Then he became a peer and was boss in the office, but not boss of me. | still
really think of him as boss in the office and not boss of me, though.

Interviewer: What if [Senior] was no longer here would that change?

Oh yeah. Exactly, which is the other reason why | don’t want to
undermine him! [Laughter.] | think if that happens we will be a team. (NF516)
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In firms in which members are labeled as rejects, it is clear thatdheregative
consequences. The most prominent is that nonfamily members seem to resent the
employment of family members and as a result treat them unkindly (Nelton 1998). Thi
treatment could have detrimental consequences not only for the nepot, but also the other
members of the firm and even the business itself. For example, this could rdsailt in t
nepot leaving, and if they were considered a potential successor, this may ledino the
being sold or going out of business. That said, it is evident that in this firm the ngnfamil
member that was interviewed no longer rejects the nepot. That through perseaedance
time, the nepot was able to gain the respect of this fellow employee and led @swa

valuable member of the firm.

Relation to Fairness

While there were no significant structural characteristics stiparm@ne pattern
from another, a relationship between the typology of the social component of member
success and member perceptions regarding fairness was detected. Inrthe I fi
which all members perceived nepotism practices as fair, members wargadeas
either an “asset” or “competition.” However, those that were viewed as “cibiongein
the beginning were now seen as an asset. In other words, members in theserGrms we
always valued, but in some cases it took awhile to welcome them. In the figarfirm
which there was one or more member who perceived the firm’s practinetaas
members were either viewed as a “reject” or “competition.” In thiees, members

were always resisted, but in some cases eventually became valued.
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Nepotism

Nepotism is clearly situated at the crux of this research. Although theviesm
purposely excluded from the self-administered questionnaire to prevent aopgered
notions that may influence the subject’s responses, the concept was addrestigdhdirec
the interviews. However, even in the interviews the ordering of questions waslgareful
constructed to elicit responses in which the distinction between ideal and tead ads
more easily revealed. The first two questions concentrated on nepotismianrielat
hiring—one focused on the hiring of friends or acquaintances, and the other focused on
the hiring of family. The question regarding friends was asked first teegheg
respondent’s perspective on the role of social networks in hiring. Even though this
guestion does not specifically address nepotism, it does tackle its underlyimgegre
Furthermore, it sets the stage for discussing nepotism in a real andesumaisgtner by
avoiding loaded terms such as “favoritism” and “nepotism.” The second question was
similar to the first, but it addressed the hiring of family members idstéad the last

guestion on nepotism focused on the concept itself.

Nepotism as it Relates to Hiring

Hiring Friends or People You Know

The exact wording of the first question on nepotism was, “Do you think it is okay
to hire friends or people you know?” In answering this question, it became clealf tha
of the companies had hired friends at some point. This is consistent with mesearc
social networks and employment (Granovetter 1995) that find that applicant as we

employers prefer hiring through the use of personal contacts rather thah riceans or
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direct application. In fact, some of the key nonfamily members that wereiewted
were actually friends of family members when they were hired. Furtiernt was not
just family members who had hired friends; many of the nonfamily membersduead al
hired friends as well as their own family members during their tenure ftrtheA few
companies even had an incentive program in place to encourage their emmdiyeks t

potential hires:

We have a reward system for employees to find other employees, and you know a

lot of those turn out to be their friend or a family member. But what we don’t

allow is for like a mother and daughter to work together. A mother can’t manage

a daughter, you know. (NF515)

Although all of the businesses had hired friends of family or nonfamily members,

when asked whether or not they thought it was okay to do so, a variety of respereses w

given. While some had no problem hiring friends, most of the respondents that replied

“yes” often included conditions in their response; these conditions ranged frobotle a
comment regarding policies and practices for supervision to one’s abilities.ahiefe
are some of the responses given by family and nonfamily members:

Competent friends, but not friends for friends’ sake....In all businesses, in bad

times you can't hide bad people; they jump up at you, so there’s a heavy cost to

bad people. (F521)

Sure, if it is going to be what works for the company...if they're going to be a

positive for the company and the company needs them, if there’s a need and they

fit that need, fine. 1 don’t believe in hiring somebody just to give them a job

when you don’t have that job. This is true whether it is friends, family, anybody.

(S515)

Yes, | mean, | do it a lot and, you know, you get disappointments and what have

you.... | am willing to give them the opportunity, but they won't be able to
advance [unless they can do the job]. (S523)

Yeah it's okay. And again, only if it's going to benefit the business interest.
(J523)
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Yes, but it depends on what you are hiring them for. They have to be competent

in the work they do. | did hire one of my friends, but the key is always to keep

the personal separate from work and that's what | do. My friend says | am a

different person outside the office; in the office he says | am like his wife.

(NF531)

Those respondents that replied “no” typically had this reaction because they had
hired friends in the past and had an unpleasant experience. A founder from a business in
the professional, scientific, and technical services industry describea sitahation:

No, because we did and we were sorry, and he’s worked for us for thirty-five

years and we can’t get rid of him....He’s got a very mean personality. He

probably has more knowledge about this business...perhaps even more so than
myself; but, again, his delivery is terrible. He has a disdain for women, which
doesn’t help matters very much, but he’s been fired three times and hired back.

He’s threatened to leave four or five times which he never would because he can’t

make it anywhere else because he really has a bad name in the business. Now he

has probably lost more business for us than anybody else that’s ever been in the
company; yet, | don’t know what it is; | guess we're afraid to get rid of Hitns

is a terrible thing to say: sometimes some of us feel that maybe it would be good

if he got sick; maybe that way he would leave. (F518)

This comment is especially significant to this research because it alsessddseme of

the issues often associated with negative outcomes of nepotism—that of keeping
incompetent family members in supervisory positions, and providing unequal sanctions
for behavior (Kets de Vries 1993). However, in this case the respondent is\geferai

friend not a family member. And while the friend may have been qualified andleapa
they were clearly not suitable or effective in their position. Furthermorepthpany

not only failed to impose negative sanctions on this person, but at one point they actually
rewarded the individual by promoting them to president of the firm.

There were also a number of respondents who felt torn about the decision of

whether or not it was okay to hire friends. Although some stated that it depended upon

the individual, the main reason cited for their uncertainty was fear of having teitkeal
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an uncomfortable situation and the probability that this would ultimately destroy the
relationship. Here are a couple of responses from family and nonfamily members
expressing their concerns:

| think it could go either way. Well, if you hire someone you know and you think

they’re going to do a good job and they do it, it's great. But, if you hire someone

you know and you have issues with their performance, you have to address it.

And then it can be not so pleasant. (NF521)

Yes and no. That's worse than hiring family....But it's scary because if it don’t

work, you lost a friend and you got to worry with them looking for that extra

treatment too....Personally | think it's probably better that you don’t. Why put
yourself into [a situation where] something might happen? But | would say you
got to look at the individual. | mean, God, if one of my friends come in here right
now and he’s perfect for the job, would help the company, I'd be a fool not to hire
him. But, jeez, | wouldn’t want to be the guy to say hey, Mike or Bill or Joe, this
ain’t working. 1 got to let you go. | mean, jeez, you know. [Laughter.] | would
have to, | guess, answer that as it's better not to, but we certainly dontovant
close the door on that particular thing, that’s for sure, but that’'s worse than hiring
family. (S520)

A somewhat unexpected phenomenon that was discovered while discussing
respondents’ opinions on hiring friends was that some of the family members viewed
members of their extended family as “friends” not family. When asked &ipends,
they would mention a distant cousin or sometimes an in-law and lump them together with
friends separating this group from siblings/aunts and uncles, children, and children of
their siblings/aunts and uncles. In other words, what was considered famitptvas
synonymous to all. And although this question was not directly asked, it would have
been interesting to see how nonfamily members defined family. Based on etlizadie
throughout the case studies, it is likely that nonfamily would have considered aog per

perceived as having a direct or indirect familial relationship to the yamifamily. This

is not to say that they would not recognize that there may be some sort of lyierarch
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among family members, but family is family and the perception is that theylWweul

treated differently.

Hiring Family Members

The question regarding the hiring of friends was immediately followed with the
same question about family members. However, in some cases, respondents commented
on family without even being asked. Surprisingly all of the respondents that adswer
this question, including nonfamily members, agreed that it was okay to hire family
members. Even those who were uncertain or stated that it was not okay to hire friends
said that it would be okay to hire family members. Their reasoning was thdawmiily
it was different; with friends one could lose the relationship, but with family, they
believed that the parties involved had no choice but to work it out. Below are several
responses from family and nonfamily members that exemplify these satdimEach
response addresses the question regarding the hiring of friends and is fojoaved b
discussion about their view of hiring family:

No (laughing). Because a lot of times you can’t keep your friendship. fRdy fa

it is different. | don’t feel that way with family because you are blood, and so

basically you have no choice but to work it out. (J534)

| think it is okay, but me personally, | wouldn’t hire friends. Reason being,

usually a lot of times you may know somebody away from the job; it's a lot

different than when you work for them, or see them on a daily basis. And it's a

good way to not become friends. | think so. I think it doesn’t work.

With family it is much better, ‘cause family can discipline each other, and
they're still going to be family. Whereas friends, if they distance $leéras, they
don’t have to talk to each other on a daily basis, or they don’t have to go to family
functions. So family has no choice but to work things out. Then you got a

matriarch or whoever that may be is going to take over and just do everything.
But friends, | don’t think is a good idea. (NF528)
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No, | would never hire a friendbecause they think that they can get over on you.
And then it puts you in a terrible position that you can't really supervise them...

| do think it is okay [with family] because family is family. No matter
how bad the fights are, they're always going to kiss and make up. With family,
you are going to see each other so have to figure a way to make it work. (NF532)

In addition, it seemed to be clear from responses to this question as well as
responses to other questions during the interview regarding hiring practicessgd in
Chapter 6 that unlike friends, family members may be hired regardless of their
gualifications, but they would be placed in positions based on their abilities and fit.

Yeah. | would encourage [hiring family]. | mean, you know, blood’s thicker than
water. | mean, you know, we wouldn’t screw each other. And the thing I do like
about the business, as much as I criticize it, is that although [family}, as fa

pulling weight get compensated the same as other [family] who pull lesssther
just enough to go around and it just works out. | mean, even if my cousin ended
up not being good with people, there’s a place for him to be in the company doing
this or that, and if he’s good with people, but not good with technical things, I just
think there’s a place for them to be there and the family always has the ifamily
mind. And, you know, when | do something, I think of everyone else that it may
affect, whereas an employee is just thinking of an employee. (J532)

| think hiring family is a little bit different than friends only becauseink
family sometimes may get hired irregardless and friends would hopefully
[not]....You know, | think that some family members would probably be here
whether they’re a true benefit or not would be my guess. But it hasn’t happened
here. No, not with [the junior family member]. But | do think that if one of his
daughters wanted to work here and they needed the job, he’d have them working
here and if we didn’t have anything for them to do, they'd be here anyway. And
if they weren’t doing a very good job, they'd still be here a little bit longer
[laughing], but, | mean, that hasn’t happened either. | mean, his daughters that
have worked here have all done pretty good stuff...just doing miscellaneous crap
around the office, but they have done good work.

[Let me clarify] when | say “they,” [| mean] some family businesses
would hire [family] even if they weren’t any good; | would think hiring them f
positions that aren’t necessarily main positions. Like | don’t think if [the folinder
didn’t think [the junior family member] was a good project manager, he would
have hired him to become a project manager. Now, he still may have hired him to
be out in the field digging ditches and cleaning up trash, doing whatever. He'd be
working for the company somehow, someway, but | honestly think that if he
didn’t think his kids could do it, they wouldn’t be in a key position. (NF517)
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Meaning of Nepotism

Next, respondents were asked to elaborate on the meaning of nepotism. They
were presented with a definition of nepotism, and asked whether or not they thought it
was a positive or negative thing. Although it would have been better in some ways not to
provide a definition and just ask them whether they perceived the term as positive or
negative, a definition was given because | had found that many people were hat fami
with the term and | did not want to embarrass anyone. Here is the exact wordlieg of t
guestion: “According to the dictionary, nepotism is defined as ‘favoritism based on
kinship (as in the appointment to a job).” Do you think nepotism is a positive or negative
thing?” Responses generally fell into four categories—those who viewed th@tande
practice as positive; those that viewed the concept as negative, but the pisactice
positive; those that viewed the concept and practice as negative; and those #wt view
the concept as neutral, stating that it depended on how it was practiced. theerall
responses within firms were fairly consistent; in other words if a foundenmr $amily
member felt a certain way, so did the junior family member and nonfamily nerhbe
that firm. This reinforces earlier findings regarding the presencetadragculture

among these family businesses.

Nepotism: A Positive Concept and Practice

There were two prominent reasons that emerged amongst those that viewed the
concept and practice as positive. The first reason cited by respondentsdcenttre
belief that family members were more trustworthy, loyal, and commhtedthose who

were not family. This is consistent with literature on the positive consequainces
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nepotism. Both Molofsky (1998) and Nelton (1998) cited better greater loyalty and long
term commitment as positive consequences of nepotism. One senior family member
expressed it this way:

| consider it a positive thing. Because there’s, | suppose, a greater sense of

loyalty. Your family has a much greater sense of loyalty and belorgamgift

you’re a nonfamily member. (S532)

The second reason cited by respondents that perceived the concept as positive was
based on the premise that favoritism was merely an opportunity; these respondents
basically said that as long as it was practiced appropriately it g@sdathing. By this
they meant that the favoritism ended with the opportunity, and that family mestitiers
needed to be competent or show great potential otherwise they would not get hired.
Furthermore, if a family member was hired and did not work out, they were eglcedpl
into a more fitting position or terminated. Consistent with rational choice theosg, the
firms clearly make an effotb satisfy and optimize both the family-first and business-
first value orientationsThe following responses are representative of this view:

| think of it as a positive thing, meaning giving someone an opportunity and

leaving it at that. | haven’'t been around when someone gets appointed just

because of who they are and all of a sudden drawing a six figure salary. And
knowing my dad, my dad gave me and my cousin a job, and we were able to run
with that avenue. So it is an added bonus, but it is up to us to make it after that.

(JI517)

...S0 nepotism done well, | think, is a good thing, so long as all it does is open the

door for you. Nepotism to the extreme so that you’re put in positions you don’t

belong in hurts everybody; it hurts the individual who you think you're
helping....So I think nepotism is good to the point that it opens that door, and
that’s what it did. If | would have opened the door here, brought [my daughter] in

knowing she couldn’t do it and then constantly found ways to get her through
things because she couldn’t do it on her own, I think it's a terrible thing. (F521)
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| think of it as positive because | don’t think we've used it for the negative aspects
of it; and although we’ve had some difficulties...[family members stealing],
they’re gone [fired]. (F518)

There were also a few respondents in this category that were confuseddsynthe t
nepotism; although they always thought the term was positive, and continudghe see
practice as positive, when they heard the definition they did not like wihénted.

That said, these respondents are still grouped in this category since theptiparof the
term had been positive up until this point. Here is one such response from a junior family

member:

That’s funny, 'cause our joke is we call this place “Nepotism [Company].”nWhe
people ask about the history of the company, ‘cause we’ve been around for so
long, and | start to tell them, and we always say, “Yeah, sometimes vite cal
‘Nepotism [Company],” but | don't like that now that | know the definition of it
— favoritism based on kinship. What is the question again?

| just thought it was a positive thing. You have a bunch of family working
for you, which is a great thing because hopefully they're all loyal and rreativa
people that want the company to forge ahead. (Chuckle) So I always thought it
was a good thing.

| think | always thought of “favoritism” as a negative word, so | guess
that’s why when | read this | was like, that’s not a very positive thing. (J518)

Nepotism: A Negative Concept but
Positive Practice

Those respondents who viewed the concept as negative, but the practice as
positive were really not that different from the previous group. Although they
acknowledged that nepotism had a negative connotation, this group also felt that
nepotism was positive as long as it was practiced appropriately. In soree case
respondents redefined the term by either denying its existence or deatiogshat what

they were practicing was not really nepotism; and in other cases resposidgoly
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stated that nepotism was not a problem at their company. Here are semEmases
from both family and nonfamily members that reflect this view:

| would say more as a negative. Well, my thinking is that if it's an appointment to
a job and you're not qualified, is the appointment more because of the
relationship? It wouldn't be for me. [For me] it would be if you were qualified or
if you wanted to come in and work your way up to that; that would be great.
(F533)

Overall, I would always think of nepotism as a negative thibgt.for a father to
give his son a job at the office and they can come up through the ranks and the kid
earns it, that’s not — to me that’s not really nepotism. (NF517)

...He's got to be competent. Now if he wasn’t competent | would be completely
opposed to that. But agree that the word nepotism conjures up a view that it is a
negative; that it is always undue favoritism....If you hire somebody you don't
know and you look at their resume, you have no idea what they're like, personally
or people skills. You know, you're taking a pig in a poke. You have no idea. I'd
rather go with somebody that | have confidence they can do the position. (NF520)

Meaning they are in the position because they are family? | think I would look it

as a negative but at the same time | understand that it goes on. | could see how at
other businesses that that would go on and | understand it. At the same time, if
there was [a family member] and another person capable of doing the job, and

you gave it to [the family member] because he was a relative, maybgivye it

to the relative because you know he would have more loyalty to the company and
you could trust him more so in that way | understand why it happens. So in that
case it wouldn’t be a negative. (J524)

| would think it would be negative. Meaning that if you're a family member,

you're going to be treated better? Well, as long as | have been here, I've neve

really felt that anybody was treated better than anybody else, so shat\ex

been the case here. I've never really felt like that. And that's my honest opinion.

They want to make this company the best. And if it's a family member,

that's great. If it's not, it's not. (NF533)

In addition, some of the family members that viewed the concept as negative but
saw the practice as positive commented on the drawbacks nepotism may have even when
practiced appropriately. Here are a few comments by family memibers asked

whether they thought nepotism was a positive or negative thing:
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Probably a negative because some people think that just because you alg a fami
member you get more benefits. And that was kind of one of those things that
when | was working with my father, | was working with another employee and he
was like, “you are here just because you are the son of the owner.” So sometimes
| think it backfires on you in a way, because they just feel that way. Léid,l s

my father didn’t do that; we weren't raised that way. (J534)

Well, you know | mean...it takes a hit on your business. You have to absorb the
negative effect of nepotism. It definitely reduces employee productaitizes

there to be chaos or some upheaval in your existing organization. And you have
to be prepared to sacrifice that, whatever that cost is to the company.in@yver t
works out..you just want to make sure that the position that you have put that
family member in, that they’re never in a position that they’re not capable of
doing....[Otherwise] you end up with problems, because you get credibility
problems, and the stuff we talked about where people who want to do their jobs
can’t do their jobs. (S516)

Nepotism: A Negative Concept and Practice

The third category of respondents viewed the concept of nepotism as well as the
practice as negative. However, once again, even though the respondents in this group
viewed nepotism as negative, ultimately they responded in a similar nemtierse who
felt the practice was positive as long as it is was also based on meritifférende here
was that this group clearly defined nepotism as “undue” favoritism, and ssla re
adamantly opposed the practice or any sort of favoritism that was not nsedt behis
was evident because many respondents related the term to situationsajutsde
business in which family members were incompetent and hired or kept on regafdles
their abilities. Furthermore, most of these respondents insisted thabdgdanstheir
company were merit based, and as a result seemed to ignore the fact thatlithey
practiced and/or benefited from nepotism. The family members in thesenfeignbave
been competent and/or had potential, but they were still favored. Here are a few

responses from family members that express these views:
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| think it's a negative. | just think people ought to be appointed to a job because
of their performance and production not because they’re part of the family. And |
think that has a lot to do with companies failing. | do think that we are excellent
about that. | think we appoint people who we think are going to produce and it's
no different [for family]. (J533)

Oh, negative. Because | really do believe that the workplace should be a place
based on merit rather than a place where people have to live with a family
member regardless of whether or not they have the skills to do the job.

That view that when a younger family member comes in, people are like

“that tool, | know how they got this job — they are going to tell me what to do?”

That is definitely a part of the view of the family business. So it isastieg

that, like you said, the definition doesn’t imply undue or incompetence as part of

the definition. [And] people do it with friends too and think nothing of it. It's

who you know not what you know. But | think broad brush; that was why | had

that reaction. | don’t like nepotism because | think everything in life should be

about merit. You have good friends by being a good friend. You get a promotion
by doing good work. (J519)

That's a bad thing. It's a bad thing because merit and ability is what you should

use when promoting people or appointing people to things, their capabilities, and

not the fact that they’re a child. That's a bad thing for the world. (F522)

This last response is particularly interesting because in previous distjghis
founder had expressed some concerns about the level of competence of one of his sons
(confirmed by the other members of the firm that were interviewed).p&ss$ed him
about the issue saying “...but you have allowed him to continue in this position simply
because he is your son?” Visibly troubled by the situation (as well as the irbisy of
previous statement), the founder reluctantly replied “Yes, it's a mistiakehoping he
will come around. That's a big part of the problem that [another family member in the
business] has with him” (F522). Clearly, our ideal culture does not alwayst k&ile
real culture, and what one says is not always what one does. Furthermore whas one say

and does may be dependent upon their position. This situation describes one of the

biggest fears cited by opponents of nepotism—that nepotism can lead to hiring



240
unqualified and keeping incompetent family members in supervisory positions (Kets de
Vries 1993; Yeung 2000).

In another instance, a nonfamily member that was adamantly opposed to nepotism
concluded that the reason it was negative was because it did not benefiTthisns.
obviously related to rational choice theory since from the nonfamily member’s
perspective the practice of nepotism fails to optimize their objectives #meréedore not
consistent with their preference hierarchy. According to this member, srepots:

Negative because it is unfair; it's not right. Well, it's negative to me as a

nonfamily member. It would be positive to a family member. In some sense, it

belittles what a nonfamily member brings to the table. That if you had two

[Susans] and one was a family member and one wasn't, it's not fair that family

[Susan] would get treated different than nonfamily [Susan], when we both bring

the same value to the company.

Now, if [Susan] was my child, it would be a positive thing. I'd be glad

that [Susan] could work in my business. (NF516)

Another pattern that emerged amongst those that viewed the concept of nepotism
as well as the practice as negative was the preponderance of junior famibens that
felt this way. Furthermore, these junior family members often seemed dafdresive
when the question was asked. It was as though they wanted to convince me that
nepotism was an immoral and awful practice, and ensure that | (as wélees) &hew
that they were competent and that their status was not undeserved or unearowds Bel
an example of such a response:

| think it’s a horrible thing, and questions about family coming into the business

for me they've got to — no favoritism, start at the bottom, hard knocks. | think it's

a terrible thing. | think it's not terrible for the family; it's terrilfler the business.

It's like incest to me; it’s like inbreeding. You end up toothless,
eventually. [Laughter.] (J522)
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This last sentiment also expresses a common defense and rationale givearihgmoihy
members (even those who labeled nepotism as negative) as well as othearfamily
nonfamily members when discussing their own situation or business; “you have to start
from the bottom and work your way up.” And they state it with such confidence, as if
this solves everything, relieving them of their immoral practices and proving izt
has happened in their company was not really nepotism. What if a family measer
gualified for a top managerial position; would that same person still have tot skeat a
bottom? Would they have to start at the bottom with those same qualificatibeg if
were not a family member? Probably not.

Interestingly, when discussing the practice of hiring friends, the issuerafity
was never really brought up like it had been during other discussions on the topic
regarding family. For those that saw this practice as unfavorable, tleevi@swon the
fear of negative consequences. Yet, when one uses the term nepotism, sdnthlbs
replaces favoritism based on friendship with favoritism based on kinship, it becomes a
ethical issue where the assumption is that the family member must beeteoin
Whenever someone hires a family member (or friend) they are, of course, fatenmg
because of the relationship; what is unknown is whether or not they have the competence
to go along with it. This issue is not all that different than what minority apydicae
faced with in the job market; instead of “nepotism,” the dirty word is “affilveat
action.” Both have negative connotations and imply that any opportunity, promotion, or
success was unearned. Even those that appear to accept the merits of a hired family
member still seem to have doubts about the family’s motives; and this seems to

overshadow any contributions the family member has made to the business. In this
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excerpt, taken from two different points during the interview, a nonfamilybaem
expresses these concerns:

...a lot of times they don’t volunteer that they're [family members]. It'stinat
they're trying to hide it, it's just that...and it'd be like “Oh, well, they got iris t
position because they are [family].” But if they couldn’t do the job, they wouldn’t
have it. If they weren't capable, they would not be here; so they’'ve earned what
they’'ve got. [The founder] didn’t put people in positions where he didn’t think
they could handle it....I mean, they are doing a good job and will continue to do a
good job long after I retire.

....When I think about [when the junior family member first entered the
business], | think of them accepting [a nonfamily member’s] resignation so
willingly...they accepted her resignation because they already had thehsg
already knew [this junior family member] was coming in. | don’t know fiia&
fact, but that’s definitely how it looked....I don’t think their actions were
intentional; | think things just happened. I think when [the nonfamily member]
gave her notice it just made it easier; | mean | don’t know, they could have had a
plan to bring [the junior family member] in at some other position or had her
working in some other capacity doing other things. (NF515)

So, for all intents and purposes, it really does not seem to matter why therfeanilyer
was brought in or if they are competent or not because if the perception is that the
practice of nepotism is negative, no matter what that individual does they cacajot e

their ascribed status as a family member.

Nepotism: A Neutral Concept

The last category of responses viewed the concept of nepotism as neutngl, stat
that it depended on how it was practiced. As with the other categories, the nvessage
ultimately the same; if practiced in an appropriate manner, nepotism can ibeepoEhne
difference with this group is that they immediately acknowledged thaletingtion was
neutral. This founder stated it best when he said:

The word nepotism is a negative, but the definition is neither. Well, the word is.

It has a negative connotation the way it's been used or the perception of nepotism
the way it's portrayed. If you see, well, that was blatant nepotism, welk that’
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always bad. Every time you see it written it always is part of a negative
paragraph or sentence, but the definition of nepotism by and of itself is neither
positive nor negative. It is neutral. It's just always presented as negltsve

always used in a negative context. “Well, yeah, that company screwed up
because that guy practiced nepotism and the family couldn’t do squat when they
got in the business” type of thing. There’s always some negative. They never
say, “They practiced nepotism and they hired these great people so the company
is flourishing.” Look at Anheuser-Busch, that's a seventh-generation business,
and they've always had Busch family members running it and they don’t say,
“Well that nepotism sure didn’t work there.” So it's just the way they — it’s
always negative when it's presented that way, but if you look at the definitson, it
neutral. It could be positive, it could be negative. (S515)

Others in this category expanded on this view by pointing out that it depended on
the individual as well as the why the person was hired (in addition to being a family
member) and other informal practices adopted by the company. The following
sentiments were expressed by a founder, junior family member, and nonfamibeme
respectively:

| don’t think it is either one—I think it could be a little bit of both. Well, for us, |
try to keep everyone equal. | don'’t try to give my family more than anyone else
(F534)

| think it can be good. | think it can be bad too. It can be good if the appointment
you’re making or the favoritism you’re making is going to benefit the

organization as a whole, add value as a whole. And you're going to end up better
than if you didn’t make the appointment. It can be bad if you're just appointing
someone and they're going to go the opposite direction. If they’re not going to
contribute, they’re going to drag things down, and they’re going to causectonfli
Whatever negative you want to point to. Depending on the person that you're
appointing, if you're just appointing them because they are of kin then it's
probably not a good thing but | don’t think that that happens here. (J523)

| mean | think it could go either way. | think it just depends on the person;
meaning that you know if the person is capable and wants to be in the business or
not. So if they're competent, | think they can work out great. If they're jus ther

to claim a paycheck, and they're struggling, then it can be a real nedptige t
(NF521)
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In summation, most of the respondents accepted the premise that forms the base
of this study; nepotism in itself is not inherently negative or positive, and thenoelis
dependent upon the manner in which it is practiced. Under certain conditions, it is
acceptable to hire friends and family of both family and nonfamily membéing &fm.

This was evident in the dual nature of the responses given to the various questions
specifically focusing on the topic of nepotism as well as other conversaktimughout
the interviews.

Those who viewed the concept and practice as positive also acknowledged the
negative effects hiring family or even friends could have on individuals and the Isusines
Those that viewed the concept as negative, but the practice as positive aghosikas
that viewed the concept as neutral visibly noted that the outcome was dependent upon the
manner in which it was practiced. Even those that viewed the concept and @sctice
negative often unintentionally demonstrated that hiring family was accepbadbleertain
degree and under certain circumstances. It was also evident that many of the
respondents, especially family members, struggled with their participattbe practice
and societal values that regard “favoritism” and perceive “nepotism” asiveg For
nonfamily members the struggle had nothing to do with their participation, rathdr it ha
to do with their exclusion from the practice and the perception that the practice wa
unequal and thus unfair to them. Of course, in most of these cases the costs that go along
with the benefits were not factored into the equation, and nonfamily did not really

recognize the benefits that may come from this exclusion.
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Policy Implications

Based on the limited knowledge gained from this study, it is clear that member
perceptions of nepotism, nepotism practices and the perceptions of members upon the
nepot’s entrance into the family business have consequences. To prevent negative
consequences and ensure positive results it is important to put policies an@gractic
place that diminish the impact of these negative perspectives and encowlygeedltat
does not regard these policies as lip service but common practice.

To start, one should consider putting policies in place that define and address
nepotism (as well as favoritism based on friendship), and then articulate theéemwrit
conditions for practicing nepotism expressed by so many of the respondentsindizis
In doing so, one should be candid; for example, actually state that the firm will favor
family and friends of family or nonfamily members, but only if the person has the
appropriate skills or capability. One should also detail how this is determinadingl
any qualities that are valued that may not be obvious from a resume, such as trust and
loyalty. Other conditions and specifications could be added that express the form

favoritism will take, for instance, favoritism is only afforded as an oppoytuaitd then

one could lay out the consequences, both positive and negative, based on performance.

desired, such conditions could be specific, stating for example, that those (whichever
groups one wanted to include) that do not perform well in their initial position will be
kept on in some capacity if another position is available (or if there are exgatiagle
tasks that need to be performed for the business).

It is also important to communicate the philosophy behind these rules; for

example, this policy is in place because one of the company’s objectives lis fanhiéy

If
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and friends by placing them in positions that they will be successful and that wi
ultimately help the business. One firm’s ideal culture may differ sligidip another,
but the point is to express the firm’s values, turn norms into formal rules, and elyimat
put these values and norms into practice. Of course, the policies do not mean a thing if

they are not followed or exceptions are consistently granted.



CHAPTER 9
CONCLUSION
In this final chapter, the empirical and theoretical contributions of the atedy

synthesized and discussed. The chapter is divided into three sections. The first part
presents a summary of the findings in relation to existing literature on srepadti also
explores some of the potential practical outcomes of these findings. The sedmmd sec
provides a discussion of the theoretical contributions to the field of family busingss
the impact this research may have on scholarly activities in sociology. bwstreettion,

several implications for future research are proposed.

Empirical Findings in Relation to the Literature

The purpose of this study was to explore the consequences of nepotism and
nepotism practices on family businesses and their members. In keeping with this
purpose, the main objective of the research was to gain knowledge regarding the
conditions in which nepotism is beneficial or problematic to members and the family
firm. To accomplish this, the study explored the role structure and culturemplays i
developing nepotism practices as well as the impact these practices hhge on t
interpersonal relationships of members. A discussion of the empirical findings
addressing each of these objectives in relation to the existing literatuepotism

follows.

247
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Negative and Positive Consequences

Although nepotism is often viewed with negativity, this research suggestsithat it
not inherently negative or positive to the family firm and that the outcome is depende
upon nepotism policies and practices. Throughout the study, both negative and positive
outcomes surfaced in the data. The most prominent negative consequence observed was
the fear that nonfamily employees would resent the employment of familypens@nd
as a result treat them unkindly if brought into the business (Nelton 1998). This was
evident in numerous responses from senior, junior, and nonfamily members and was
typically found within firms in which members were resisted at the onset ofisiepot
According to the typology of the social component of member success (Figure 3.3)
presented in Chapter 3, these members were labeled as either “competitr@pdais.”
Members viewed as “competition” were resisted, but valued. Whereas members
perceived as “rejects” were resisted, but devalued.

In both cases, the practical implications of this negative outcome can be
detrimental to the success of members and the firm. When nepots and nonfamily
members are resisted, the interpersonal relationships between memlegiseardrained
or weak. Consequently, the member’'s experience at the firm is unpleasantdras thi
both short-term and long-term consequences for all parties. One likely outcdrise of t
experience could be the loss (either through a resignation or firing) eddiséed
member or the member who resisted them. In the short-term, if it is the mgnfam
member that is being resisted, this individual may choose to resign or the newly
employed nepot may be terminated. This was exemplified by the firm in whi&thiee

chose his long-time secretary over his daughters. In the long-term, the nepot ris
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alienating the nonfamily member and losing someone who may be potentially gamabl
their success and the future success of the business. In addition, the nepsentias |
respect of founding/senior family members who tend to feel more loyahtamily
members than to junior family members. Therefore, as supported by ratiora choi
theory, it is in the best interests of nepots to treat nonfamily members irtiggoosi
manner and help them become successful (Chua et al. 2003). Without the help of key
nonfamily members, the business will suffer. And when the business suffers,dbgssuc
of everyone is at stake. Therefore, when nonfamily members are successfsl, nepot
benefit.

If it is the nepot that is being resisted, this individual may choose to resign or the
nonfamily member may be terminated. In the long-term, the consequencesstorges
nepot may be more detrimental than resisting nonfamily members sineaynfamily
businesses the future vitality of the firm often depends on the successfuidraofsit
nepots into the business (Chua, Chrisman, and Sharma 2003). When there are no family
members to replace the founder/senior family member, firms are freqeelttlgr go out
of business. As a result, these key nonfamily members are often left without ajib. S
is in the nonfamily member’s best interests to help nepots become successful. When
nepots are successful, nonfamily employees benefit. And when both nepots and
nonfamily members are successful, the business benefits.

Other negative consequences supported by the data include the belief that
nonfamily members would view nepots as an impediment to their promotion and success
(Nelton 1998), the worry that family members may be lazy and have attitudes of

entitlement (Nelton 1998), and the concern that nepotism makes attracting amingusta
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professional managers problematic (Toy, Brown, and Miles 1988; Kets de Vries 1993;
Wong and Kleiner 1994; Nelton 1998; Yeung 2000). Although attracting and sustaining
professional managers was one of the main concerns cited in the literat@eyabemly
one white-collar firm in the study in which members identified this as a pnoble
Furthermore, none of the members of the blue-collar businesses seemed to thak this
an issue. Therefore, it is likely that this concern is industry specific. Weseesalso two
other negative consequences cited by those opposed to nepotism that were not supported
by this research; they include the hiring and continued employment of unqualifilég fam
members in supervisory positions (Kets de Vries 1993; Yeung 2000) and unequal
sanctions (Kets de Vries 1993). Although unequal sanctions were observed, they were
not always to the benefit of family members as suggested by the literature

Positive consequences were also observed. Among those supported by the data
were the ability to fulfill needs at peak times (Molofsky 1998) and theflibaenepots
provide customers with a sense that they are dealing with someone who is “in charge”
(Fischetti 1992). However, the most commonly observed benefits were thasmepoti
fosters exceptional dedication among employees (Molofsky 1999), promotdig &
solidarity and sense of ownership (Wong and Kleiner 1994), and incites grealigr loya
and long-term commitment to the company (Molofsky 1998; Nelton 1998). These
gualities were evident in countless stories told by nonfamily members anddheritly
expressed sentiment that they are treated “just like family.”
The size of the firm appears to be particularly relevant in these cases.tcGmall

medium sized firms typically utilize a simple or pre-bureaucratic orgaarmal structure

and have not yet reached the developmental phase in which formal policies are
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established. Consequently, control and influence typically comes from thedop a
personal relationships with that individual or group of individuals are ultimatefg m
important than rules, procedures, and one’s position and roles (Harrison 1972; Handy
1993). In family businesses, this type of power is exercised with a “velvet gioce
employees are “cared for rather than exploited” (Harrison 1972:121). Therefoee i
absence of formal policy, the values and culture of the firm become increasingly
important to the type of social behavior exhibited by members and the subsequent
success of the firm. Although this study advocates for the establishment adf forma
nepotism policies, the absence of such policies is what allows the leadershipdeebe m
flexible in their treatment of members. And it is precisely this flexjbihat enables
members to feel a sense of solidarity, ownership, and loyalty to the firm. ikgtws, it
is important for family firms to balance the need for formal policies vdtitbe same

time maintaining the flexibility that exists in their absence.

Structural and Cultural Conditions
Although the strength and direction of the relationship between nepotism policies
and practices and the structural and cultural characteristics could not beednalyz
empirical data from the case studies indicated that at least some afhibeseteristics
play a role in their development. Industry type appeared to have the gregsast im
Members of white-collar firms often had very different expectations amepgons than
members of blue-collar businesses. As a result, the behavior and interpersonal

relationships differed at the onset of nepotism and in the years that followed. Thi
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evidence is supported by conflict theory since white-collar firms tend toditeeent
power structures than blue-collar firms.

Age does not appear to directly influence nepotism practices, but it iglrelate
the developmental phase since as the firm ages it is more likely to reatageen
which formal and thus more open policies are established. Size is somewraattrele
since as the firm increases in size so does the likelihood of having equal as faetal
and thus open nepotism policies. Both of these findings are consistent with structural-
functionalism since allocation, adaptation, integration, and self-maintenance of the
system and its subsystem are necessary if family businesses areve. survi

Values are also important. Members seem to be more likely to perceivegsact
as fair when the values among family and nonfamily members are consistent a
rational-choice perspective, this stands to reason since consistency in valises i
indicative of firms that tend to integraded/or satisfy and optimize values in both the
family-first and business-first value orientatio’®hen a family business is able to
achieve that balance of optimization, the dichotomy between the family and thesbusine
disappears, and the family business is viewed as one collaborative sattenihran
competing systems of values. This not only promotes member success but also the
success of the business. From a practical standpoint, it could be surmised that firms
should make an effort to formally and informally articulate their coreesahnd goals to
members. This will not only help leadership practice what they preach, but itsaill a

ensure that members perceive the practices as fair.
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Nepotism’s Impact on Interpersonal Relationships

In Chapter 3 a typology of the social component of member success (Figure 3.3)
was presented to express the intersection of attitudes and actions of membeasevdro f
have been faced with nepotism. According to this typology, individuals may be valued or
devalued and welcomed or resisted. Individuals who are valued and welcomeahare see
as an “asset.” The attitudes towards these individuals are considerecepasitithe
actions towards such individuals have a positive impact indicating a strong irteeders
relationship between members. Individuals who are valued, but resisted arg agwe
“competition.” The attitudes towards these individuals are considered positiveebut t
actions towards such individuals have a negative impact indicating a strained
interpersonal relationship that is perceived as weak by members. Individuaésev
devalued, but welcomed are labeled “clowns.” The attitudes towards these individua
are considered negative, but the actions towards such individuals have a positoete impa
This also indicates a strained interpersonal relationship, but in this castatlomship is
perceived as strong by members. And those individuals who are devalued and resisted
are seen as “rejects.” The attitudes and perceptions towards these ingliaréual
considered negative, and the actions towards such individuals have a negative impact
indicating a weak interpersonal relationship between members.

Only three of these types were observed in the data—those identified as™assets
“competition,” and “rejects.” Although members identified as a “clown” were not
represented in this study, there was evidence that this category existsveHdhese
members were not typically in key positions in the business and had either lefintloe fir

been fired. The absence of this category among members that are stitignortie
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family business is important since incompetence and laziness amongifeemlyers
(Nelton 1998) and the belief that such individuals are promoted and kept in supervisory
positions (Kets de Vries 1993; Yeung 2000) are some of the most commonly cited
gualities associated with family businesses. Contrary to this steredtgmigta indicate
that the value orientation of family firms may not be as slanted towardyfrsilas

some might believe.

The Character of Nepotism Practices

In addition to the claim that nepotism in itself is not inherently negative or
positive to the family firm, | also argue that family businesses canl aegative
outcomes and ensure positive results by implementing nepotism policies angbpract
that are both open and fair. In other words, it is under these conditions that nepotism is
believed to be most beneficial to family firms.

A typology (Figure 3.2) was presented in Chapter 3 to express the intersection of
four qualities used to describe the character of nepotism practices—open, daséd, e
and unequal. According to this typology, the “most beneficial” nepotism practiee
identified as those that are both open and equal since these practices aleinostde
perceived as fair. Firms that have practices that are open but unequal avdsaid t
“beneficial” and those that have practices that are closed but equal aie lsaid
“problematic.” In both of these cases, nepotism practices may or may not g as
fair. However, due to the negative connotation of nepotism, it is believed that fitms tha
practice equal but closed practices are more problematic than firnpgdbace unequal

but open practices since it is likely that members, especially nonfammpers, will
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assume that the practices are unequal even when they are not. Those nepdtas prac
that are closed and unequal are identified as the “most problematic” sire@theces
are least likely to be perceived as fair.

According to the empirical data, most of the firms in this study were u#tlynat
identified as having practices that are open but unequal. Although data used to determine
whether or not nepotism practices were open or closed were inconclusive, iearas cl
that all of the firms in this research have at least some nepotism @sdtiat are
unequal. As a result, firms in this study were initially identified as haviactipes that
are either “beneficial” or “most problematic” to the firm. Howeveroaging to the data
elicited from members when asked to directly assess the equity of thegahdie
practices, it was determined that the practices did not have to be the same teiveger
as fair.

So even though fairness is considered an outcome in the typology of nepotism
practices, when the characteristics of equal and unequal practicese tieethe
outcome types instead of to the characteristics of open and closed praatmese said
that most of the firms in this study would be identified as having practices¢hat a
“beneficial.” Since practices that are “most problematic” are ldadylto be perceived
as fair, it stands to reason that if most members perceive their firm'spsaas fair (as
they do in this study) they are more likely to be labeled “beneficial” thant“mos
problematic.” Obviously further research on these relationships is needed to ioe certa
but based on this assessment, once could speculate that firms do not necessarily have to
employ equal policies to be perceived as fair as long as they are open aboutisigsh pol

and consistent in their practices.
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The empirical data in this study also suggest that equity is essential to the
interpersonal relationships of members. These relationships impact memiesssarod
this in turn affects the overall success of the business. According to therdetdhét
perceive nepotism practices as fair identified members as eithersat’‘@is
“‘competition.” These members were always valued, but in some cases it took fowhile
them to be welcomed. Therefore, nepotism practices that are viewed asufainres
either “strong” or “strained” interpersonal relationships. Firms thaeparmepotism as
unfair identified members as either a “reject” or “competition.” InaHems, members
were always resisted but in some cases they eventually became valuecesiél a
nepotism practices that are viewed as unfair result in either “weak’raifst”
interpersonal relationships.

Although nepotism may open doors for family members, in most cases the
favoritism did not appear to extend much beyond the member’s initial full-timenestr
Therefore, instead of family business practitioners and owners focusingnimaging
nepotism, it seems reasonable to suggest that they concentrate on alleviategathe
impact. From a structural viewpoint it is important to consider the conditionsxibat e
within the family and company prior to the nepot'’s full-time entrance or pkaceim a
leadership position. For example, how does the founder’s/senior’'s spouse feel about thei
child’s possible involvement in the family firm? Are there any issues betsibings or
other family members in the business that need to be discussed before bringinthene of
children into the business? How will you resolve conflicts between famitytees? Is
the business in need of help? Will the nepot be brought in at the ground level or a

leadership position? How does the nepot’s age and gender impact all of thasasi&cis
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In addition, owners should establish a plan and some informal ground rules at the
very least, and then communicate this information to both the family and nonfamily
members before the onset of nepotism and/or before placing a nepot in a leadership
position. Based on the discussions regarding the hiring of friends and familyers it
is clear that the same basic conditions for friends should apply for family: it) The
employment should benefit the business; 2) they should be qualified and competent if
they are going to be placed in a key position; and 3) boundaries should be established
between the status of employee and that of a friend or family member.
Key nonfamily members should be consulted not simply told that a family

member is joining the business. It is also important for owners to verbally deklyawv
the nonfamily member’s value to the company and assure them (if this iSéhasci is
in most family firms) that the nepot is not taking their job and will not impede their
success in the business. While many of the owners in the study did acknowledge the
nonfamily member’s value to the firm by promoting them or giving them additional
perks, most did not communicate this verbally. It is important to actually “ssy that
there are no misconceptions, and promotions and perks are not interpreted as if the owner
is trying to buy their loyalty. Furthermore, to avoid speculation it is sacgs$o be
honest with the nonfamily member about their future in the business. For example, even
if it seems obvious to the owner, if the nonfamily member will never run or own the
company the owner should tell them. Discussions should also ensue regarding the
responsibilities and expectations of both the nonfamily member and nepot. If there w
be differences (and there will), be up front about these differences and explaadéhe

offs that inevitably come from these differences. Similar discussiemgdsincur with
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the nepot, and then all parties should be brought together prior to the nepot’s entrance or
rise to a leadership position to converse about the process. While these suggestions

seem apparent, few owners take the time or effort to put these thoughts into practice

Theoretical Contributions

This study was framed by four major sociological theories—structural-
functionalism, conflict, symbolic interactionism, and rational choice theory.levitie
prospect of utilizing such broad theories to explore any subject matter leas litt
redeeming value among sociologists, the implications of their use in th&chsare
significant. Given that sociology is recognized as a major contributor tcetteofi
family business, and because sociological theory and concepts are noticeamiyrabs
the literature, one of the goals of this study was to expose academics indasthes
other social sciences as well as practitioners and family businesssdwitleis unique
perspective. This research accomplishes that by identifying paradigrtieeanés of
sociological thought and integrating them with the existing body of knowledge found in
the field of family business. In addition to expanding cross-disciplinary uaddisy, it
is also hoped that other scholars and professionals that serve family busindsses wil
recognize the value and relevance of sociology in family business reaedrpractice.

Sociology is ideally suited for studying family businesses because it snable
scholars and practitioners to connect the private problems and experiences of the
individual with the social issues found in the larger society. In sociology #wsisi
known as the sociological imagination (Mills 1959). In other words, sociology

approaches phenomena at the micro, meso, and macro levels and highlights the
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relationships between them. At the micro level the focus is on interactions arid socia
practices of individuals within the family business. At the meso level the fecusthe
structure and culture of the organization itself. And at the macro level tie $bits to
the relationship between the family business and other social and cultetelgsar
structures in society. Sociologists are experts in human diversity—cudtanggity,
race, gender, sexuality, age, religion, and more, and this knowledge becomeskxtr
useful as businesses become more diverse and global in their workforce antecust
base. They understand systems and organizational behavior and dynamicsgktructur
functionalism). They are skilled in conflict management and resolution (cohgiaty).
Furthermore, sociologists recognize the importance of communication and how
individuals make sense of and interpret the social world they live in through languige a
symbols (symbolic interactionism). Together, this provides an ideal platform for
understanding family businesses, and this combination of theories may be exactly th
paradigm researchers have been searching for to unite the field of fasiig$s.

In the same spirit, the absence of family business in sociology is equallynteleva
By studying family businesses and nepotism, this research contributes twasme
subfields within the discipline of sociology. Among some of the relevant braaches
the study of organizations, occupations, and work; the study of family; interahti
migration; the sociology of culture; and of course, studies that examingehactive
effects of gender, ethnicity, race, sexuality, aging and the lifssepand socioeconomic
status. And finally, because this work is client-centered and actively seess the
sociological perspective and its tools to understand and help professionalsmeamnde

enhance the social life (Steele and lutcovich 1997) of members of family laesiraess
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well as the organization itself, this research contributes to researchaatidgpm applied

sociology.

Implications for Future Research

Because this study is exploratory, it has widened the scope for furthechesear
related to nepotism and its consequences on family businesses and its members. In
addition to the need for more quantitative research on this topic, which would make
findings more generalizable, there are a number of other directions for futdiesshat
should be considered. First, because the data on the openness of firms was inconclusive,
it would be beneficial to focus on this characteristic and relate the fingtirige
typology developed on nepotism practices (Figure 3.2) which illustrates theeutten
of open, closed, equal, and unequal nepotism practices. It would also be of interest to
conduct a longitudinal study on nepots to determine the conditions and reasons why some
nepots stay in the family business even in the face of adversity while other®lesmre
fired. Longitudinal research would also be useful in connecting nepotism to member
success as well as the overall success of the business.

One of the main concerns cited by those opposed to nepotism is that nepotism
may lead to hiring unqualified and keeping incompetent family members in supervisory
positions (Kets de Vries 1993; Yeung 2000). Interestingly, through the case $tutdie
not the focus of the data presented here, it became apparent that family basiftess
hired unqualified and kept incompetent nonfamily members in supervisory positions. It

would be interesting to compare family firms with businesses that are nbt-tammed
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to see if there was a relationship between such practices and the valtstionexi
firms.

Furthermore, based on the data found in this research it became evident that the
distinction between white-collar and blue-collar family businesses wdh @xploring.
It seems that members in white-collar firms have different expaasadnd perceptions
than those in blue-collar businesses and this impacts the conditions in which nepotism is
viewed as beneficial or problematic. Industry type may also be salieffitenasteas of
family business research. For example, education was more relevant toallhite-c
firms in assessing qualifications, and tenure seemed to be much more importaet in bl
collar companies. And finally, although there were some firms in this studg whe
differences in gender were salient, there were not enough cases for ateanglysis.
Therefore, it would be interesting to explore the effects of gender on mepdicr
example if the nepot is a woman and the key nonfamily member is a man, doegthis aff
the perceptions, actions, and interpersonal relationships differently than if ewthars
are men? As more women enter leadership positions in family firms, will nepotism
policies and practices become increasing open? These types of studies usay be j
enough to incite greater interest in the field of family business among sasislagd put

sociology on the map in the realm of family business research.



APPENDIX A

QUESTIONNAIRE: BEST PRACTICES IN FAMILY BUSINESS

Dear Family Business Owner:

I am pleased to invite you to participate in Best Practicesin Family Business Survey, led by Gina M. Finelli of
American University with support from the Kogod 8ohof Business.

As a family-owned business, you play a significarié in the well being of our nation’s economy. cAcding to broad
estimates, approximately 90% of all business in Acaeare family owned. Family businesses accoomna$ much as
78% of all new job creation, 62% of employment, arehte 64% of the U.S. gross national product.

Unfortunately, we know relatively little about fagnbusinesses. This survey will help researcheasn more about
the organization, leadership, policies, proceduard,values of family businesses. The findings mdt only expand
knowledge in the field of family business, but veilso provide vital information to assist familydinesses, advisors,
and consultants of family businesses in developffertive policies and practices for successfupgmting their
business.

To help uslearn more about family businesses, we want you to tell us your story!

To participate in the survey, your business musgtra#é of the following criteria:

e  Ownership is held by one or more family member;

e the majority of voting control is in the hands afh@mber or members of the family;

e the major operating decisions and plans for ledwesuccession are influenced by a family membenembers
actively serving in management; and

e there is currently active involvement by multipkengrations in the business.

Please complete the survey as thoroughly as pessiil responses will beonfidential. A senior ranking family
business owner and/or top decision-maker shoulgpteimthe survey. Please consider “family” to mezamily or
families that currently control the business angebple related to them by blood, adoption, orriage.

Please complete and return the survey by September 30, 2005.

If you prefer, the survey may be completed online at www.surveymonkey.com/s.asp?u=133771138932
Thank you for your participation. Upon completiditlee survey, you will receive a 3-month subscdptioThe
Family Business Advisd@a $50 valuegas a token of my gratitude. The eight page moniblysletter provides
practical tips, ideas, and insights from renowraadify business experts to assist family-owned emisgs with their
special needs. Should you have any questionsromemts, please contact me at xxx-xxx-xxxx or by ieata
XXXX @ XXXX. XXX.

Sincerely,

Gina M. Finelli

* Joseph H. Astrachan (Director of the Cox Familyeporise Center at Kennesaw State University) aetisgla Shanker
(Associate Director of Loyola University’s FamilyuBiness Center), 1996 and 2003.
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ool
. . . . ]
Best Practicesin Family Business Survey ||||
v //4
Directions: Indicate your response by checking the appropriate box, circling the //Wﬂ
appropriate number, or filling in the blank. ”"
Section |: Company and Member Characteristics
1. Year Business Founded:
2. Company Industry:
3. Principal Product or Service:
4. Your position in the business: (Check all thzplst.)
u CEO U General Manager
4 President U Manager
U Vice-President U4 Other
d Chairman of the Board
5. How many years have you held your current pmshi
6. How many years have you been employed in thdydmsiness?
7. What is your age?
8. What is your gender? U Male U Female
9. What is your race/ethnicity?
10. What is your educational level?
U Less than high school U Some college U Post-graduate
4 High school graduate U College graduate
11. What legal form best describes the business?
U C Corporation U4 Limited Liability Company U General Partnership
d S Corporation O Limited Partnership 4 Individual Proprietorship

12. Approximate gross revenues last year:

4 < $100,000 U $1,000,000 to $4,999,999
U $100,000 to $249,999 U $5,000,000 to $9,999,999
4 $250,000 to $499,999 4 $10,000,000 to $50,000,000

4 $500,000 to $999,999 4 >$50,000,000



13.

14.

15.

16.
17.
18.

19.

20. Number of family members currently employedtiy company:

21. How many family members have ceased employmigim the business in the past 5 years and have no
returned?
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In the past three years, how has the salesuewvehanged?

A Increased more than 11%
Q Increased from 6% - 10%
A Increased from 1% - 5%

How does this compare with your industry?

O We fared better than the industry average
U We fared worse than the industry average

U No change
U Decreased from 1% - 5%
U Decreased by more than 5%

O About the same as the industry average
4 Don't know

Excluding trade payables, company debt averageoximately what percent of the equity?

O No debt
1% - 25%
0 26% - 50%

full-time

Number of employees:

What percentage of the company does the faoity?

Number of generations actively involved in bhusiness?Qd 1

0 51% - 100%
1 101% - 200%
O Over 200%

piane

a2 as3

Which generation of the family is currentlyciontrol of the business?

Q 1St Q 2nd Q 3rd Q 4’(h

Male Female

ash aen a7 agh

21a. Why did the family member(s) leave? (Checltat apply.)

U Position was only temporary

U Career change

U Life change (marriage, pregnancy, etc.)
4 Not a good fit for the business

U Family disagreement
U Retirement

4 lliness/Death

4 Other
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22. For each family member currently employed leydbmpany, not including yourself, please indicate

current job title/position, age, gender, educatiat@inment, number of years in current positemg
number of years in the business:

Title/Position Age | Gender | Educational | Yearsin | Yearsin
Attainment | position | business

23. Number of nonfamily managers (key employeeshénbusiness:

24. For each nonfamily manager (key employee),sgl@adicate current job title/position, age, gender

race/ethnicity, educational attainment, numbereatrg in current position, and number of yearsén th
business:

Title/Position Age | Gender Race/ Educational | Yearsin | Yearsin
Ethnicity | Attainment | position | business
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25. Which of the following best describes your fgnbiusiness? (Check one from each section.)

Family Development Phase:

U Young Business Family (adult generation underchidren if any, under 18)
U Entering the Business (senior generation betw&eb53 junior generation in teens/early 20s)
U Working Together (senior generation between 50@%5pr generation between 20-45)

U Passing the Baton (senior generation age 60+picegs of transferring leadership)

Business Development Phase:

4 Start-up (formation of informal organizationalwstture, with owner-manager at center; one product
or business line)

U Expansion/Formalization (increasingly functionmbsture; multiple products or business lines)

O Maturity (stable or declining customer base withderate growth, with senior management team;
well-established organizational routines)

Ownership Development Phase:

U Controlling Owner (ownership control consolidateane individual or coupleother owners, if
any, have token ownership holdings)

4 Sibling Partnership (effective control in the hamdone sibling generatigmot necessarily related
by blood)

O Cousin Consortium (many cousin shareholders; mextd employed and non-employed family
owners)
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Section |I: Strategies and Organization

1. Do you believe that your business will be coligtbby the same family(ies) in five years?
4 Yes 4 No

2. How does your company plan to distribute ownipréhthe next generation? (Check all that apply.)

U Greater ownership for active family members

U Equal ownership for active and inactive family nioemrs
U No ownership for inactive family members

O A combination of family and nonfamily members

U Not applicable (business to be sold outside thelya
U Undecided

3. Does your company have a written business plan?es d No

3a. If yes, how well is it known by company managet

a Very well U Not at all
O Somewhat Q Other

4. How successful has your company been in megting objectives (either formally outlined in a esss
plan or informally agreed upon objectives)? (Cirafgropriate number.)

Unsuccessful 1 2 3 4 5 Successful

5. In general, how unified is the ownership grouphieir views about the business (strategy, owiiggrsh
issues, management, etc.)? (Circle appropriate auinb

Not Unified 1 2 3 4 5 Unified
6. How strongly does the senior generation wanbtigness to stay in the family?
4 Very much so U Somewhat U Not at all
7. How strongly is the next generation committetbtay-term business ownership?
d Very much so U Somewhat U Not at all
8. Does your company hold regular board meetings? U Yes d No

9. The board of directors’ contribution is:

4 Outstanding d Poor
4 Good U No contribution (only symbolic)
Q Fair



10.

11.

12.

13.
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Does your company hold regularly scheduled imgetwvith family members involved in the business?
U Yes 4 No
Does your company have a formal way of deakit disputes among family members?

4 Yes 1 No

Does your company have a formal way of deakitg disputes between family and nonfamily
members?

d Yes 4 No

Does your company have a formal way of deakitg disputes among nonfamily members?

4 Yes  No



Section |11: Succession Plans and L eader ship

1. Does your company have a written successior?plan U Yes 4 No

2. In the future the family business will most likée led by:

4 family member(s) 4 both family and nonfamily members
U nonfamily member(s) U outsider(s)

3. When do you expect the senior generation td sbiftrol to the next generation?

U Never U 6 — 10 years
0 0-5years 4 11 or more years

4. At that time, will the senior generation:
U retire U semi-retire U Don't know
5. Has the successor(s) been selected? U Yes 4 No

6. Besides you, who else is aware of this decis{@tfeck all that apply.)

U No one

U The successor(s)

U Other family members currently employed in theibess

O Other family members outside the business

U Nonfamily managers

O Other nonfamily employees

U Professional advisors (accountants, lawyers, lbasipeers, etc.)
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4 It is public knowledge—the entire company, profesal advisors, and relevant family members

all know.

7. If currently working in the family businesseiatify the current title/position of the future sessor(s):

8. How much full-time work experience does the sssor(s) have outside the family business?

U None U 3-5years
0 1-2years U More than 5 years
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9. For family members to be effective leaders mhisiness, what qualities do you think are most

important? (Select the 3 most important qualities.)

U General management skills
U Technical skills

U Financial skills

U Educational background

U4 People skills

d Tenure with the company

U Sensitivity to family members and issues
U Strong relation with nonfamily members
U Loyalty

U Knowledge of other industries

4 Knowledge of competition

4 Other

10. What are your greatest challenges working wiitier family members? (List the top 3.)

1)

2)

3)

11. For nonfamily members to be effective leadeithé business, what qualities do you think aretmos
important? (Select the 3 most important qualities.)

U General management skills
4 Technical skills

U Financial skills

U Educational background

U People skills

U Tenure with the company

U Sensitivity to family members and issues
4 Strong relations with family leaders

U Loyalty

U Knowledge of other industries

U Knowledge of competition

U4 Other

12. What are your greatest challenges with nonfaménagers? (Select the 3 greatest challenges.)

U Attracting new managers
0 Motivating
U4 Providing advancement opportunities

U Compensating

U Retaining

U Outplacing existing managers
U Training

U4 Other

13. If business has had a non-family member leadtisiness in the past, the experience was:

O Very successful
O Somewhat successful

O Not at all successful
U Not applicable

14. Is stock, or stock options, offered to nonfgmilanagers? d Yes d No

14a. If yes, what is the average estimated valtienatof compensation? $
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Section I V: Values and Family Attitudes Towardsthe Business (Circle appropriate number.)

Please rate the extent to which you agree w| Strongly _ . Strongly
the following statements: Agree "~  Disagree
Family has an influence on the business. S 4
Family members share similar values. 5 4
Family and business share similar 5 4
values.
4.  Family members are willing to put in a 5 4 3 2 1

great deal of effort beyond that normally
expected of non-family employees in
order to help the family business be
successful.

5.  As family, we support the family 5 4 3 2 1
business in discussions with friends,
employees, and other family members

6. As family, we feel it is important to 5 4 3 2 1
always consult one another when
making major decisions for the future g
the business.

—+

7. As family, we feel it is important to 5 4 3 2 1
openly share feelings and concerns with
one another.

8. As family, we feel loyalty to the family 5 4 3 2 1
business.

9.  As family, we feel loyalty to family 5 4 3 2 1
members seeking employment in the
business.

10. As family, we feel loyalty to family 5 4 3 2 1
members in the business.

11. As family, we feel loyalty to non-family 5 4 3 2 1
members in the business.

12. As family, we find that our values are 5 4 3 2 1
compatible with those of the business.

13. As family, we are proud to tell others we 5 4 3 2 1
are part of the family business.

14. As family, we agree with the family 5 4 3 2 1
business goals, plans, and policies.

15. As a single member of the family, 5 4 3 2 1

deciding to be involved with the family
business has had a positive influence pn
my life.

16. | understand and support my family’s 5 4 3 2 1
decisions regarding the future of the
family business.
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Section V: Personnel Policies and Practices

. Is there a full-time employee whose primary oegibility is human resource management (for
example—recruiting, performance, appraisals, marse decision, benefits administration)?

U Yes 4 No
la. If yes, is this person a family member? Q1 Yes d No
. Does your company have a written employee m&nual O Yes 4 No
. Does your company use formal job descriptions? d Yes d No
. Does your company have a formal and regular eyegl review process? QO Yes 4 No
. Does your company have set compensation plans? U Yes 4 No

. Does your company have special entry requiresreemd/or qualifications for family members who want
to work in the family business full-time?

U Yes, we have formal entry requirements and/orifications

U Yes, but the entry requirements and/or qualifaadiare informal

U Yes, we have both formal and informal entry reguients and/or qualifications

0 No, the same entry requirements and/or qualificatiapply for family and nonfamily employees

6a. If yes, what are the special entry requiremantBor qualifications? (Check all that apply.)

0 Must be existing and needed position U Experience outside the family business
U Age minimum U Part-time experience in family business
U Education requirement 4 Other

U Special skills needed

6b. If age minimum is required for family membawsatork full time in the business, what is the age
minimum?

6c. If a certain level or degree of education guieed for family members to work in the business,
what is the educational requirement?

6d. If special skills are required for family membéo work in the business, what are these skills?

6e. If outside work experience is required for fizgrmiembers to work in the business, how many years

are required?

6f. If part-time work experience in the family bogss is required for family members to work in the
business, how many years are required?
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7. Are entry requirements and/or qualificationsashily members made available to others in the
business?

4 Yes
U Yes, but not formally
4 No

7a. If yes, who is privy to this information? (Ckeall that apply.)

U Other family members currently employed in theibess

O Other family members outside the business

U Nonfamily managers

O Other nonfamily employees

U Professional advisors (accountants, lawyers, lbasipeers, etc.)

4 It is public knowledge—the entire company, proiesal advisors, and relevant family
members all know.

8. Does your company have any special rules reggmiho family members report to, performance
expectations, promotion/advancement, compensagaefiis, and termination of family members?

U Yes, we have special formal rules for family memsbe

4 Yes, but the special rules for family membersiafermal

U Yes, we have both formal and informal specialstite family members
O No, the same rules apply for family and nonfarmitgployees

8a. If yes, are these special rules made avaitali¢hers in the business?

4 Yes
U Yes, but not formally
4 No

8a-1. If yes, who is privy to this information? @ik all that apply.)

U Other family members currently employed in theibess

Q Other family members outside the business

U Nonfamily managers

O Other nonfamily employees

U Professional advisors (accountants, lawyers, lessipeers, etc.)

4 It is public knowledge—the entire company, proiesal advisors, and relevant family
members all know.
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Section VI: Values and L eader ship Attitudes T owar ds Business (Cir cle appropriate number.)

Please rate the extent to which you agree wj Strongly . Strongly

the following statements: Agree " Disagree

1. Taking care of family membersase 5 4 3 2 1
of the primary purposes of the business.

2. There is nothing wrong with hiring 5 4 3 2 1
family members.

3. Family members who join the business 5 4 3 2 1
should start at the lowest level and wark
their way up.

4, Generally, family members make better 5 4 3 2 1
employees than nonfamily members.

5. Generally, family members make better 5 4 3 2 1
managers than nonfamily members.

6. Leadership places a lot of trust in fam|ly 5 4 3 2 1
members in the business.

7. Leadership places a lot of trust in 5 4 3 2 1
nonfamily members in the business.

8. Leadership places more trust in family 5 4 3 2 1

members (regardless of their position)
than they do in nonfamily managers.

9. Leadership shares information with 5 4 3 2 1
other family members in the business.

10. Leadership shares information with 5 4 3 2 1
nonfamily members in the business.

11. Leadership is more likely to share 5 4 3 2 1

information with other family memberg
(regardless of their position) than with
nonfamily managers.

12. Leadership encourages family members 5 4 3 2 1
to participate in decision making.

13. Leadership encourages nonfamily 5 4 3 2 1
members to participate in decision
making.

14. Leadership is more likely to encourage 5 4 3 2 1

other family members (regardless of
their position) to participate in decision
making than nonfamily managers.

15. Leadership is sensitive to merging 5 4 3 2 1
nonfamily member’s personal goals
with organizational goals.

16. We compensate family members atthle 5 4 3 2 1
market rate for their positions.
17. We compensate non-family membersfat 5 4 3 2 1

the market rate for their positions.
Grateful acknowledgment is made to MassMutual Financial Group and the George Robin Raymond Family Business Institute, directed and
supported by the Loyola University Chicago Family Business Center, the Cox Family Enterprise Center at Kennesaw State University, and Babson
College for permission to use and reprint select questions and response categories from the 2002 American Family Business Survey.

Best Practices in Family Business Logo Copyright © 2005 by Michael Finelli. All Rights Reserved.



APPENDIX B

SAMPLE INTERVIEW GUIDE

In-Depth Interview Guide
Senior Generation Family M ember

Overall Goal:

To gain a better understanding of the company’scps and practices on nepotism, their relationshiph
family and nonfamily members, as well as theitwadits and experiences working in a family business.

Opening Statement:
Thanks again for agreeing to help me out.

Give them a copy of “Family Business Successior:Hihal Test of Greatness,” and confirm their free
subscription to “The Family Business Advisor.”

If not already provided, ask them for:

e A copy their company’s organizational chart;

e personnel policies (any documents on hiring pragjgerformance evaluation,
promotion/advancement, compensation/benefits, biheemmunication, employee conduct,
disciplinary action, and termination); and

e a sketch of their family tree (genogram).

Once this is done we can start the interview.

As you know, one component of my study involvesdiarting interviews. | already received some
information from you in the survey, but now | waotget more in-depth information about your busshes
policies and practices as well as your experiemeeking in a family business.

The interview will take approximately 60 minuteslasill be audiotaped. The information obtainedifiro
you will be used for research purposes only anahfdrmation, including the taped discussion, \w#

confidential. No identifying information will beeteased to anyone, including other members ofahely
business. Do you have any questions? Before warhégeed your permission to participate in thislg.

Ask them if they had a chance to read over therimdd consent form and if they agree to participhteje

them sign and date the form. Give them a coplyeo$igned/unsigned form. Once questions are amesiver
and the form is signed, the interview may begin.
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Opening Questions. History of the Businessand Your Rolein the Firm

The first set of questions focuses on the histéth® family business and your role in the compaiiie
purpose of these questions is to gain a generaratachding of how your business got started, who yo
are, and the role you play in the business.

1.

Tell me a little bit about your business. When tthie family start the business? Who started the
business and why?

Tell me a little bit about yourself. When did yfinst start working in the family business? In wha
capacity—was it temporary or permanent, part-timtuth-time and what did you do?

Describe the circumstances under which you weemdhiHow did you get the job? Was there a
position available? Did you have to come in foirgerview? What entry requirements or
qualifications did you need to have?

Were there any discussions prior to you joininglibsiness either in the business or in the family?
Was your future role in the business discussekigtitne?

Did you always want to join the family business®pBRin. If no, what changed your mind?

Thinking back to when you joined the company, hagdvyau feel the first day you came to work? Did
you feel welcomed by other employees (family andfamily)? Explain.

If no other employees at the time, skip to number 7

o If yes—what if anything, do you think the company dicetwsure this?

¢ If no—what do you think could have been done to ensuse th

How do you think others (other family, nonfamilgltfabout you joining the business?

Did they (employees and possibly other family merspknow beforehand that you would be joining
the company? Were they told formally/informallydwr you think they just assumed?

What do you think their general impressions of yare? Did they think you deserved the job? Did
they think you were competent? Do you think thelued your opinion{For example—did they feel
you were cocky, or a know-it-all? Did they fealijistened to them and could learn from them? Were
they open to your suggestions?)

Do you think your age or gender played a role iw lyou were treated?

What about later—do you think their view of you ngad? Explain. What do you think changed their
minds?

What did you think about them prior to joining thesiness? Did you think they were competent?
Did you think they were productive?

What about after you actually joined the compaiyfat did you think of them? Did you think they
were competent? Did you think they were produétiv@id you value their opinion? Did you think
you could learn something from them?

What about later—did your view of them change? |&xp What changed your mind?
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Tell me about your current position—how many ydarge you been in this position? What positions,
if any, did you hold prior to this and how long diidake you to advance to your current position?

Have you ever been fired or left the business?ldixp

How do you feel about your current salary and biesfWhat benefits are included in your
compensation package (i.e. company vehicle, gadjtarard use, office supplies, etc.)?

Do you think you have been compensated fairly farryposition over the years?

Skip first part of question 9 if person did notgrap in household of family business owner fronvipres
generation.

9.

10.

Growing up, did your family share information abth# business with you (and your siblings)? If
yes, how often did this occur? For instance, wascommon topic at the dinner table, did you have
special family meetings about the business, oriafasmation only shared when something big
happened?

If applicable—how often do share information about the busingtsyour own family?

What do you think are some of the advantages afghbemployed in a family business as opposed to
being employed in a nonfamily business?

What do you think are some disadvantages?

Per sonnel Policies and Practices:

The purpose of the next set of questions is to gdiatter understanding of your personnel poliares
practices and to assess your view of these polgidspractices.

11.

In the questionnaire you indicated that your congpan

U has special formal entry requirements and/or faations for family members who want to work
in the family business.

U has special entry requirements and/or qualificetimr family members who want to work in the
family business, but they are informal.

U has special entry requirements and/or qualificatid®oth formal and informal, for family members
who want to work in the family business.

U has the same entry requirements and/or qualificatior both family and nonfamily members.

o If the same-let's go over a few scenarios that you may noehéought of.

If a family member needed a job, and there wasn#xdsting position, would you create a position
for them?

What if there was a position and a family membented to work here, would their age matter?
(May let family members work at younger age thaatiglegal or may not want family member to
join business full-time until they are of a certaige.)

Do family members have to fulfill special requiremtesuch as working part-time in the family
business before they became full-time? What atemptiring them to have a certain amount of
experience outside the family business?
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Do family members have to have more or less créalsr{special skills/education) than a nonfamily
member applying for a job®For example, all family members who want to jtie business have
to have a business degree.)

If different—go through list below and ask thendiszuss why they have these special
requirements.

Using their data from the questionnaire, check amite in requirements, if applicable.

0 Must be existing and needed position

0 Age minimum

U Education requirement

U Special skills needed

U Experience outside the family business

U Part-time experience in family business
U4 Other

12. If determine that policies and practices are thmea-keeping in mind that equal doesn't necessarily
mean fair, would you say that your hiring practiees fair to both family and nonfamily who want to
enter the business? Explain.

If determine that policies and practices are difer—do you think this is fair? Explainf no—what
do you think would be fair and why?
13. Were your hiring practices always this way or hthay changed over the years?

If the same—do you think they should be changed? Explain.

If they have changedwhat changed, who changed them, and why were the
requirements/qualifications changed? Explain. yDo think the entry requirements/qualifications
are as they should be? Explaiino—what would you change? Explain.

14. Now let’s talk about things like who family membeeport to, employee evaluations and
performance, promotion, compensation, and ternanati

For my knowledge only—indicate what they statethersurvey in regard to this question.

J Company has special formal rules for family meraber

{J Company has special informal rules for family mersb

J Company has special formal and informal rulesféamily members.
J Company has the same rules for family and nonfamémbers

Are there any special rules fatho family membersreport to, such as your children can’t report
directly to you?

What abouemployee evaluations—do family members go through same process as milyfa
employees? Are different actions taken when alfaméember’s performance is not adequate than
when a nonfamily member’s performance is not adeudor example, if the family member is
not able to adequately fulfill their job responiitds, are the responsibilities assigned to soraeon
else, is the person reassigned to another positrerthey fired, or something else? And if fired,
what is the likelihood that they would be permitteccome back? | realize it may depend on
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situation, but given the same situation, what éslikelihood that a person would be rehired if they
were a family member? If they were a nonfamily rber?

e What aboupromotion and advancement—do family members get treated differently? Who
advances quicker, nonfamily or family members?hése room for advancement for nonfamily
members? What about family members?

e What aboutompensation and benefits—do family members get treated differently? WHiahe
company brought in a family member to perform thms job responsibilities as a nonfamily
member, do you think that person would be paid legse or the same as the nonfamily member
to do the same job? What about benefits? Aretary special benefits that family members get
that nonfamily employees don't get? Are there spgcial rules regarding compensation and
benefits that family members must abide by thafamily members don't have to abide by? (For
example, 401K contributions)?

e Can you think of any other situations in your compahere family members get treated
differently than nonfamily members? Explain.

15. Do you think it is fair to treat family differenth&an nonfamily when it comes to things like who
employees report to, performance expectations,it@tion, promotion/advancement, and
compensation/benefits? ExplaiNote: equal is different than fair.) If reexplain what would be
fair and why.

16. Has your company always treated family and nonfathis way, or have rules regarding who
employees report to, performance expectations,itatron, promotion/advancement, and
compensation/benefits changed over the years?

¢ If the same-do you think the rules are as they as they shbeldr do you think they should be
changed? Explain.

o If they have changedwhat changed, who changed them, and why were tihkes®changed?
Explain. Do you think the way family gets treateds it should be? Explain.
Role of Next Generation:

This next set of questions focuses on the junioeggion. The purpose of these questions is ta fet!
for how this generation entered the business amdthey were treated.

17. When did (junior members) join the bussfle
18. Do you think they wanted to join the business? I&rp If no, what do you think changed their mind?

19. What role in the family business did you envisibarh playing in the future? Did you discuss this
with them or anyone else (family or nonfamily) la¢ time they were hired?

20. Describe the circumstances under which they wesglhiHow did it happen? Were there any
discussions about this prior to them joining theibess either in the business or in the family?

21. How did it make you feel that first day they camevork?
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22. How do you think others (other family, nonfamilgitfabout them joining the business?

Were other employees told ahead of time that theyldvbe joining the company? Were they told
formally/informally or do you think they just assed?

23. Do you think other employees welcomed them? Erplai
o If yes—what if anything, do you think the company dicetwsure this?

¢ If no—do you think this affected their success therpeeslly early on? What could you have
done differently to change this?

24. What do you think their general impressions of (junior generation) were? Did
others think they deserved the job? Did they thidy were competent? Did they value their
opinion? (For example, did they think they were cocky, &naw-it-all? Did they feel threatened by
them?)

Do you think their age or gender played a roledw hhey were treated by the other employees?

Nepotism and I mpact on Inter personal Relationships and Success:

The purpose of the next set of questions is tadmtter understanding of how practices in thertmss
affect your relationship with family and nonfamityembers, your success and the success of the bsisine

25. Do you think it is okay to hire friends or peoplewknow? Do you think it is okay to hire family
members?

What if the person isn’t qualified or is not conmgaf?

26. According to the dictionary, nepotism is defined'fasoritism based on kinship (as in the appointmen
to a job).” Do you think nepotism is a positiver@ygative thing? Why?

27. Are there any positions in the company that arervesl only for family members# yes—is this
made clear to others (family and nonfamily) or dai yhink it is just assumed?

28. Do you think the company should hire family membmrsr others? In other words, if two people are
applying for the same job and have the same qeatifins, but one is a family member and one is not,
who do you think should be hired? Why or why not?

29. Are there any potential problems in hiring familgmbers (either in business or in family)? Explain.
How can these problems be avoided?

What about with deciding not to hire a family memi#o wants to work in the business? Could this
cause any problems, especially within the family?

30. Have the family members you have hired lived updor expectations? What effect do you think
hiring (family members) has had on tleesss of the business? In what ways have they
impacted the success of others in the business?

31. Do you think you have lived up to the expectatiohsther family members? Do you think you have
lived up to the expectations of nonfamily members?
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32. What effect do you think hiring you has had onghecess of the business? In what ways have you
impacted the success of others in the business?

33.Focusing on when you first started in the business or when you first came into a
position of authority, have you ever had a nonfamily employee do something to
diminish your credibility in the business (tattle-telling, setting you upakenyou
look bad, taking credit for work you did, false accusations, rumors, dfo/gs—in
what ways did it affect you, your position, or your work? How was this situation
handled?

What about another family membelf?yes—in what ways did it affect you, your position, awy
work? How was this situation handled?

Ever done anything to diminish someone else’s bikiyiin the business?

34. How would you describe your relationship with (founders)? Was it always this way or
did it change over the years? Explain. Did #rmfpe when you entered the business and/or when they
retired/semi-retired?

How would you describe your relationship with (junior members)? Was it always this
way or has it changed over the years? Explaim iiihange when you both started working together
in the business?

If other senior family membershow would you describe your relationship with (other
senior members in the business)? Was it alwagsay or has it changed over the years? Explain.
Did it change when you both started working togethehe business?

How would you describe your relationship with (nonfamily managers)? Was it always
this way or has it changed over the years? Explain

How would you describe the relationship between (junior members) and
(nonfamily managers)?

If more than two family members in thasiness—how would you describe the relationshgte/den
other family members in the business?

What was (founders) relationship likéhwther family members in the business? What
about with nonfamily employees?

35. Do you find it difficult to give feedback to (junior members) regarding their performance,
attitudes, and behaviors in the business? How apegou to suggestions from (junior
members)?

Do you think the gender, age, or birth order offéraily member makes a difference in how you treat
them?

Do you find it difficult to give feedback to (nonfamily managers) regarding their
performance, attitudes, and behaviors in the basiheHow open are you to suggestions from
(nonfamily managers)?

Do you think the gender, age, or race of the noitfamanager makes a difference in how you treat
them?
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36. Complete the following sentences:

e Family members who work in the business have idéathan nonfamily members because...
e Family members who work in the business have iee#isan nonfamily members because...
e | had it harder than (founder) because...

e | had it easier than (founder) because...

e | had it harder than (junior membersphbse...

e | had it easier than (junior memberspbse...

Closing Questions. Overall Experience Workingin Firm

We are almost done. The purpose of this lastfsgi@stions is to assess your overall experiena&ing
in the family business.

37. Knowing that 70 percent of all family firms fail foee reaching the second generation and 88 percent
fail before the third generation, what would yoy &athe key to your business’ success?

38. What is the most important lesson you have leaatedit successfully integrating family and
nonfamily members in the business?

39. Knowing what you know now, would you (still) wanbyr children to join the business? Explain.
40. Tell me something you would like other family meng the business to know that they don’t know
or that you think they assume incorrectly about ginuegards to the business)?

What about nonfamily employees?

What about family membersot in the business?

Summary and Conclusion:

To summarize the participant’s main points and tonficcuracy of summary.

41. Is there anything | missed? Is there anythingwanted to say that you didn’t get a chance to say?
Then if that's it, this concludes our interview your experiences in a family business.

Later when | am going over our interview—if therasassomething | missed, or something | need
clarification on, would you mind if | contacted yduOn that same note, you are welcome to contact me

later if you think of something you want to add.

Thank you for participating in my studysive them copy of my business card in case they ttecontact
me at a later time.



APPENDIX C

NAICS OFFICIAL CODES AND TITLES

NAICS Code Abbreviation NAICS Industry Type Title
11 Forestry Forestry, Fishing, Hunting, and Agriaté Support
21 Mining Mining
22 Utilities Utilities
23 Construction Construction
31 Manufacturing Manufacturing
42 Wholesale Wholesale Trade
44 Retail Retail Trade
48 Transportation Transportation and Warehousing
51 Information Information
52 Finance Finance and Insurance
53 Real Estate Real Estate and Renting and Leasing
54 Professional Professional, Scientific, and TexdirBervices
55 Management Management of Companies and Entespris
56 Administration ~ Administration, Support, Waste tM@nd Remediation Services
61 Educational Educational Services
62 Health Care Health Care and Social Assistance
71 Arts Arts, Entertainment, and Recreation
72 Accom. Food Accommodation and Food Services
81 Other Other Services (except public adminisirgti
95 Auxiliaries Auxiliaries (executive, corporatepsidiary, and regional mgt.)
99 Unclassified Unclassified Establishments

Source:U.S. Census Bureau. 20@002 Economic Census: North American Industry Gfiaasion
System (NAICS)Retrieved August 7, 2005 (http://www.census.govdépaics02.htm).
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APPENDIX D

CONSENT FORM

INFORMED CONSENT TO PARTICIPATE
IN RESEARCH ACTIVITIES

Best Practicesin Family Business:
A Study of Family Businessesin the
Baltimore-Washington M etropolitan Area

By signing this document, | agree to take part stualy being conducted by Gina M. Finelli on family
business. The study will help researchers leaouiathe experiences of both family and nonfamily
members of family businesses. The results willjg® important information to assist family busises,
advisors, and consultants of family businesse®uelbping effective policies and practices for
successfully integrating family and nonfamily emyes in family businesses.

Data will be collected in the form of an in-persoterview. The interview will take approximatel9 6
minutes and will be audiotaped. Participants ballasked to share their attitudes towards famigyriass
as well as their experiences working in the busin€his information will be used for research pwgm®
only. All information, including the taped discims, will remain confidential and will not be alile be
traced to any participants in the study. No idgimg information will be released to anyone, irdilhg
other members of the family business. Only fictlomames will appear in all research documents and
reports and any sensitive information will be kigpa secure location. In addition, taped informatmay
be transcribed and edited for research use andeaewarch staff member who listens to the audiotalbe
have signed an assurance of confidentiality aggetirall of these restrictions.

Any additional concerns, questions, or informatidmout the study may be addressed by contacting
[Dissertation Chair] at xxx-xxx-xxxx or the Institanal Review Board for the Protection of Human
Subjects at xxx-xxx-xxxx. A copy of the final rapavill be available to you, if requested.

| understand that although | am volunteering tdipigate in this study, | have the right to refaseanswer
any questions and/or terminate the interview attang. | have received a copy of this consent feom
keep for my records and | have had an opportuaigsk any questions | may have, and have received a
satisfactory explanation of information | did natly understand.

| have read and understand the above informatidmansignature below represents my informed consent
to participate in this study.

Print Name

Signature Date
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