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Abstract

The aim of this dissertation is to identify the nature and define the current situation of family
business functioning, determine the main relationships between competitive tactics and
performance of family firms in the Czech context. Therefore, at first, it was necessary to define
the definition of family business and its features applying the secondary research. Next, it was
needed to determine the competitive tactics s as factors that may influence the family business
performance, as well as to find a way of measuring these competitive tactics and family business
performance. Two empirical researches have been conducted: qualitative and quantitative. The
result of the qualitative research as a pilot study was the understanding of the current situation and
creating of a conceptual framework of the family business in the wine sector in the Czech Republic
considering the results of a literature research. As a result of the quantitative research, the
relationships between the main competitive tactics and family business performance were
investigated, moreover, in regard to generational stage of family firms. The open coding was used
in the first research. Using the Mann-Whitney U test allowed to determine the significant
difference between utilization of competitive tactics by selected family firms with regard to the
generational stage. By applying correlation and regression analysis, the research detected the
relationships between competitive tactics and family business performance in general and taking

into account the generational stage of the selected wine family firms in the Czech Republic.

Keywords: family business, wine family business, competitive tactics, family business

performance, generational stage



Abstrakt

Cilem této disertacni prace je identifikovat povahu rodinného podniku, definovat soucasnou situaci
jeho fungovani a urcit hlavni vztahy mezi konkurencni taktikou a vykonem rodinnych firem v
ceském kontextu. Proto bylo nejprve nutné definovat rodinné podnikani a jeho charakteristiky pfi
pouziti sekundarniho vyzkumu. Dale bylo zapotiebi urcit konkurencni taktiky jako faktory, které
mohou ovlivnit vykonnost rodinného podniku, a také najit zpusob, jak tyto konkurenéni taktiky
méfit véetné vykonnosti rodinného podniku. Byly provedeny dva empirické vyzkumy: kvalitativni
a kvantitativni. Vysledkem kvalitativniho vyzkumu jako pilotni studie bylo pochopeni soucasné
situace a vytvofeni koncep&niho ramce rodinného podnikani ve vinafském sektoru v Ceské
republice s ohledem na vysledky vyzkumu z literatury. V rdmci kvantitativniho vyzkumu byly
navic zkoumany vztahy mezi hlavnimi konkuren¢nimi taktikami a vykonnosti rodinného podniku,
a to také s ohledem na generacni fazi rodinnych firem. Oteviené kodovani bylo pouzito v prvnim
vyzkumu. Pouziti testu Mann-Whitney U umoznilo urCit vyznamny rozdil mezi vyuzitim
konkurenc¢nich taktik vybranymi rodinnymi firmami v souvislosti s generacni fazi. Za pomoci
aplikaci korelacni a regresni analyzy se podarilo zjistit vztahy mezi konkuren¢nimi taktikami a
vykonem rodinného podnikani obecné a s ohledem na generac¢ni faze vybranych vinafskych

rodinnych podnik? v Ceské republice.

Klicova slova: rodinné podnikani, vinatské rodinné podnikani, konkurenéni taktiky, vykon

rodinného podniku, generacni faze
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1 INTRODUCTION

A family business is as old as the human civilization itself. However, the field of academic
study of family business is relatively new in comparison with the established fields such as
strategic management, finance or organization (Zachary et al., 2011). The development of
family business subjects to theoretical and empirical studies of well-known international
companies and many universities. Today, there is a large number of special institutions that
study this topic and provide support and consultations to family firms. It is important to study
and develop the theme of family business because they represent the majority of all registered
firms in the world, they form most of the workplaces and contribute to GDP. Besides that, the
family business field is still being unexplored and neglected in some countries for years,
including in the Czech Republic. The real wealth of any nation consists in a developed sector
of small and medium-sized business, as evidenced by the experience of American, Asian and
European countries. The family business covers a wide range of companies engaged in various
sectors ranging from small to large international companies and amounting to more than 60%
of all European business (Mandl, 2008). An interesting fact is that the oldest world companies
are those like the Japanese construction family business firm "Kongo Gumi", founded in 578.
Other family companies having more than 1,000 years of successful experience in the family
business e.g. are: Hoshi Japan (hospitality), Marinelli family in Italy (casting of church bells)
or the Gulen de France family (wine-producer). The modern European family business
operates in all of business sectors including food production, trading, running of restaurants
or hotels, providing construction or financial services (Korab et al., 2008).

The family business plays a very important role in the developed economies. This topic of
family business is independently taught in various universities. The issue of family business
is also the subject of many investigations, where many research programs are added. It should
be also noted that the family business is the theme of worldwide interest. The countries like
Spain, Austria, Italy, Germany, Switzerland, Norway or the United Kingdom are the typical
ones of the European Union showing a high level of family business. The small and medium-
sized family companies do play a very important role in the overseas countries, like the United
States or Canada, where the dominant representation is also in the category of up to ten

employees (Wilson, 2011). Family firms have historically laid the foundations for business as
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such and are still an important part of national economies (Heskovd & Vojtko, 2008).
Furthermore, in viewing the family business in terms of its share in the total number of all
registered firms in the respective national economies, we can see an evident share thereof,
namely between 70 and 95% (Owens, 1994). For example, in the European Union, 85% of all
registered companies are the family firms and, in the USA, it is even more than 95% (Pistrui
et al., 2000).

In the last years, family business research progressed. New theories and investigation

appeared in this research field. Foremost family business research concentrates on

understanding and interpretation of family business nature and differences from non-family
business (Debicki et al., 2009). There are little investigations about different factors’ impact
on the business performance (Mazzola et al., 2013). Despite a number of studies in the field
of family business, there is a gap in the research of family business success or performance
and factors influencing that and its practical application. Family business plays an important
role in the development of both national and world economy. Because micro and small firms
represent the majority of all business entities, including in the Czech Republic (Korab et al.,

2008). Thus, it is possible to conclude that research about family business performance and

factors influencing it is needed. It could help to identify the strengths and weaknesses of the

family business functioning. Besides, it could reveal tools to strengthen and increase the
family business performance.

The topic of this research is important for several reasons:

1. Firstly, there has been limited publication on the topic of competitive tactics that can affect
the performance not just in the Czech Republic, but also abroad. Besides that, there are no
studies that analyze the relationships between competitive tactics and performance in
family business context.

2. Secondly, there has been limited publication on the topic of performance of wine family
business and possible factors that may affect it.

3. Thirdly, there are no studies that distinguish the difference between relationships of
competitive tactics and family business performance in regard to generational stage of
family firms.

This thesis will bring a significant deep understanding about family business, its functioning,

the family business performance and factor that may affect it; the features of wine family
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firms in the Czech Republic. Specifically, the aim of this thesis is to identify the nature and

define the current situation of family business functioning, determine the main relationships

between competitive tactics and performance of family firms in the Czech context. This will
be measured by a series of research:

* The main aim of the first primary research is to understand the current situation and create
a conceptual framework of the family business in the wine sector in the Czech Republic
considering the results of a literature research.

= The main aim of the second primary research is to investigate the relationship between the
main competitive tactics and family business performance.

In the work, two terms are used: family business and family firm. The term family business

is used to designate an economic activity that earns money on a continuous basis. The term

family firm is used as a separate entity where individuals do their business.

1.1 Focus, aim and tasks of the dissertation thesis

An object of the research is functioning and performance of the family business. A subject of

the research is competitive tactics that can influence the family business performance.

The main aim of the dissertation thesis is to identify the nature of family business and define

the current situation of family business functioning, determine the main relationships between

competitive tactics and performance of the Czech family firms.

The objective is to analyze the relationships between the main competitive tactics and

performance of micro and small-sized family firms in the wine sector in the Czech Republic

in general and considering generational stage of the firms.

Research result will provide a picture of relationships between family business performance

(dependent variable) and the main competitive tactics (independent variables) of micro and

small family firms in the Czech wine sector; as well as, the difference in the first and second

(and later) generation family firms.

In order to reach the main objective the following tasks are formulated:

= Examine literature according to current state of scientific knowledge in fields as family

business, family business performance and its estimation approach. The research of
literature (foreign and domestic) should be performed that brings relevant knowledge of
the inspected object on the basis of which the results will be practically evaluated. The

basic framework of the research should be defined.
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* Define the main factors influencing the business performance of micro and small-sized
family business from previous studies; find out the nature of competitive tactics that can
affect the family business performance.

= Identify and select a suitable type of actors (family firms) in a selected region of the
Czech Republic in the wine sector.

= Verify the relevance of suggested competitive tactics on the family business performance
by the mean of qualitative research based on individual interviews; define and precise the
basic framework of the research.

= Collect primary data by the mean of the questionnaire at personal meetings with business
representatives.

* Analyze primary data within the application of statistical methods for the determination
of the influencing competitive tactics (independent variables) that affect the family
business performance (dependent variable) taking into account the generational stage.

= Make a conclusion basing on the findings, suggest precautions (recommendations) to
streamline the functioning of micro and small family firms according to generational

stage.

1.2 Research questions and hypotheses

The development of the research question is the most important step in research. Research
questions arose from an extensive literature review (problem area, gaps in the literature,
interest in untested theory). The research questions present the idea which is examined in the
study, while the hypotheses attempt to answer the research questions. Because of the study
has the character of systematic research, it requires to map the whole system, its functioning,
and its interaction with its surrounding development. For that, it is necessary to describe all

its elements and the relationships between them, see Figure 1.
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Idea emerges

The essence of family business
Family business performance
Factors that influence that performance

|

Brainstorming

-What is the perception of family business?

-What is the main features of family business, what is the main strengths and weaknesses?

-How literatures describes a family business performance?

-What the main factors of family business success and high performance?

-Does the strategy of firm influence the business performance?

-How strategies influence the performance and what is the linkers of strategy formulation and its
implementation?

-Does the utilization of competitive tactics influence the business performance?

-How to measure the family business performance?

-Is there a difference between diverse generations of family firm? Do they have a different impact of competitive
tactics on performance? i

Literature review

The following gaps were mentioned in the literature:

-no precise definition of family business concerted by scientists

-no definition of family business in the Czech legislation

-no statistics about Czech family firms

-which competitive tactic is more appropriate for family firm

-a lack of studies that analyzes the family business performance of micro and small family firms

-there are no studies that analyze the relationship between competitive tactics performance in family business

context

-there are no studies that analyze the different impact of competitive tactics on family business performance

according to generational stage

= The literature suggests that there is a need to explore the factors that influence the family business
performance

= Few of the studies explore the relationship between competitive tactics and performance

Identifying variables

_ 4 Potential variablesg__
Competitive tactics orientated on ?Fa.mily business performance
e Ta | . .
Quality Cost i Business Family performance
i performance
Innovation Marketing i
*

Dummy variable: Generational stage

. Formulation of the research question and hypotheses

Figure 1 Development of research questions and hypothesis
(Source: Developed for this research)
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Thereby, based on studied theoretical bases and defined research problem, there were
identified the following research questions and hypotheses derived from them:

Q1. What is the nature of family business performance and competitive tactics?

Q2. Which competitive tactics could affect the family business performance?

Q3. What is the difference of relationship between competitive tactics and family business
performance for family firms in the first generational stage and the second (and further)

generational stage?

HI1. There is a significant positive relationship between Quality-Orientated Competitive
Tactic (Quality) and Performance.

Hla. For the second (and subsequent) generation family firms the relationship between
Quality-Orientated Competitive Tactic (Quality) and Performance is stronger than for the first
generation firms.

H2. There is a significant positive relationship between Cost-Orientated Competitive Tactic
(Cost) and Performance.

H2a. For the first generation family firms, the relationship between Cost-Orientated
Competitive Tactic (Quality) and Performance is stronger than for the second (and
subsequent) generation family firms.

H3. There is a significant positive relationship between Innovation-Orientated Competitive
Tactic (Innovation) and Performance.

H3a. For the second and later generation family firms the relationship between Innovation-
Orientated Competitive Tactic (Innovation) is stronger than for the first generation family
firms.

H4. There is a significant positive relationship between Marketing-Orientated Competitive
Tactic (Marketing) and Performance.

H4a. For the first generation family firms, the relationship between Marketing-Orientated
Competitive Tactic (Marketing) is stronger than for the second and later generation family
firms.

HS. Second and later generation family firms have greater performance than first generation

family firms.
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Quality-orientated

competitive tactic HI1

Cost-oriented competitive

) H2
tactic \
Performance
H3
Innovation-orientated /
competitive tactic H4

Marketing-orientated

competitive tactic

Figure 2 Proposed framework for research question 2
(Source: Developed for this research)

1.3 Research methodology

This part is a brief overview of the methodology. A detailed explanation of the methodology is
presented in Chapter 4.1. There is a brief display of the research process (Figure 3).

‘ Define and clarify the topic

‘ Conduct a literature review

‘ Develop research methodology, design ideas

‘ Formulate hypothesis

‘ Provide a qualitative research

Prepare and conduct quantitative research, data
collection

Data analysis

Discussion and findings

| Conclusion and creation recommendations for
‘ theoreticians and practitioners

Figure 3 The research design
(Source Developed for this research)
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The first step is the most important step in the research. In this step, the topic is explored and
the main aspects relevant to the family business are clarified. Besides that, the link between
family business performance and its enhancement is found and the author learns that
competitive tactics are linkers between strategy formulation and implementation for the
formation of strong competitive advantages (Castillio-Apraiz & Matey, 2015). Giving interest
to the relationship it was found in the literature that competitive strategies have a positive
connection to business performance. Following this relationship, the author suggests
examining the relationship between competitive tactics and performance in regard to
generational stage of family firms. The research begins with a question: “What is the nature
of family business performance and competitive tactics connecting to this?” In order to answer
this question, the analysis of the literature was conducted. After the research questions are
“What competitive tactics could affect the family business performance? What is the
difference of relationships between competitive tactics and family business performance for
family firms in the first generational stage and second (and further) generational stage?” In
order to answer these questions, basing on the literature review the hypotheses were
established. Next, the author prepared and conducted the empirical research. The first
empirical research was a qualitative research in form of pilot study. This survey was focused
on the understanding of the current situation and creation of the conceptual framework of the
family business in the wine sector in the Czech Republic. Besides that, the pilot study allowed
to confirm the existence and utilization of competitive tactics, which could influence the
performance of micro and small family businesses in the wine sector. For the data entry and
data processing the Atlas.ti software was used based on open coding. Based on these and
literature findings the questionnaire was prepared. After that, all the data were processed and
analyzed. The second empirical study was a quantitative research. This research allowed to
define the strength of relationships between family business performance and competitive
tactics for micro and small wine family firms. Moreover, the difference between these
relationships between the first and the second (and further) generations was defined. For the
data entry and data processing the Statistical package for the Social Sciences (SPSS) was

used.”
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1.4 Organization of the thesis
In section “Theoretical foundation” the theoretical framework is presented, the development
of the family business definition and features of this kind of business are also described.
Moreover, the overview of a wine family business in general including the actual position in
the Czech Republic is demonstrated. Next, performance, competitive tactics as a possible
factor that can influence performance, and their possible relationships are described. The
generational stage of family business is concerned as a factor that can impact on the difference
in implementation of competitive tactics by family firms.
The section “Qualitative research” describes the pilot study the purpose of which is
understand the current situation and create a conceptual framework of the family business in
the wine sector in the Czech Republic considering the results of a literature research.
The section “Quantitative research” presents the testing of hypothesis about the relationships
between performance and competitive tactics, including the difference of relationships
between completive tactics and performance for the first and second (and later) generation
family firms will be determined.

In the last sections, results of empirical studies are discussed and the main
recommendations are provided. The contribution and limitations of dissertation thesis are

penetrated.
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2 DETERMINING THE STATE OF SCIENTIFIC
KNOWLEDGE IN THE FAMILY BUSINESS

This chapter describes the state of scientific knowledge in the field of family business
research in general, and in particular in the field of micro and small family businesses in the

wine sector.
2.1 Development of family business definition with help of the historical
analysis

2.1.1 Family business definition

It is worth noting that development of the family business theory and the theoretical researches
devoted to definitions of family business are gaining a momentum. However, there are some
key tendencies. For example, the results which were received in development of family
business theoretical definition are significant. Besides that, the theoretical researches shed
some light on how the family business can differ from the non-family one. Thereby, the
following questions are considered now: why the family business exists, what factors do it
more or less successful in survival, growth, and creation of long-term economic values. The
definition of research object is the fundamental requirement for an advance in any area.
Besides that, as it was previously noted, the theoretical definition of the family business has
to begin with a question, what the family business is.

The special literature shows that no unified definition exists for “family business” which is
exclusively applied to all areas. This fact suggests that the debate on this topic is not
exhausted. If we look at this problem from the perspective point of view, we will find two
systems in the family business layering at each other: the system of family and the one of a
firm, see the “Model of two circles”, Figure 4 (Mandl, 2008). An integral part of those worlds
are the objectives, priorities, and expectations of their own. The family world is characterized

by a strong emotional aspect; the corporate world requires rationality and results.
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Figure 4 The Two-Circle Model of Family Business
(Source: Mandl, 2008)

Families are the cornerstones of human communities (Hodgets & Kuratko, 1992). They
are of different sizes, but they often have rigid internal relations as a common feature. It is
known that family business is a traditional method of business in the private sector. The goal
of family firms is not to get rich as fast as possible, but rather to build something that will last
and provide sustenance not only to the present generation but also to those of future.

Basing on theoretical framework applied by scholars to describe and discuss the features
of family business, the most frequently applied theories are following: a resource-based view
of the firm (RBV), principal-agent theory (PAT), and stewardship theory (ST) (Eddleston et
al., 2008). The resource-based view (Barney, 1991) assumes that family firms possess a
unique package of resources related to the interaction of family and business (Habbershon &
Williams, 1999; Eddleston et al., 2008; Eddleston & Morgan, 2014). The principal-agent
theory and stewardship theory both discuss the consequences of the unification of ownership
and control in family firms and their implications towards TMT behavior (Davis at al., 1997;
Siebels & Knyphausen-Aufses, 2012).

Before starting to analyze different definitions, it is significant to state why having a
generally accepted definition within the family business academia is primary for future
extension of that field (Hanuska, 2014). Most of the definitions were created to suit of certain
research. Heck and Trent (1999) maintain the argument of having a widely acknowledged
definition by stating that “a proper definition and count of family businesses is important to
future research and current policy, practice, service, and education. Promoting definitional
consensus among researchers may increase the likelihood of theory development, in-depth
empirical analyses, comparative studies, and replication.” (Heck & Trent, 1999)
Furthermore, distinction in definitions obstructs comparison of internationals investigations
of a family business. Using a common definition would, therefore, allow making clearer and

comparable statistics of this entity, especially in case of its contribution to the economy
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(Mandl, 2008). Vallone (2013) is of the same opinion that an elaboration a generally accepted
definition would “circumscribe the field of investigation, and obtain a comparable sample for
international researches; to individualize the presence and the specific characteristics of the
family business in comparison to nonfamily business; in addition, it means to be able to
compare more easily the empirical studies.” (Vallone, 2013) For full understanding the
development of family business study and that definition, it was decided to overlook historical

tape of that field development.

2.1.2 Main principles of family business definition by Vallone

One of the most interesting study belongs to Vallone, C., who published his literature review
paper in 2013. He made a conclusion that in the family business discussion are three key
principals: the degree of ownership, the intention to the succession, and the involvement of
the family members in the business (Vallone, 2013). He understands ownership as “the
percentage of capital possessed by the family (by shares or quota) or the dominant influence
represented by the family members’ ability to affect the remarkable and strategic choices.”
(Vallone, 2013) According to that expression determining the family business, a family must
have full control or must be the most influential unit in making strategic decisions. Concerning
the expectation of transferring the firm to the next generations (succession), Vallone (2013)
states that “family business should concern only the companies managed by a family where
the second generation is present or where there is a precise wish to transfer the business and
family culture and the management to heirs, so that it is possible to exclude occasional
business initiatives managed by two brothers, or by an individual with the aid of the partner.”
(Vallone 2013) He claims that because there are many examples, where husband and wife
manage the business but not intend to transfer the business to the next generation. There are
many explanations, therefore, for instance, they have no children or, none of their children
wants to keep on the business like the parents. In this way, in spite of full ownership of the
firm, the “familiarity” thereof is slack due to the absence of intention to transfer the firm and
business culture to the next generation (Hanuska, 2014). Another most essential element of
family business, according to Vallone (2013), is the involvement of the family members in a
business. This element occurs as a decisive aspect in differentiation between the family
business and non-family one, especially in case of small business. So, the author proposes to

include this element as an attribute of the family business, because most of the family firms
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are small firms, where founder works in a continuous way with the relatives (Hanuska, 2014).
Nevertheless, Vallone (2013) in his work makes a conclusion that constant involvement of
family members or their relatives in the business is not crucial, because it can lead to a limiting
effect - elimination of some big companies which are hired not only by/to the non-family

members but also have external employees.

2.1.3 Historical definition of the family business

For understanding the historical tendencies of comprehension of the family business, it was
decided to follow the main historical investigations in that area and evaluate results with help
of Vallone’s three key principals, which relate one of the most catchall determination of
family business.

If we look through the history, that it is an interesting fact that family business is one of
the favorite subjects of business historians and nowadays, it represents one of the promising
subfields of the business history (Coli & Rose, 2008). The family business started to attract
business historians during the 1990s (Jones and Rose, 1993; Rose, 1995). According to A.
Colly, there can be described as some “reactions” against the dominant Chandlerian approach
interpreting the persistence of family capitalism as a dominant form of ownership and
management in large, capital-intensive firms of the Second Industrial Revolution as a signal
of inefficiency and backwardness (Colli, 2011). As she notes, the recent ascent on family
companies and family capitalism does not mean that business historians noted it as unworthy
of attention. In business research before the 1990s, there was a lot of research about family
business at both the “micro” level, i.e. about the dynamics internal to family firms and, the
“macro” one, 1.e. the research regarding the relationships between family firms and the more
general environment, as well as respective national economies (Colli, 2011). Donnelley
(1964) was likely the first to define the family business. His definition included one or more
of the following conditions: (1) existence of family relationships as a key factor in succession;
(2) presence of family member on board of directors; (3) reflection of family values in
business; (4) actions of family member reflected on reputation of business; (5) presence of
relatives involved and who felt obligated to hold stock for more than financial reasons; (7)
entering the firm being a part of family member’s career decisions. Donnelley’s definition

reflected early consulting observations of the family business but it was difficult in meaning,
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empirically complicated to implement and so, it was not utilized in subsequent research
studies (Zachary et al., 2011).

A lot of definitions were created in that period of time, but they did not explain how the
family business differs from non-family one. An example of definition, where the authors do
not differentiate between the family business and non-family one was created by Beckhard
and Dayer (1983). They define the family business as a system that includes the family, the
business, the founder, and such linking organizations as a board of directors (Chua et al.,
1999).

Classical family systems of theory (Bowen, 1985) developed from clinical work with
actual families, but that theory did not include any specific recognition that owning and
operation business might change the family life (Zachary et al., 2011). An importance in the
family business research belongs to Rosenblatt et al. (1985). That qualitative research of
family business explored both systems: family and entrepreneurial ones and included an
overlap between those systems, tensions, role carryovers, compensation, and management of
the business, working with relatives, and succession and inheritance (Zachary et al., 2011).

The most cited definitions of family business during the twenty and twenty-first century
are listed in Appendix 1 and evaluated with help of Vallone’s three key principals of
determination of family business: the degree of ownership (designated by code A), the
intention to the succession (designated by code B), and the involvement of the family
members in the business (designated by code C) (Vallone, 2013). For uncertain principal of
determination, the code D is used. For detailed observation of main family business
definitions of twenty and twenty-first century see Appendix 1.

Family business researchers are confronted with a definitional dilemma similar to those
facing entrepreneurial researchers (Lansberg et al., 1988). Some researchers argue that at least
one of family members should be active in the management/or ownership of the firm, others
think that there should be at least two active members of a family. Still, others require the
family business with family members of different generations active in the business
(Brockhause, 1994). Some scholars see the family as the owner of at least 51 % of the stock
while others suppose the family has to have an influence on decision making in business.

It could be said that clear definition of family business will not be set up soon and agreed

by most scientists because of wide difference of definition options. Despite that, Appendix 1
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shows that the most generally used attribute in the studied definitions during the twenty sentry
is the criterion of ownership equaling to 58 percent. The authors of many studies support it
because most of scholars state that ownership is the main tool in legalization and keeping the
power to influence a firm. The number of definition criteria occurrences in absolute as well
as relative terms. Please note that the sum of percentages exceeds 100 percent due to the fact
that most definitions use multiple criteria. Involvement of the family members in the business
is the second most used criteria, respectively 51 percent of them. Intention to the succession
is in 15 percent of the identified definitions as less used criteria of the family business
(Appendix 1). Thereby, it can be seen that criteria for family business describing “intention
to the succession”, unfortunately, is not taken into account in many definitions, because that

criteria could help to distinguish small family business from not-family.

2.1.4 Outcomes solutions according to the family business definition

In last years, it could be seen that such a huge diversity of family business definition leads
to problems in practice (Kordb et al., 2008). It is not only about comparativeness of
researches’ results, dealing with “family business” (under this concept, many different types
of business can be seen), but particularly also about comparativeness of statistic data about
the family business. Because of that, at the end of the previous century, scholars tried to make
an order in that chaotic situation. First of those were Astrachan and Shanker, who
recommended, based on their research, to use three definitions of the family business, that
vary by the level of involvement of families in business (Astrachan et al., 2002). Despite the
fact, that the attempt seemed to be auspicious, in practice, it completely did not take hold. As
it was confirmed, the majority of family business definition is based on ownership criterion,
slightly less are related to the involvement of the family members in the business. These
definitions specifically enable to research also the small and micro-family-owned firms in the
Czech Republic, playing the role of natural persons and cooperating with family members.
Nevertheless, it is needful to investigate the type of family relationships in this case. On the
base of the assessed definitions owing to the family-owned firms, the following definition
applied to the Czech suburbs may be appointed: ,,A family-owned firm is that one owned and
possibly controlled by family or families or by a selected family member(s), besides that, there
is reason to believe that in the future the current generation will transfer its right to ownership

and management of the firm to the next generation.” (Petlina, 2016)
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The Civil Code of the Czech Republic (Janku & Marek, 2016) describes the family business
as an enterprise, where the spouses work together or their relatives (up to the third degree)
work with at least one of the spouses; and this enterprise is owned by one of these persons
(Janku & Marek, 2016). Those of them who are constantly working for the family or family
business are viewed as family members involved in the family business operation (Tagiuri
and Davis, 1992). The term “family” is not precisely defined within the Civil Code of the
Czech Republic. However, a family is constituted by marriage. Author has defined the family
as ,,a group of persons mutually associated not only by matrimony or relational bonds but also
by a common lifestyle”.
There is no apparent definition for the family in the legislation of the Czech Republic. The
basic feature of a family definition is the matrimony. Thus, we designed a family as "a
grouping that is connected with each other not only by marriage but also a generic mode of
life". According to Jan Spacil, from Ambruz & Dark Deloitte Legal, the family business in
the Czech Republic should include three basic forms: business companies, entrepreneurship,
and family farms (Kropik, 2016). According to Kropik (2016), the key parameters that this
type of business should fulfill are 1) the ownership of the family in business activities and 2)
the share of family members in managerial decision-making. Authors Hnilica & Machek
(2015) attempted to create the database of family firms in the Czech Republic based on the
algorithm of match of surnames in a database. That database is the first of kind in the Czech
Republic but it this is not appropriate for our case of family wine firms, where one of the
dominant group of family ties is “Spouses” (more details are described below), because the
algorithm cannot detect companies where husband and wife have different last names. The
Association of Small and Medium-Sized Enterprises and Tradesmen of the Czech Republic
(AMSE) (succeed a discussion with the business, public and academic sphere followed by
other EU countries and, in cooperation with the law firm) provides a definition for the
domestic environment (Brenova, 2015):
* The family business is a family company or family entrepreneurship or a family farm.
= A family business is an absolute majority of the sum of the cash and non-cash contributions
of the company's share capital and at least one of the members of the family is a member

of the statutory body or statutory body of the family business.
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= A family entrepreneurship is a business activity where at least two members of the family
share their work or property, and at least one family member is the holder of a trade
certificate.

= A family farm is a farmed production where at least two members of the family are
involved in their work and/or property and at least one of the family members is the holder
of the relevant certificate.

= Thereby, family members are relatives in direct line or siblings or spouses. A family
member in a family business may be a person from the age of 15 (Brenova, 2015).

Then, before the main primary research, it is needful to explore the type of family

relationships in the firm that pretends to be a family firm. For this task and further deep

investigations, research results can be used from previous research (Murinova, 2018). The

results of that study demonstrate the following four dominant types of family ties that are

typical for wine family firms in the Czech Republic: 1. Father + son. 2. Spouses. 3. Parents

+Son. 4. Brothers. That study was focused on the family wine firms in the Czech Republic,

particularly in the South Moravia, the research sample was 108 family wine firms.

The family business has a fairly short tradition in the modern history of the Czech Republic.

For relieve to understand the essence of the family wine business in the Czech Republic, it is

needful to define the current position and distinguish its strengths and weaknesses.

2.2 Features of family business

This section presents the main features of family business including the strengths and

weaknesses.

2.2.1 Difficulties faced by family business

If we want to detect the difficulties faced by the family business, first of all, it is necessary to
understand the essence of the whole problem. First, it is worth to analyze the main
characteristics of this type of business and their mutual influence on each other. The family
business is very complex, it can be seen from the perspective of family, property,
management, and firm. All these perspectives are inherent in themselves, and they are the
subject to time dynamics. Since cycles are not necessarily performed synchronously in
individual dimensions, a large number of combinations of individual perspectives is
generated. Therefore, family firms must be understood as multi-dimensional systems. Each

family business represents a unique combination of individual dynamically developing
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dimensions that can be viewed in isolation and also in combination with other dimensions.
The family business faces many pitfalls, which are usually caused by two different systems
of the family business, namely the family and firm system (Koréb et al., 2008). These two
systems are connected tightly with each other. Each system is founded on a different basis
and has own goals, priorities, and expectations. Each of those different systems is based on a
varied foundation. The integral parts of those systems are their own objectives, priorities and
expectations. The family system is characterized by an emotional perspective, inward
orientation, and stability. Its task is to encourage, develop self-esteem and educate children.
On the contrary, the features of the firm system include a specific aspect, outward orientation,
and frequent changes. Its goal is to generate profits and develop skills. Thus, if two different
systems are connected in this way, it is clear that a conflict zone occurs. The problem
phenomenon of the two-circle model appears in the double role of the owner: businessman
and a family member (Odehnalovd, 2014). This scheme of two systems can be further
extended and complemented by the ownership system (Nufiez-Cacho Utrilla et al., 2013).
This scheme shows the interdependence between three systems: family, ownership and
management, which is called the "Model of three circles" (Tagiuri & Davis, 1992). The
strengths and weaknesses of the Czech family business are not much different from those of
family business in the Western economies (Tagiuri & Davis, 1992).

In order to clarify family business issues, it is necessary to define the pros and cons, which is
an integral part of the family business. Some of family business attributes can serve to
overcome various pitfalls and obstacles associated with a business. But at the same time, we
should not lose sight of those attributes that complicate business activities. Every firm has its
own strengths and weaknesses. Strengths are represented by what the business does better
than others, while weaknesses are opposite (Soucek, 2015).

2.2.1.1 Strengths of the family business

The strengths of the family business, which may increase the competitiveness, follow from
its own essence (Pistrui et al., 2000; Kordb, 2012). The general strengths of the family
business are:

a) A mutual agreement between the individuals sharing common interests arising among
family members working in the family business on one hand and interests of owners on the

other.
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b) The commitment leading to the fact that all family members striving to achieve a mutual
benefit are ready to submit themselves to the given demands under the certain personal
sacrifices. A family considers the business as its "own" creation.

c¢) The flexibility regarding the work, time and money: a family firm can devote all its time
that is necessary for a successful firm development.

d) The long-term plans allowing to reduce the risks and making it easier to cope with
unforeseen circumstances. Family business firms tend to the planning of long-term visions.
e) The stable corporate culture: the corporate culture of the family business is still compared
with other non-family companies. Managers are holding the office for a relatively long time
being intrinsically involved in the business success. This also applies to non-family managers.
f) The speed in decision-making: certain powers of family members are clearly defined. This
is a typical feature for family business considered as a great advantage.

g) The pride and confidence: a strong foundation and commitment of family members within
the family business are evident in the relationship to clients.

h) The efficiency: the family business is able to effectively and successfully utilize the
resources being at its disposal (Brenova, 2015; Taguiri & Davis, 1996; Kordb, Kalouda,
Salgueiro, & Sdnchez-Apellaniz Garcia., 1998).

2.2.1.2 Weaknesses of family businesses

There is a tight link between the phenomenon of weaknesses and strengths of the family
business. The weaknesses of the family business are as follows:

a) The strong ties within a family: a decision-making within the family business is usually
fast, but the family ties make the family business more conservative in relation to the risks
(Hodgetts & Kuratko, 1992).

b) The reluctance to external sources of financing: a strong responsibility to the family can be
the reason for reluctance to external financial sources. Consequently, the family business
firms use to have a motto: “I will buy only under the supposition of earning.” This can be
compared with mistrust in return on equity in non-family business companies;

c¢) The necessity of high-quality communication channels functioning between the family and
family business: it can be claimed that one of the keys to succession will be a communication

between the firm and family.
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d) The high potential for conflicts: various conflicts may occur within the family business,
such as those between generations or founder(s) and successor(s), interfamily conflicts, those
between siblings, family and employees, family and managers, no family employees, conflicts
connected with professionalization of the family business, conflicts between non-family
manager and family employees.

e) The reduced ability to respond to global opportunities: family business firms belong to the
category of lower-sized (local) firms rather than to the global ones (Kets de Vries, 1996;

Levinson, 1971; Fock et al.; 1998).

2.2.2 SWOT analysis of family business

On the basis of previous research, there was compiled a final SWOT analysis identifying the
strengths and weaknesses of wine family business firms including various internal factors and
opportunities as well as threats based on external factors (Neuber ef al., 1998). Those analyses
resulted below showing the strengths and weaknesses together with opportunities and threats
in comparison with non-family business firms (Petlina & Kordb, 2015).

The results of this research suggest that the family business in the Czech Republic as an
economic phenomenon is healthy, economically stable and in the phase of growth (Petlina &
Koréb, 2015). The family business has a number of strengths and there are many opportunities
providing a potential for further growth. The great asset of the family business is the team of
long-term-employed family members with knowledge and experience in the given field and
the efforts to keep family traditions of high-quality production or service. That results find
echoes in other scientific works about the family wine business (Dyer & Whetten, 2006;
Stazovska et al., 2008). According to literature and obtained research results, one of the
general distinguishing feature of small and medium-sized family firms is tong-term planning.
Many studies confirm that (Dyer, 2003; Lumpkin, Brigham & Moss, 2010; Zellweger, 2007).
These results were also detected in the AMSP’s 32nd survey with the title “Situation of Family
Business in CZ” in 2015 (Brenova, 2015; Situation of family business, 2014). It was revealed
that 62% of family firms in that research in the SME segment put an emphasis on long-term
planning. There is a logical interpretation for this, nevertheless, it does not match to general
information about the SME segment. For instance, most firms in the SME segment put

emphasis on short-term and medium-term planning (Breckova, 2016).
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The family firms have constantly centered on customers’ needs. It is reflected in the flexibility
in work, time and money of family members as employees. Although this is manifested in the
pride and certainty in the own business and its commodity that was confirmed in the research
of Brenova (2015). The family firms in the wine sector are effectively using resources at the
own disposal. This feature is especially evident in times when it is necessary to resist
economic shocks or some crises. That was confirmed by other authors (Benacek &
Michalikova, 2012; Arregle et al., 2007; Tagiury & Davis, 1996). The family business in the
wine sector has the feature as typical lore for own activities. According to the authors’
observation, usually, there are family secrets about the cultivation of grapes and processing
technology that family keeps and transfer from generation to generation. This is the subject
of the family pride and the pushing force for the further maintenance and development of the
family wine business. The similar results were revealed in the research of Woodfield and
Husted (2017). They underline the benefits of knowledge sharing between generations.
Besides that, the authors propose that families need “an overt awareness of both obverse
knowledge sharing (senior to next generation) and reverse knowledge sharing (next to senior
generation)”. For that purpose, families might engage with governing knowledge sharing
(Woodfield & Husted, 2017; Foss, 2007; Foss et al., 2010).

Besides that, the next feature of the wine family business is recognition and confidence in the
family business products by local customers (Petlina & Koréb, 2015). The study results of
Gabzdylova, Raffensperger & Castka (2009) on the New Zealand wine industry assumed that
one of the greatest indicators for the sustainable environment is satisfaction with the
profession. The study that conducted by Murinova (2017) respondents emphasized that they
are contented with their professional field and add that one of their success factors is the
availability of vineyards in prestigious location.

The weaknesses of the family business can be divided into internal and external parts. Internal
pressures emanate from the very nature of these institutions (Frank et al., 2011). The major
internal pressures are divided into the emotional and managing parts. The course thereof is
“engagement” of the family in the business system. The emotional problems can paralyze all
the fields of business spoiling the interpenetration between the family / firm systems. Conflicts
in the family business can arise because of strong family ties, also sometimes because of the

lack of choice of an heir to business (Petlina, 2015). Garcia et al., (2014) states based on their
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research results that the further reasons of conflicts are the processes of a delegation of
responsibilities based on family closeness. All this requires the establishment of well-
qualified communication channels among the family members and their business. These
conflicts can also be explained by the laborious nature of the family business (Levinson, 1971;
Fock et al., 1998). There are several possibilities to eliminate the emotional conflicts
mentioned above.

Communication plays a key role here. Leach (2008) reports that in most family firms there is
no proper communication. A “helping hand” in solving communication problems is provided
by an independent mediator who mediates communication between the parties. Generally
speaking, similar problems have a negative effect on the firm's competitiveness. Problems of
a corporate character represent the second group of internal weaknesses of family businesses.
The interaction between family and business means that everything that has been written
about emotional problems is the source of corporate pressures. These problems can be found
at all stages of the management process, i.e. planning, organization, management, and control.
A strategic planning in family firms is more comprehensive than in non-family firms, and
therefore even more complicated. A strategic plan must respect both business and family
systems. As Soucek (2010) says, excellent leaders can predict the future, but the geniuses
create the future. He also mentions that the greatest successes in business are based and will
always be based on a correct assessment of future events. Business partners determine their
aims and how they want to achieve them. They create own goals, which they try to transfer
into the real world. Unfortunately, strategic planning is often underestimated in the family
firms and can be the reason for the high failure (Soucek, 2010). This issue also includes
generational exchange, the process of rewarding family members, reinvesting profits (Kordb
et al., 2008). Therefore, it is possible to assume that Czech family firms have already reached
the point where they need to decide whether to maintain for the future generation or sell the
business.

Generational exchanges are considered to be one of the most difficult times for family
business, where unsuccessful surrendering and the disappearance of the family business can
happen (Puklovd, 2016; Rydvalov4 et al., 2015). The authors Hnétek and Hnatkova (2014)
affirm in their research that family firms and the running replacement of business generations

in the Czech Republic is an actual issue, and there are insufficient attention and support from
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the state institutions. Among the significant pitfalls of family business, Poza and Daugherty
(2014) also rank succession planning. There are many mistakes that the business owner should
try to avoid. This is, for example, a procrastination in planning the transfer of firm and
ignoring the possibility of a potential owner’s death (Poza & Daugherty, 2014). According to
Johnson et al. (2018), the main purpose of succession planning should be that customers do
not notice a change in management. For example, unless there is no straight and smooth
transition to the next generation, product quality will deteriorate, which may then weaken the
entire business (Johnson et al., 2018).

Thus, the family wine business has certain weaknesses, but it has no direct influence on them,
but at times a family firm can control these processes indirectly. The majority of family
business owners tend to be unaware of what public opinion is showing in their activities,
despite the fact that these firms represent the real pillars of a productive economy (Korédb et
al., 2008). Such weaknesses do negatively affect the competitive position in the business
market. Family wine firms have a low competitive ability in comparison with corporations:
the majority of family wine firms in the Czech Republic is micro and small-sized firms
(Murinova, 2017). Thereby, they can not afford many competitive tools as, for example,
“price wars”, powerful advertising campaigns etc. (Kordb et al., 2008). Furthermore, many
studies show that it is typical for SMEs, especially as regards their experience with supported
investments and training of qualified personnel (Breckova, 2016; Havlicek et al., 2013). The
growth is the further invocation for family wine firms (Friedman et al., 1991).

Summing up, we can agree with Sorenson (1999) and other scholars (Breckova, 2016;
Havlicek, 2013; Moini et al., 2010) that qualitative tuition, consulting and research in this area
can help overcome in general these obstacles and increase the competitiveness. One of the
main today's tasks is to help preserve and develop family traditions associated with wine
production because this is one of the oldest national economic activities in the Czech Republic
that is currently undergoing an important development moment.

2.2.3 The role of family business in the economy

The family business plays a very important role in developed economies. The topic of family
business is independently taught in various universities. Also, the issue of family business is
a subject of many investigations, where many research programs are added. It also should be

noted that family business is very much widespread around the world. Spain, Austria, Italy,
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Germany, Switzerland, Norway and the United Kingdom are the typical countries of the
European Union with a high level of family business. Small and medium-sized family
business companies play a very important role in the overseas countries, like the United States
or Canada, where the dominant representation is also in the category of up to ten employees
(Wilson, 2011). Furthermore, in viewing the family business in terms of its share in the total
number of all registered firms in the respective national economies, we can see an evident
share thereof, namely between 70 and 95% (Owens, 1994). For example, in the European
Union, 85% of all registered companies are the family firms and, in the USA, it is even more
than 95% (Pistrui et al., 2000). These facts might convince even the biggest skeptics who do
not believe that family business could be considered as a driving force of the global economy.
More about the percentage of family business in the total number of registered firms and the

GDP formation in different countries, see Table 1.

Table 1 Family Business and its share in the number of registered companies in different countries

Country Shares in the number of GDP Shares (%)
registered companies (%)

Australia 75 50

Belgium 70 55

Brazil 90 65

Finland 80 >40

France >60 >60

India Data not available 65

Italy >95 Data not available

Germany 60 55

Netherlands 74 54

Poland 50-80 35

Portugal 70 60

Spain 75 65

Sweden >80 Data not available

Switzerland 85 Data not available

Great Britain 75 Data not available

USA >95 40

Middle East countries >95 Data not available

(Source Neuber et al., 1998)
2.2.4 Development of family business in the Czech Republic
Unfortunately, the Czech Republic has started to pay a little attention to family business only
since 1989. This is to the detriment of many causes because family business has played an
important role in both the interwar period and today. Unfortunately, the period of 1948/1989
has severed many generic lineages. The small and medium-sized family business firms were

almost erased from the economic environment and, with only save for minor exceptions, the
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today’s family companies are those of the first generation, i.e. the generation of founders. The
family business firms are dominating in the category of today’s Small and Medium-sized
Enterprises (SMEs) (Kordb et al., 2008).

It is estimated that the SME sector shares with 98.8 % of the total volume of all firms in the
Czech Republic (Small and Medium-Sized Enterprises, 2016; Korab et al., 2008). Table 2

shows category sizes represented as a family business.

Table 2 Distribution of Family Business within the Individual Categories in the Czech Republic

Categories of firm sizes Representation of family business
Micro-firms up to 10 employees 70 - 80%
Small-firms from 11 to 50 employees 30 - 40%

Medium-sized firms 51 to 250 employees | 20 - 30%

Big firms >250 up to 11%

(Source Korab et al., 2008)
It can be seen that the representation of family business is declining in different categories
with the increasing size of the firms. This situation somewhat disagrees with the estimate of
the European Commission saying that: 80 / 95% of all business entities of the Czech Republic
can be classified as family firms (Mandl, 2008). The European Commission”s estimates are
too optimistic when disregarding the distribution of business entities in the individual
categories and mostly silencing about the definition of family business. At the present time,
we can find various types of family business in the Czech Republic as they are listed in the
table below. The Czech business environment shows the majority of new small and medium-

sized firms established after 1989 (Table 3).

Table 3 Types of Family Businesses in the Czech Republic
The history of a family business

Long-Time Short-Time
Size of a Small Smaller restituted business-firms — | New, small and medium-sized firms
family smaller trades and crafts established after 1989
business
Large  Large, respectively New large firms founded/occurred after
medium-sized business 1989
firms of the First Republic

(Source Korab et al., 2008)
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The research No. 26 by the Association of Small and Medium-Sized Enterprises and Crafts
of the Czech Republic has brought relatively positive values regarding the actual situation
within the Czech family SMEs in comparison with non-family business firms (Situation of
family business, 2014). This reflects in less than 50% of the expected increase in revenues;
one-tenth of the Czech family SMEs expects a decline in revenues (Situation of family
business, 2014). Many companies thereby incline to paying a major attention to increase in
efficiency and personal development. Two-thirds of the Czech family SMEs perceive the firm
functioning on the family base and on benefits. The decline in revenues can be explained by
a different opinion of the future two generations. Despite this, two-thirds of Czech family
SME:s plan to pass on the baton to the next generation. A half of them has already started that
process, nevertheless, it should be taken into account that such a process can take a long time

within a family firm (Situation of family business, 2014).

2.2.5 Prospects for development of family business in the Czech Republic

In accordance with a statement by the European Economic and Social Committee 2015, the
family business in Europe was defined as a resource of future growth and better working
places (European Economic and Social Committee, 2015). The family business has better
ability to survive various difficult periods of recession and stagnation and it is also able to
withstand and to operate for a long time, because, in contrast to others, the family business is
based on the sense of responsibility for a good name of a business.

If there is a necessity to specifically support and monitor Czech family business performance
and contribution to the Czech economy, it will be clear in the Czech legal order. Today Czech
law knows only the legal institute of the family plant institute enshrined in the new Civil Code,
which is not sufficient for this purpose (Korab et al, 2008). It is not easy to say how large a
percentage of GDP is made up of the family business in the Czech Republic. The Association
of Small and Medium Enterprises of the Czech Republic, however, estimates that it is up to
30% (Brenova, 2015).

Family firms in the Czech Republic still play a significant role, despite the lack of attention.
It can be said that family business firms are not so much visible in the mass media now, but
they are driving motors of many national economies, including the Czech Republic. What
future they have today? It is assumed that the position of the family business will remain at

least the same in future. Even in the Czech Republic, we can expect a further significant
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strengthening of family business firms position in the market and we believe in alignment
with other market economies within the next ten or fifteen years. On the other hand, it should
be noted that this forecast assumes an ability of the family business firms to cope with many
competitive pressures, globalization and the coming wave of intergenerational transmission.

In order to improve the situation, it is necessary that the state, state authorities and scientists,
as well as the general public or entrepreneurs, become interested in this issue. Family firms
can also be assisted by family associations, for example, an association whose task is, inter
alia, to exchange experiences. Undoubtedly, the independent development and education of
the family business is an integral part of the overall development process (Petra & Havlicek,
2016; Sorenson, 1999). Moini et al. (2010) claimed in their research that the creation of an
effective government program that educates owners of family firms will provide opportunities
for further growth including exports. A necessary step is to make the family business more
professional with a high-quality implementation of strategic management and finding of the
right balance between the tradition and innovation (Roman et al., 2017; Sorenson, 1999;

Leach, 1994).

2.2.6 Family business in the wine sector

Like some other studies on the subject (e.g. Dyer & Hatch, 2006; Hakansson & Ford, 2002),
this study focuses on a single. This decision enhances internal validity, possibly at the expense
of external validity industry. Then, this study will focus on the wine sector based on the
following reasons.

One of the interesting area is viticulture and a wine making. Because that is one of the oldest
process, which has long reach history around the world. Many scholars try to investigate, how
it is still probable for a micro and small wine firms to craft and growth sector in a successful
industry (Jones, 2011), (Rozbroj, 2014). Usually, wine and gastronomy are ranked as
exemplary bearers of the cultural identity of a region (Lépez-Guzman et al., 2011). The great
tradition of different countries in grape cultivation and wine production (Kamsu-Foguem &
Flammang, 2014) has resulted in becoming the world's largest wine producers and thereby
tourism destinations (Gémez & Silva, 2016; Lombardi et al., 2016). The vast majority of
founders-winemakers across the world were small independent producers including in the
central Europe, they had experienced a lot of economic, political and social posers (Bruwer,

2010), (Terblanche, 2008). These comprise modification worldwide production and
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consumption patterns, severe competition, notably from New World producers and rising
control (Thomas, Painbéni, & Barton, 2013). Presently winemakers are divided into different
groups according to business size, production, wine regions and etc.

Czech wine industry is now part of the industry which is rapidly developing and gaining
momentum (Murinova, 2017). It is particular part to the Czech wine industry given the
significance of viticulture and winemaking for the agricultural economy of the Czech
Republic, illustrated by 17,600 hectares of vineyards within the country with 18,500
registered grape growers (Rozbroj, 2014). However, research on family business in the wine
sector is practically non-existent (Soler at al., 2017), especially with regard to the Czech
Republic. It can be surprising, as most wine firms are family owned. There is a potential
advantage of the Czech Republic in the world market based on the natural and climatic
conditions in this country ensure originality and exclusive taste of domestic wines (Sperkova
and Hejmalov4, 2012). Therefore, for scientific and national purposes, there is a need to study
this topic. According to that context, this study will contribute to the research of wine business

too.

2.3 Outcomes of the literature review

The main result of the literature review is that the issue of family business is widespread and
actual in the developed market economies. We confirmed the relevance of family business
issues and the identification of the main strengths and weaknesses of the family business’
example in the wine sector in the Czech Republic. Independently, the issue of family business
is taught at many universities and includes many targeted research programs. Based on the
literature and statistics it is possible to affirm the family business is a keystone of most
national economies all over the world, inclusively the Czech Republic (Hnilica & Machek,
2015; Strazovska & Jancikova, 2016; Stevanovic, 2014; Maret, 2012; Patel et al., 2012). The
family firms are considered to be historically the oldest and most widespread way of farming
and all existence in the countryside in the Czech Republic, built on the principle of full
responsibility of the farmer and his family.

During the scientific investigation of the family business essence, it was detected, that huge
diversity of family business definition leads to problems in practice. Particularly there is a
problem with the comparativeness of statistic data about the family business. After analyzing

the historical development of study and definition of family business, it was noted that
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majority of family business definitions were created based on ownership criteria, on the
second place is family members’ involvement in the business. The criteria of intention to the
succession are used very little, that does not let to investigate also the micro and small family-
owned firms in the Czech Republic, that represents a substantial part of all business operating
in the country (Petlina, 2016; Situation of family business, 2014). According to that situation,
the definition of the family business was created, which should describe well representative
family firms in the Czech Republic. One thing should be noted regarding the created
definition, which will be used in further qualitative and quantitative research of family
business in the Czech Republic using primary data. Although, for facilitation, the
identification of a family business with help of criteria of intention to the succession, family
ties of representatives will be examined.

As for Czech family firms, they are paying less attention than in the Western world. Family
firms are more stable there, more resilient to economic fluctuations, and more responsive to
their employees. However, according to former Secretary of Ministry of Industry and Trade
in the Czech Republic Mr. Mladek, the family firms are the real motor of the Czech economy
(Small and Medium Business Development Report and its Support Report in 2015, 2016).
They offer a deeper relationship to business, tradition, and continuity of development. They
are the stable and extremely important segment that deserves our support in the legislative
area, for example by dictating the definition of a family business so that they can also target
specific support programs. The AMSE has therefore launched a nationwide initiative aimed
at clearly defining what a family business is in the Czech legal order. Ministers also support
the creation of the law. Ultimately, this should mainly allow specific support for family
businesses from both national and European sources.

Additionally, research on family businesses in the wine sector is practically non-existent
(Soler atal., 2017). Several scholars have analyzed certain aspects of the family wine business
in different countries (Gallucci et al., 2015; Pavel, 2013; Woodfield & Husted, 2017)
including in the Czech Republic (Kordb & Murinova, 2018; Sperkova and Skypalova, 2012;
Petru & Havlicek, 2016; Odehnalova, 2014; Stazovska et al., 2008). Nevertheless, one of the
most interesting conclusions of the literature review is a suggestion that the family business
growth in wine sector is primarily conditioned by family reasons rather than business reasons

(Lombardo, et al., 2008).
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For the better understanding of the family business phenomenon, it was necessary to dismantle
the strengths and weaknesses and then to make assumptions about the future development of
this business type. For that purpose, the SWOT analysis was used for Czech wine family firms
(Petlina & Korab, 2015; Murinova & Korab, 2018). Thus, the study of weaknesses and the
strengths can help in the further development of family business research and enhance its
competitiveness. In short, the strengths facilitate certain situations in the family business at
the time when being forced to respond to problems (Hanzelkovd, 2004). The weaknesses of
the family business, however, represent the problems to be removed. The main strengths of
family business are defined as mutual agreement between the family members; commitment;
flexibility in work, time and money; the long-term working plan; stable business culture; the
speed of decision-making; pride and confidence; effectiveness the higher motivation of family
members as workers; product quality and long-term intention and planning (Murinova &
Korab, 2017; Petlina & Kordb, 2015; Brenova, 2015; Sorenson, 1999). Generally, the
advantages of Czech family firms are the high workload of the founders. Based on experts’
estimation, it is actual also for selected Czech wine firms. One of the main features of selected
family wine firms is the team of long working-arranged family members with deep ideas and
experience in a certain field. That results were detected in other studies about family wine
business in other countries (Soler et al., 2017; Pavel, 2013). Moreover, the desire to preserve
the family traditions of production and service at a high level is one generic feature of family
wine firms in the Czech Republic (Stazovska et al., 2008).

It was also found out that the main weaknesses of the family business are the strong family
ties. Besides, the weaknesses are caused by the following reasons: the need of high-quality
communication channels among the family and family business; reluctance to external
sources of financing; the high potential for conflicts; the reduced ability to respond to global
challenges (Levinson, 1971).

Thus, to solve those problems and potential threats, it is purposeful to make the micro and
small-sized family firms more professional by means of high quality education for family
members and the potential heirs of business; a quality implementation of strategic
management and finding of the right balance between the tradition of family business and
innovation as a necessity for further growth and competitiveness. In some developed

countries, there are special centers for consultations and training for the representatives of the
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family business. Moreover, the investigations in this field will contribute to the family
business for providing constructive analyses of issues, obstacles and possible solutions.
Therefore, it is a real fact that the family business is no phenomenon of the present time. Some
authors consider the family business as a future motor of the Czech Republic (Korab et al.,
2008), therefore it is necessary to support this business type and amend legislation (Machek
& Pokorny, 2016). It is significant for a family business to come to the forefront of the state
interest. Moreover, the wine sector was presented as a bright example of family business
representative. Besides that, the gape in the research of family business in the wine sector
(Soler at al., 2017), especially regarding the Czech Republic.

Summing up, a family business is widespread in different areas of production and service
(Gallo, 2004) in the world. This form of business is recognized as a unique and distinct
opposed to non-family business due to the joint impact of the business and the family (Zahra
& Sharma, 2004). As mentioned before, interest in family business research has increased in
the past years and the emergence of new issues, theories, and publications points to completed
studies and gives a general sense of the field’s progress (Zahra & Sharma, 2004). Hereby,
despite the significance of a theoretical contribution of this review to the knowledge of
strengths and weaknesses of family firms, the value of this section stems from the fact no
previous research attention has been focused on the real features of family-owned wine firms
in the Czech Republic. Thereby, this work will establish a starting point for further study
within this important sector for the Czech Republic.

As the discipline of family business reaches maturity, scholars formalize concepts about
family business and factors that influence family firms. Generally, the initial focus on family
business research is to understand and interpret the essence and the differences of the family
business from non-family businesses (Debicki et al., 2009) and the process, how these options
affect business performance (Mazzola et al., 2013). However, there is a necessity for further
research on family business performance in this context because previous studies have used
indicators that do not fully cover the specific features of the family business (Hienerth &
Kessler, 2006). Many factors could be responsible for explaining family business

performance. Therefore, there is a need for further research in this direction.
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3 DETERMINING THE STATE OF SCIENTIFIC
KNOWLEDGE IN THE PERFORMANCE OF FAMILY
BUSINESS AND COMPETETIVE TACTICS

This chapter describes the main findings in the literature according to family business
performance and competitive tactics, the essence and possible measuring of that. The
generation stage as a possible factor that can influence on different utilization of competitive

tactics by family firms is described.

3.1 The essence of family business performance

It is necessary to identify the factors that could affect the family business performance. More
so, understand what business performance means and how it can be measured. Anterior
literature research concludes that a business’ performance can be determined, estimated, and
measured in different ways (Haber & Reichel, 2005; Soriano & Castrogiovanni, 2012).
Performance is repeating theme in many directions of business and management, including
family business. It is of interest to both academic researchers and practices. Besides that, the
significance of the research about firm performance is widely recognized (e.g., Campbell,
1977; Neely 2002; Neely et al, 1995; Soriano& Castrogiovanni, 2012; Gerba &
Viswanadham, 2016). Despite this, processing of performance in research settings is still one
of the most contradictory issues of today scholars (Taticchi, et al., 2010). Experts in
accounting, economics, human resource management, marketing, operational management,
family business, psychology, and sociology are all exploring that subject. According to Neely
(2002), one of the major problems with this area is that they are all investigating
independently. That means investigators are discussing their ideas in a narrow circle of similar
investigators, which leads to massive duplication of effort. The author assumes the necessity
to develop as an academic discipline, then it will acquire some boundaries and theoretical
fundamental agreements.

Business performance indicators can be as follows: achievement of aims and
means/resources; business size in terms of revenue and number of staff; sales and market
share growth; organizational structure flexibility; profitability; customer satisfaction; success
and survival (Yazdanfar, Abbasian & Hellgren, 2014; Haber & Reichel, 2005; Soriano et al.,
2012). Two indicators in this connection are profitability (Murphy et al., 1996) and
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productivity (Maroto & Rubalcaba, 2008). Profitability focuses on the measurement of the
financial performance of firms. Productivity is a measure of the produced per unit input (labor
hours, hectares of land, etc.). The rate of productivity growth is also an important indicator of
the economic viability of a firm or industry. In spite of various theoretical approaches to
performance, it can be measured objectively (i.e. by financial data) as subjectively (i.e. more
wide and flexible for a multi-industry comparison as sale and market share growth) (Haber &
Reichel, 2005; Yazdanfar et al., 2014). Therewith, performance can be measured both for the
short and long-term in all circumstances (Yazdanfar et al., 2014).

Generally, performance can be defined as the firm’s ability to create acceptable outcomes and
actions (Wood, 2006; Chittithaworn et al., 2011). According to Nelly et al. (19995),
performance measurement can be described as “a process of quantifying the efficiency and
effectiveness of action”. They divide performance measurement into several categories:
quality, time, flexibility and costs. Gerba and Viswanadham (2016) claim that performance,
success and growth of the firm are assumed to be synonyms due to the fact that this
phenomenon would be measured using similar indicators, such as survival, profit; return on
investment; sales growth, number of employed; happiness; reputation, and so on (Gerba &
Viswanadham, 2016). Performance can be measured using different tools depending upon
objectives that business follows. Gerba and Viswanadham recommend to use hybrid measures
(financial and non-financial measures) of performance to incorporate its multi-dimensional
aspect and to overcome pitfalls of single performance measures (Gerba & Viswanadham,
2016).

Academics consider non-financial measures as important because “they both reflect and affect
financial value, and they effectively help to link management actions and an organization’s
financial results” (Ghosh & Wu, 2008). Moreover, a survey by Ernst & Young (1997)
indicates that non-financial measures reflect and affect the financial value. Academics have
mentioned many advantages of using non-financial measures, such as reflecting and affecting
the financial value of the companies, helping to link actions with financial results and focusing
on long-term organizational strategies. Thereby, there are several advantages of non-financial
measures that have to be taken into consideration:

scasy to quantify and understand;
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«direct attention to the physical processes, and hence help managers identify the precise
problem areas that need improvement;

sprovide immediate short-run feedback on whether quality improvement efforts are
succeeding;

suseful indicators of long-run future performance;

emanagers can get a glimpse of the businesses progress well before a financial verdict is
pronounced;

semployees can receive better information on the specific actions needed to achieve strategic
objectives;

sinvestors can have a better sense of the company’s overall performance (Uyar, 2010).

Performance is no longer understood only in a narrow physical-technical or financial way. A
wider, multi-dimensional range of causes, aspects and consequences of business performance
and its measurement were recognized (Neely, 2002). The interest of this topic continually

increasing, the different ways of its measurement appear.

3.2 Overview of the family business performance measuring

The field of strategic management is mainly interested in measuring of differences in firm
performance and determination strategies associated with these performance changes
(Hoskission et al., 1999). Venkatraman and Ramanujam (1986) assumed that business
performance measurement is used in three fields. The first one said that the business
performance measurement is used in theory development. The second one said that scholars
measure the business performance to empirically test strategy theories through their impact
on performance outputs. Third, practitioners assess the effectiveness of decisions, considering
the performance results. So there are three areas of application of business performance
measurement: theory development, empirical testing, and practitioner evaluation of decision
effectiveness.

The “business performance” view, which is taken in this work and reflects the partial overlook
of family business performance, is a subject of the overall concept of organizational
effectiveness (Goodman, 1975). In the investigation of business performance approaches,

Venkatraman and Ramanujam (1986) proposed three business performance domains.
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Figure 5 shows a simple scheme for describing the scope of business performance from the
perspective of the concept scope.

Domain of Financial
Performance

Domain of Financial
Operational
Performance
(Business
Performance)

Domain of
Organizational
Effectiveness

Figure 5 Three business performance domains
(Source: Venkatraman & Ramanujam, 1986)

The narrowest concept of business performance is the use of simple financial indicators based
on the outcome, which are supposed to reflect the execution of the firm's economic goals.
There is a financial performance approach, which examines such indicators as profitability
(reflected by ratios such as return on investment, return on sale, and return on equity), sales
growth, earnings per share and etc.

The second domain is business performance, which focuses on the factors that drive financial
performance. This domain encloses the following measures: market share, new product
introduction, product quality, manufacturing value, and other measures of technological
efficiency within the domain of business performance. However, this approach stays very
much financial in its orientation and supposes the dominance and legitimacy of financial goals
in a firm's system of goals (Venkatraman & Ramanujam, 1986). According to Venkatraman
& Ramanujam (1986), there can appear a conflict between financial performance domain and
business performance domain. For instance, investments needed to improve quality or service
(the business performance domain) may hamper short-term profitability (the financial
performance domain) (Williams, R., 2015). For example, the touristic agency thinking about

an expansion in stuff to provide faster service would bring upon oneself the instant cost of
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complementary personnel; while amplified revenue as the gain of providing quicker serves, it
would be afterward. Thereby, the short-term profitability may be hampered.

The third domain is the organizational effectiveness performance, which is the broadest of the
three domains that is proposed by Venkatraman and Ramanujam (1986). This domain
combines elements from two previous domains but includes the effect of business activities
on different stakeholders. For example, a firm that applies a global outsourcing strategy can
evaluate the organizational effectiveness (performance) of the strategy with help of measuring
employee productivity and commitment, also measuring the associated costs and savings, and
measuring the time required to provide customers with products (Elmuti & Kathawala, 2000).
Thereby, the firm’s measures would count the impact of strategy on the firm’s owners, the
firm’s employees, and the firm’s customers (Williams, R., 2015).

The balanced scorecard approach takes into account financial metrics, non-financial
measures, internal and external stakeholders (Williams, R., 2015). There is a good analogy of
combination of all three business performance domain: baking of a cake. The ingredients are
analogies for investment in resources. The oven temperature, the mixing ingredients, and
baking time represent the financial performance domain (these processes impact the gain
obtained from the investment in ingredients). The satisfaction of eating and cook the cake
(together with the cost of the ingredients, oven temperature, and cooking time) are similar for
organizational effectiveness domain. That means that this domain combines ingredient costs,
the processes impacting the gain from the investment in ingredients, and various stakeholders
(customers and cook) (Williams, R., 2015). Thereby, organizational effectiveness is
considered with the complete system (Merriam-Webster, 2013).

One of the tasks of this study is to choose family business performance scale that covers all
goals of family business (financial goals, non-financial goals, business goals, and family
goals) in the holistic process, measuring the complete system of family business goals.
Therefore, it is necessary to determine the features of family business performance. After this
overview of performance measuring, the next section provides briefly particular qualities of

family business performance.

3.2.1 Peculiarities in measuring family business performance
There are two considerable challenges when researchers are measuring family business

performance. The first one refers to the problem associated with a collection and interpreting
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financial data from private firms. Since the task of this research is to measure performance in
private family firms, this obstacle is relevant to the research. The second challenge of
measuring family business performance is the impact of different family business definitions
on performance measurement results. This issue was solved in the Chapter 2.1, where that
definition was presented and disassembled in details.

The next difficulty in the construct of measures is not in generating enough performance
measures, but rather in selecting down to a very small number of centrally significant
measures.

There is an essential portion of the economic entities that are private family firms (Astrachan
& Shanker, 2003) and, thereby researchers are interested in this field (e.g., Schulze et al.,
2003; Stockmans et al., 2013; Westhead & Howorth, 2007; Woods et al., 2012). Nevertheless,
financial data from private businesses are usually complicated to obtain and to interpret, goal
(Dess & Robinson Jr., 1984; Ling & Kellermanns, 2010; McKenny et al., 2012; Westhead &
Howorth, 2006). According to experts, it would be too ambitious goal to obtain precise
quantitative data, which would endanger the entire investigation (Dess & Robinson, 1984).
Owners of private firms are often indecisive to show financial performance information, they
are very sensitive for asking this kind of information (Dess & Robinson Jr., 1984; Ling &
Kellermanns, 2010). This issue can be seen in Sciascia & Mazzola’s (2008) research of
privately held Italian small family firms. They obtained the low response rate (merely 4.1
percent). According to Westhead & Howorth (2006), it may be difficult to compare and
interpret financial data from small family firms. The reason is that compensation strategies of
private family firms’ owners and industry-related factors can obscure financial data provided
by private family firms. For instance, such a family firm can report low profits relative to its
industry, but there can be inaccurate reporting of owners’ compensation, it means the
compensation, which could be reported as profits and dividends and not recorded as an
expense (Williams, R., 2015). Thus, owners of private firms often work on their profits in the
way to reduce their tax burden, investing the expensed paragraph (Williams, R., 2015). It is
worth noting that this is a typical problem for private firms with all the profit based on
financial indicators, where is corporate income tax or tax on business owner’s income.
Besides this, the variety in methods of accounting routines in private firms contributes to the

difficulties of processing financial information provided by a private firm (Dess & Robinson,
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1984; Ling & Kellermanns, 2010), that prompts to minimize reported taxable income (Mazzi,
2011). The interesting research results belong to Willims (2015), where the author discovered
that the majority (52 percent) of studies about family business performance focused
exclusively on public firms. According to Willims (2015), the possible reason is avoiding the
problem rated to getting financial data from private family firms by using published data from
public firms.

Based on the mentioned information, this study will not use an objective financial information
from family firms as a foundation, instead, subjective data relating to goals will be analyzed.
Because the statistically significant correlation was detected by scholars between subjective
measures of financial performance and objective financial performance measures (e.g., Dess
& Robinson Jr., 1984; Ling & Kellermanns, 2010). Many researchers applied both subjective
and objective measures in their research (Hult et al., 2008). Their findings indicate that both
are equally valid and reliable measures. Moreover, some authors assume that the results
obtained through subjective and objective measures tend to be broadly comparable (see Dess
and Robinson, 1984; Geringer and Hebert, 1991; Powell, 1992; Tzafrir, 2005; Singh et al.,
2016).

For the further detailed illustration of certain measures of the family business, it is necessary
to notice that any kind of performance measures depend on the goals that firms set. Because
these goals organize desired results from multiple opportunities, they provide the basis for
evaluation of actual results (Simon, 1964). The complexity of family business goals
demonstrates the findings of Tagiuri and Davis’s (1992) factor analysis. “Given their relation
with outcome performance appraisal, goals regulate behavior and actions by focusing
attention on goal-related issues” (Latham & Locke, 2006). Goals often reflect the wishes of
business founders (Andersson, Carlson, & Getz, 2002). As for the family business, there are
specific features, because, in addition to the business component, there is a family component
that has own goals.

To explain the link between goals and performance in family businesses, scholars applied
strategic reference point theory (e.g., Berrone et al., 2012; Chrisman & Patel, 2012; McKenny
etal., 2012). This theory suggests that firms choose goals based on the preferred performance
results (Mahto et al., 2010). According to the research of Chrisman and Patel (2012), family

firms manage to satisfy both financial and non-financial goals. Because families have various
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strategic reference points, family firms differ in their mix of financial and non-financial goals,
developing various significance to mixed goals, that facilitates to the of family firms’
heterogeneity (Mahto et al., 2010; Chrisman & Patel, 2012).

According to Williams (2015), who analyzed many articles in the review of family business
goals that were published from 1992 to 2013, there are four categories of family business
goals:

= personal goals — goals that originate from the actual leader of the firm and represent the
leader’s interest (e.g., provide the owner with a challenge, develop a power base for
myself);

= family goals — goals directed at the wellbeing of the family (e.g., creating jobs for family
members, family harmony, transgenerational value creation);

*  business goals — goals directed at refining the business (e.g., profit growth, deliver a high-
quality product or service, sales growth);

= community goals — goals that involve stakeholders outside the business (e.g., long-term

relationships  with suppliers, social responsibility, organizational reputation,
philanthropy) (see Figure 6).

M Personal goals

H Family goals

Business goals

42%

B Community goals

Figure 6 The proportion of goals mentioned in the articles reviewed in the four categories
( Source: Williams, 2015)

A family business leader’s extrinsic motivation to be involved in the business (Astrachan,
2010) may cause a wealth of that leader and compensational goals. That wealth and income
may indicate a leader’s personal success to others (Williams, 2015). Opposite, a leader’s goals
related to compensation can be less self-oriented. For instance, it can be a consideration of the
goal to earn enough to support the leader’s family (Getz & Carlsen, 2000). Since the leaders
of small family firms invest their personal finances to ensure loans, leasing, etc., their personal

finances are thus intertwined with business finances (Berger & Udell, 1998). Evidence of the
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existence of personal economic goals can be found in the Greenbank’s study (2001) of micro
business owners-managers, where the author determines that 84.5 percent of that managers
cited personal economic goals as general goals.

Thereby, this study implies that non-financial goals of the family business can complement
family business financial goals; and, that alignment between family goals and business goals

can result in better outcomes for both the family and business.

3.3 The essence of competitive tactics

This chapter will interpret competitive tactics as a factor that can influence a business
performance. There is a detailed observation of competitive tactics as linkers between strategy
formulation and implementation (Castillio-Apraiz & Matey, 2015). In this section, it is
possible to find out, that competitive tactics play a crucial role in the comprehension of firms’
sources of performance. This is the instrument that provides a function to competitive strategy,
creating the mainstay for the formation of strong competitive advantages. The detailed
comprehensive review of this topic can be found below.

In a world of vagueness, firms rely on the success of some competitive actions to secure
lasting benefits (Ambe, & Sartorius, 2002). The importance of competitive behavior, such as
the concepts of first-mover advantage and competitive initiatives, has been extensively
recognized (Chen, 1996). Research in this field points that actions and responses affect firm’s
performance (Heap & Varoufaks 1995) in the following: the greater the number of
competitive steps (that a firm proceeds), the better its performance (Graham 1998).
According to Porter (2011), “Competition is at the core of the success or failure of firms.”
After many years of dynamic development and well-being, nevertheless, many firms lost their
flair of competitive advantage in their struggle for growth and pursuit of diversification.
Today more than ever the significance of competitive advantage is considerable. Competitive
advantage is hardly a new subject. Many books and articles devote to this topic an impressive
research. Competition defines the relevance of a firm’s activities that can contribute to its
performance. Ambe and Sartorius (2002) confirmed in their study that the increase in the level
of competition is associated with improved business performance. In contrast, companies that
are unable to respond will not survive (Ambe & Sartorius, 2002). Their study also extends the
assumptions of Khandwalla (1972) and Mia and Clarke (1999) by providing empirical

evidence of a positive and statistically significant relationship between the intensity of
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competition and the performance of business units. Competitive advantage grows basically
out of value a firm is able to create for its buyers that exceed the firm’s cost of creating it. A
value is what buyers are ready to pay, and superior value occurs from offering lower prices
than competitors for equivalent benefits or providing unique benefits that more than
compensate a higher price (Porter, 2011).

It has been argued by Porter (1980, 1985) that “the firms’ capacity to reach one of the two
basic types of competitive advantage, which include the low cost or differentiation competitive
advantage, may lead to a high performance in the long run in which arises from the structure
of the industry.” Since the firm’s particular objective is to sell its product at a cost above
production cost in order to make a profit, the firm can then decide to either differentiate its
product from others, so to achieve a superior price or rather engage in the production that is
of low cost compared to its competitors (Oghojafor et al., 2014). Choosing the best strategy,
according to Porter (1985), all depends on the structure of the industry. An industry that is
more competitive will curb the power of a firm in the influencing the product price. Thereby
it will lead to a low-cost competitive strategy, while an industry that supports price inflation
will be the best for a firm to go with a differentiation competitive strategy.

It is worth to note, that strategy is often defined as a contingency plan of action designed to
achieve a particular goal (Casadesus-Masanell & Ricart, 2010). Porter points out: “Strategy
is the creation of a unique and valuable position, involving a different set of activities”
(emphasis added). A strategy is a high-order choice that has profound implications for
competitive outcomes (Porter, 1985). Later Porter (2011) notes, that “Competitive strategy is
the search for a favorable competitive position in an industry, the fundamental arena in which
competition occurs. It aims to establish a profitable and sustainable position against the

forces that define industry competition” (Porter, 2011). Therefore, there is a central question

that emphasize the choice of competitive strategy that will positively impact business
performance. In the book “Competitive strategy: techniques for analyzing industries and
competitors” Porter reveals an analytical framework for insight industries and competitors,
and formulating a common competitive strategy (Porter, 1998). Porter distinguishes three
broad generic strategies for achieving competitive advantage. He develops three basic types
of competitive strategies for creating a defensible position and outperforming competitors in

a given industry (Porter, 1980; Porter, 1985). The first, generic strategy is cost leadership,
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that is does not neglect a quality, service, other areas, and differentiation, but underlines low

cost comparative to competitors. The second, differentiation strategy demands that the firm

create something: product or service, that is accepted industrywide as being unique, hence
allowing the firm to disposal higher than average prices. The third strategy is a focus strategy,
in which the firm centers on a specific group of customer, geographic markets, or product line
segments (Porter, 1980). All three strategy represent three extensive types of strategic groups.
Thereby, the choice of strategy “can be viewed as the choice of which strategic group to
compete in” (Porter et al., 1980). Porter claims that the failure to spread its strategy along at
least one of these three categories is “almost guaranteed low profitability.”

The relevance of being at an advantageous strategic position through the firms’ activities has
not only been suggested by Porter’s (1980, 1985) competitive strategy, but also by Barney
(1991) in his Resource-Based View (RBV) theory (Bharadwaj et al., 1993). In this way,
development of the firm helps to respond to consumer needs.

Thus, it is possible to make the following summary. Porter (1991) picked out the cost

leadership strategy as the vibrant of the three strategies. He emphasizes that the cause of being

at an advantage to others is in its ability to reach cost leadership without undermining the

basis of differentiation. That assumes that the cost leadership strategy must produce similar

products with its competitors, but at the advantage of producing it at a lower cost (Dess and
Davis, 1984; Coeurderoy and Durand, 2004; Oghojafor et al., 2014). Otherwise, the

differentiation strategy, which claims that “a firm seeks to be unique to its industry along

some dimensions that are widely valued by buyers”, it is not surprising that elements like
brand identification, control of distribution channels, innovation in marketing techniques and
advertising are found in the differentiation strategy (Porter, 1985; Dess & Davies, 1984).
Hence, firms adopting this strategy must organize themselves in the sense that the
strengthening must be more than the cost of the strategy. The focus strategy meantime is
divided into two parts, which are the following: cost leadership and differentiation strategy
(Oghojafor et al., 2014). These two strategies are different from the ones earlier discussed in
the sense that they focus on the contracted market segment. For example, in the case, where
the earlier discussed differentiation strategy focuses on the features estimated by many, the
differentiation strategy under the focus strategy focuses its attention on the particularized

market segments. Same applies with the cost leadership strategy under the focus strategy,
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which points to penetrate into a narrow segment of the market at minimal cost (Dess and
Davies, 1984). Besides being “stuck in the middle”, the trend is either differentiation or cost

management strategies can lead to positive performance outcomes, where a differentiation

strategy is described by a strong marketing and/or quality orientation, and a cost leadership

strategy by a cost and/or process improvement orientation (Porter, 1980; Oghojafor et al.,

2014; Williams, 2015).

According to Thompson et al. (2005), a company’s strategy points the choices its managers
have made about how to attract and place customers (value), how to respond to changing
conditions and compete successfully and grow the business (rareness), how to manage each
functional piece of the business and develop needed capability and achieve performance target
(inimitability). In the study of Sani et.al. (2014) researchers claim that without competitive
advantage a firm risks being beaten by competitors, hence the firm needs to set strategy for
putting them apart from competitors, it will contribute to achieving sustainable competitive
advantage and performance.

Thereby, since the early 1980s, Michael Porter’s strategic typology has been one of the most
extensively recognized methods of discussing, categorizing, and selecting company
strategies. Porter’s novel idea that strategies can be classified into generic types
(differentiation, cost leadership, focus or combination) has been the basis for much of the
strategy research and practice in the past quarter century. Numerous significant gaps in our
understanding of Porter’s typology still exist, obstructing managers’ efforts to implement
these generic strategies. One problem was that early research has not identified exactly tactics
associated with each of the generic strategies. Moreover, previous research had not defined,
which of this tactics are associated with higher levels of business performance (Akan et al.,
2006). Thereby, managers of the firm could hesitate, which specific tactics to implement at
the functional level of their firm when they follow a chosen generic strategy.

Later Baum et al. (2001) stated that firms, which apply cost leadership and differentiation
strategies, are likely to obtain a competitive advantage and higher performance than those,
which do not. The authors also noted that micro and small family firms do not place much
emphasis on strategy and strategy formulation and this affects their performance negatively

(Agyapong et al., 2016). Nooteboom (1993) assumes that the reason is that they have a small
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size and are not able to compete with the major players in the industry, so they have to focus
on strategic activities.

According to Nooreboom (1993), small and micro family firms should focus on strategic
actions for increasing own competitiveness with major players through the implementation of
cost leadership strategy and differentiation strategy (which were described above). Acquaah
(2011) considers the reason for the implementation of cost leadership strategy by family
firms. These reasons may also be reflected in realities of the Czech wine industry, where
Czech wine market is being priced sensitive. And because cost leadership strategy is best
appropriated for such markets, there is an assumption that family wine firms can easily
implement a low-cost strategy. Moreover, there are factors that can contribute family business
to contrive high performance and reduce cost: paternalistic relationship with workers, long-
term hiring strategy, the permanent stay in the business by the family executives,
trustworthiness, and enduring social relationships building and networking (Acquaah 2011).
That all permits family firm to charge lower prices and be a low-cost producer (Agyapong et
al, 2016). In addition, family members are committed to their business and ready to work
extra hours without determining extra pay that helps to cost-cutting to support cost leadership
strategy.

Conversely, a differentiation strategy is applicable in the market, which the target customer
segment is not price-sensitive or customers have a specific needs, and a firm has unique
resources to satisfy these needs (Porter, 1980). However, this strategy also is appropriated in
markets that focus on value rather than price. On the Czech wine market, it is also applicable,
where some customers prefer quality and brand association. The further pilot study confirms
the existence of established customer loyalty that allows us to assume of differentiation
strategy application by some family wine firms.

Based on the extensive literature, organizational strategies are classified in accordance with
three different levels: corporate-level strategies, business-level strategy and functional-level
strategy (Nandakumar et al., 2011). Functional-level strategy sustains business strategy, and
business strategy sustains the corporate-level strategy. Therefore, when developing strategies
it should be considered that the corporate-level strategy will impact business-level strategy,
and business-level strategy will impact the functional-level strategy. Therefore, this

subordination of various levels of strategies points on that the strategy, which is closer to
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strategy implementation, is found in the last level: the functional-level. In this way, some
researchers point to competitive tactics in this context (Akan et al., 2006; Castillio-Apraiz &
Matey, 2015). The strategy implementation is the theme of many papers because it is a major
factor that helps to interpret the firms’ failure or success. Akan et al. (2006) highlight in their
study the importance of tactics’ implementation because they are linked to improved
organizational performance. But there is a problem with the definition of implementation
because scholars design definitions basing on the problem that they solve. “In order to develop
a strategic process, the main strategic objectives must be defined, strategy must be formulated
and implemented and strategic feedback must be considered” (Munive-Hernandez et al,
2004). We agree with the authors, who assume that the formulation and implementation
should be seen as two sides of the same coin (Cholip, 2008). In our days the strategy is seen
as a continuous and dynamic organizational process where the focus is on a constant
refinement and updating of the action taken (Castillio-Apraiz & Matey, 2015). It is not enough
to invest only in formulating the strategy, ignoring the fact that companies that focus on trying
to link strategy and implementing will get satisfied employees and customers, and even higher
performance (Beaudan, 2001). The strategy determines the tactic (Finney et al., 2005). The
first one decides what to do (strategy) and the other one decides how to do it (tactics). Thereby,
competitive tactics should help to identify the specific actions under the functional level.
These actions will be provided by some business strategy, which will contribute the corporate
strategy to achieve global goals.

There are many studies about the relationships of strategies and performance. Anderson and
Zeithaml (1984) analyzed the difference in strategic variables in various phases of the product
lifecycle. They tried to show the link between a business strategy and performance in each of
the phases of the product lifecycle. Therefore, competitive tactics are as linkers between
strategy formulation and implementation (Akan et al., 2006). Moreover, the former research
reveals that competitive tactics play a key role in the conception of an organization’s sources
of performance (Mackay & Zundel, 2017; Castillio-Apraiz & Matey, 2015). This is the mean
that provides a function to competitive strategy, creating the mainstay for the formation of
strong competitive advantages. Based on the literature, the sustainable competitive advantage
can be achieved through the continuous management of different competitive tactics (Yeung

& Lau, 2005). Many scholars used the concept of “competitive tactics”. There are many
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studies about the relationships between strategies and performance. Anderson and Zeithaml
(1984) analyzed the difference in strategic variables in various phases of the product lifecycle.
They tried to show the link between a business strategy and performance in each of the phases
of the product life cycle.

Hereinafter Akan et al. (2006) helped to close the gap in the strategy implementation. Their
research describes a key set of tactics to describe each of Porter’s generic strategies. Besides
that, they identified the significant relations of certain tactics and the higher level of the
business performance that was exactly the aim of that study. Thereby, the model proposed in
Akan et al. (2006) and later developed in the study of Allen and Helms (2006) proves that
competitive strategy should set the tactics, and the utilization of suitable tactics will aid to get
the supposed results (Allen, & Helms, 2006). This research that based on Dess and Devis’
(1984) work concentrates on the link between each competitive tactic and business
performance, but there is a gap of the general model, which contains the basic competitive
tactics as well as the relationship between them.

The work of Castillio-Apraiz and Matey (2015) helped to fill this gap. They analyzed the
relationship between the competitive tactics tightly related to Porter’s generic competitive
strategies (Porter, 1991), namely Quality-Oriented Competitive Tactics (Quality) and Cost-
Orientated Competitive Tactics (Cost) (these two main tactics do not exclude each other).
They also analyzed two further tactics, namely Innovation-Oriented Competitive Tactics
(Innovation) and Marketing-Oriented Competitive Tactics (Marketing) (Castillio-Apraiz &
Matey, 2015). Competitive tactics, used in Castillio-Apraiz and Matey’ work (2015), are
connected to business performance and moment of entry. The performance was considered in
a broad sense with the aim to catch a vast part of its significance. Thus, it was decided to adopt
the validation scale that was used in work of Castillio-Apraiz and Matey (2015); Robinson
and Pearce, 1988; Ruiz-Ortega & Garcia-Villaverde, 2008, and apply it in the realities of the
wine family business in the Czech Republic. Moreover, for studying the heterogeneity among
family firms, it was decided to analyze the relationships between competitive tactics and
family business performance, taking into account the generation stage, which will be
described below. Moreover, the various features of each competitive tactic applied to the wine

industry are described below.
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3.4 Specifications of competitive tactics
The competitive tactics, which were chosen for analysis in the research, are the following:

= Quality-oriented competitive tactic (Quality),

= Cost-oriented competitive tactic (Cost),

= [Innovation-oriented competitive tactic (Innovation),

= Marketing-oriented competitive tactic (Marketing).
There are two primary competitive tactics, Quality-oriented competitive tactic (Quality) and
Cost-oriented competitive tactic (Cost), which are closely related to Porter’s generic
competitive strategies. Differentiation strategy and cost-leadership strategy can be clearly
differentiated in the wine sector (Zhang et al, 2013). Moreover, two other significant
competitive tactics are analyzed, the Innovation-oriented competitive tactic (Innovation) and
the Marketing-oriented competitive tactic (Marketing). Thereby, we work with an assertion
that these tactics are means that provide a function for competitive strategy, creating the
mainstay for the formation of strong competitive advantages. Nevertheless, there is no
unanimity in defining certain items for each competitive tactic, so the quantitative research
will be based on the classification of Castillio-Apraiz and Matey (2015) who applied some
adjustments to the classification of Ruiz-Ortega and Garcia-Villaverde (2008) to improve the
nomological validity. There is a specification of each competitive tactic in detail.
Quality as a phenomenon has a pragmatic interpretation as the non-inferiority or superiority
of something; it is also defined as fitness for purpose. Quality as a competitive tactic includes
increasing a high position in the industry; precise quality control, and robust customer service;
investment in research; elaboration and innovation. According to Ponte and Gibbon (2005)
“there is no 'universal' understanding of quality, and, second, [...] quality is cognitively
evaluated in different ways depending on what world is used to justify evaluation and action
and hence on which broader normative order is invoked’. This approach advantaged
assessing quality criteria based on reputation and prestige imagery that associates the intrinsic
characteristics of wine, grape, color or origin, with extrinsic ones, geographical indication,
labeling, winery tradition, recognition by critics and/or prizes received (Macias Vdzquez and
Alonso Gonzilez, 2015). It can be said that quality is a significant tactic for pioneers, firms

that are more focused on quality, and usually that kind of business strives to be first-to-market.
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The second main tactic is Cost, which involves great attempts to reduce costs, offering low
prices than competitors. This kind of business usually focuses on low price market segments.
This tactic is more common for followers, in other words, the firm that adapts the ideas or
patents of pioneers. According to Acquaah (2011), family firms can obtain the above-normal
profits because of their ability to lower prices to match or even below those of competitors
and still earn profits, so we assume that family firms take benefit of implementing this tactic.
Innovation and Marketing are other two competitive tactics can have a relationship with
performance. While in general, some studies report a positive correlation between family
influence and innovation (Gudmundson & Hartman, 2003; Hsu & Chang, 2011), other studies
suggest a negative relationship (Chin et al., 2009; Block, 2012). It is possible to assume that
the reason is in the generational difference of perception of the business philosophy and
orientation.

Some authors could claim that innovations in the wine industry are inappropriate because
winemaking is an ancient craft and based on old methods and traditions. Part of this is true,
but current ideas and development show that it is also a very dynamic sector (Huyghe, 2014).
Innovation consists of developing new grape varieties and enhancement of existing ones,
concentrating on specialized products and high price segments. The use of new techniques
and technologies in cultivation, harvesting and wine production also apply to this type of
competitive tactics.

Marketing consists of efforts to compose severe brand identification, focusing on promoting,
advertising and its quality and attempting to innovate marketing techniques, create new tools
to attract and retain customers (Castillio-Apraiz & Matey, 2015). We assume that there is a

relationship between this tactic and family business performance.
3.5 Competitive tactics and family business performance: connection with

generation stage
Some studies assume that the effectiveness of competitive tactics differs depending on the
generational stage within the family business. In this section, some studies that relate
competitive tactics and generational stage are analyzed. These studies will provide a
theoretical foundation for this work, so they are specifically relevant. It should be noted that

there is a limited number of studies that examine the differentiation of family firms with
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respect to the stage and its influence on the strategy or tactics’ implementation (Nordqvist et
al., 2013; Randerson et al., 2015).

One of the drawbacks of the family business research is that it mostly ignores the generational
development of family firms (Cruz & Nordqvist, 2012). Notwithstanding that it was shown
that family firms go through different stages depending on generation in control; the firms’
strategic behavior changes from stage to stage (Bammens et al., 2008; Gersick et al., 1997;
Schulze et al. 2003). Thereby, there is a need for additional research for the understanding of
strategies and competitive tactics at various generational stages in the family business (Hoy,
2006). Family firm’s population is not homogeneous; and various investigations lend further
support to the call for more studies that examine different types of family firms (Westhead &
Howorth, 2007; Cruz & Nordqvist, 2012).

The generational perspective of a family business underlines that members of various
generations distinguish in terms of the evolution stage of their business, as well as in terms of
their own ability to impact on the business strategic direction (Greiner. 1972; Sonfield &
Lussier 2004). The founders, as first-generational family managers, are businessmen with the
required background to run a firm (Schein 1983; Aldrich & Cliff 2003). While this feature is
not a case for founder descendants, who face various posers (Peiser &Wooten, 1983).
Besides, there is an assertion that the degree of family identification, impact and personal
investment in the firm changes as the company moves through generations (Gersick et al.
1997; Schulze et al. 2003). Therefore, scholars have detected generational distinctions
among first-, second- and third-and-beyond-generation family firms, along with different
variables (Bammens et al. 2008; Sonfield & Lussier 2004). Additionally, the meaning of the
founder should be defined. “The founder is an entrepreneur, who drives the firm’s
development and expansion based on his or her intuition, business idea and strategies, rather
than on industry features and/or competitors’ moves” (Cruz & Nordqvist, 2012). As a result,
it is expected that business is driven by the founder to a greater extent in first generation
family firms (Schein, 1983; Mintzberg & Waters 1983). Based on the literature, this founder’s
concentration is reduced as the firm moves to the second generation. Besides, second-
generation managers face different obstacles (Gersick et al. 1997; Peiser & Wooten 1983).
They need to retrieve new ways to enliven and further develop the firm they have inherited.

According to Davis and Harveston (1999), at the same time, they need to deal with the shadow
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of the founder. As Peiser and Wooten stated (1983): “especially in dynamic environments, the
second generation sees opportunities for growth that the first generation would prefer to pass
over.”

Generally, there is a proverb that demonstrates the view about the family business: “the first
generation makes it, the second generation grows (or at least sustains) it, and the third
generation loses it”. For that explanation, many different postulations have been provided.
Several have proposed that it is the founder (the first generation’s representative) who is the
real driver of the business and offspring do not take this features after (Galve-Gérriz & Salas-
Fumais, 2011). Some researches of family business in general have displayed that the first
generation, when the founder is fully involved in the business process, behaves differently
than those firms that are run by the second or subsequent generations (Ward, 1991; Gersick
et al., 1997; Lansberg, 1999; Gimeno et al., 2004; Rutherford, 2006), and they obtain better
results (Villalonga and Amit, 2006; Anderson and Reeb, 2003; Miller et al., 2007). There is
very limited research has been conducted in this area. Rutherford et al. (2006) showed an
initial empirical examination of the Gersick et al. (1997) developmental model of family
business. They observed a positive relationship between the generation and business
development.

For establishing and maintaining a competitive advantage a family firm should follow the
right strategic goals and choose right tactics (Brines et al., 2013; Cassia, De Massis &
Pizzurno, 2012; Craig et al., 2014; Sharma et al., 1997). The goal prioritization of decision-
making in family firms is a complex process, because of the unique composition of family,
ownership, and business (Sharma et al., 1997; Habbershon et al., 2003; De Massis & Kotlar,
2014). All this may make difficult the coherence of strategic steps (Kellermanns et al., 2012).
Acquiring strategic coherence can be difficulties when looking at different generations is
diverse. Nevertheless, it is complicated to obtain enough conformation about differences of
competitive tactics application in family firms emphasizing the differences between
generations.

There are several trends according to various attitudes and strategic behavior within the
difference between generational stages. There are different assumptions according to the
performance of the first and the second (and further) generations of family firms. The

literature assumes that family business succession drives to stagnation and reduced firm
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performance, other studies predict a positive impact of succession on performance. Zahra
(2005) and Ferndndez and Nieto (2005), for instance, detected that when new generations of
family members become actively involved in the business, wealth increase and strategic
renewal become more significant. The key argument is that with each succession in a firm,
new family members bring fresh knowledge and insights into the firm, which positively affect
the impulses to innovate, internationalize, and grow. McConaughy and Phillips (1999) also
found the evidence that descendant-controlled family firms are more profitable than family
firms controlled by the founder. Even though founder-controlled firms have a higher capacity
to grow, family firms managed by descendants have a higher capability to generate profits.
Because they can reap the benefits of earlier investments in capital assets and R&D made by
the founder (Molly, Laveren, Deloof, 2010). Also, Diwisch, Voithofer, and Weiss (2009)
identify a significant positive impact of past succession on the performance of Austrian SMEs.
Galve-Gorriz, on the other hand, did not find the differences in financial performance between
family firms of first and second-third generations in their research. As authors pointed the
main reason that the sample firms belonging to an Association of Family firm, the purpose of
that is to give information and learning to their associated firms about the specific problem of
family firms (La Sala, Silvestri, & Conto, 2017). The study of Sraer and Thesmar (2007) does
not find any relation between performance and generational renewal in listed family firms in
France. Summing up, the literature review demonstrates that the majority studies find
evidence of a change in the performance of family firms after a transgenerational transfer.
Both positive and negative impacts were detected, thereby, there is a difference between
performance outcomes of the first and further generations of family firms. Referring to the
past studies and the expert estimates, we expect that the second and further generational forms

will have bigger performance outcomes than the first generation family firms.

3.5.1 Relationship between competitive tactics and generational stage of family
firms

There are some tendencies in the identification of the generational stage effect on the on the

utilization of innovations. Some studies identify the negative effect of a post-founder

generational stage (second and later generations) on innovation in the family firm. They

discuss the achievement of inferior innovation results from family-owned firms at a later

generational stage, especially because of higher risk aversion (Hiebl, 2015), lower degree of
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proactive and emerging market orientation (Beck et al., 2011), lower level of entrepreneurship
(Miller & Le Breton-Miller, 2011), and the fear of losing family control due to increasing of
debt utilization to involve in growth and innovation processes (Molly et al., 2010). Cucculelli
& Micucci (2008) report controversial results, where is the positive relationship between later
generation firms and innovations. These results are far more likely if an inter-generation
succession is preceded by initiatives to contribute the growth of relevant innovation
knowledge and skills in the succeeding generation. Moreover, Miller et al (2007) convince
that successors can demonstrate extreme strategic behavior according to innovation because
of possible worship by successors their predecessors, where they merely copy their parent’s
practices when others reject their parent’s leadership style and behave differently. Sharing
and combining knowledge with family members from another generation, though useful for
pursuing innovation, also may create perceptions of relinquished power (Danes & Haberman,
2007; Shunk, 2003). According to the literature, the growth strategies (in terms of
internationalization, commercialization, quality-differentiation and innovation) are usually
pushed by second or later generation proprietors as they lead to new firm’s perspectives
(Fernandez & Nieto, 2005; Gallo & Pont, 1996). The work of Galve-Gérriz and Salas-Fumas
(2011) demonstrates that the first-generational firms less invest in innovations and generally
they do not have R&D processes and such kind of department. Based on the literature, the
second-generational firms, conversely, invest in innovations more; they define R&D costs
and have patents. Based on the literature we tend to assume that for second and later
generation family firms the relationship between Innovation-Orientated Competitive Tactic
and Performance is stronger than for the first generation family firms.

It should be noted that during the literature analysis no results were found regarding the
differences between the generations regarding the utilization of Cost-orientated competitive
tactics. Nevertheless, we tend to assume that for the first generation family firms the
relationship between Cost-Orientated Competitive Tactic and Performance is stronger than
for second (and further) generation family firms. Because there is a tendency for the second
generation of local wine firms to bypass this tactic and prefer to focus more on the quality of
the wine product, despite the costs.

Concerning Quality-orientated competitive tactics, there is an interesting trend. The research

of Galve-Gorriz and Salas-Fumads (2011) indicates that there are no differences in quality of
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products among the groups of generations; also there are no great differences in the number
of firms who have obtained ISO or other certificates of quality. But based on the expert
estimates, we tend to think that for second (and further) generation family firms the
relationship between Quality-Orientated Competitive Tactic and performance is stronger than
for the first generation firms.

There are several findings according to the implementation of Marketing-orientated
competitive tactics. The results of study Galve-G6rriz and Salas-Fumads (2011) implies that
second and third generation firms invest more in innovation polices, commercialize their own
brands and make changes in product/brand presentation to a greater extent than first
generation businesses. In addition, the literature shows that the use of marketing contributes
to utilization of innovations in family firms. Previous studies showed that second and later
generations invest more in the development of own brand and promotion. The authors of these
studies explain this as the result of pursuit to maintain a competitive position in the market,
guaranteeing survival as a family business, and to adapt the needs of the extended family as
other family units join the business (Galve-Gorriz & Salas-Fumds, 2011). Nevertheless, based
on the expert estimates, we tend to assume that for the first generation family firms the
relationship between Marketing-Orientated Competitive Tactic and performance is stronger
than for second and later generation family firms.

Although the wine industry is not considered as characterized by a high presence of innovation
(Fiore, 2016), many wineries regularly develop their product, processes, and policies useful
through innovative strategies, most of the time unconsciously, in order to procure a
satisfactory answer to their market needs. Some authors assume, that generally, in the wine
sector, innovation processes focused mainly on promotion and marketing methods (Fiore,
2016). Very often these two aspects are used in a coordinated way to sell products and
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