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Objectives: To open and enhance a debate on the number, nature and type of family businesses which operate across Scotland, their relative importance in cultural, social and economic terms and the ways in which business development and growth may best be supported.

Prior Work:  The Worldwide importance of family businesses, in terms of economic growth and development has been the subject of some discussion [Allio, 2004], but remarkably little evidence or data are available which offer insight into the role and relative importance of family businesses within Scotland. Prior research in the area of business support indicate that alternative approaches may be useful but the importance of integrating the concept of family, copreneurialisim and ethnicity into existing business support mechanisms remains a substantial challenge which offers scope both for debate, for the development of future research and for the development of an integrated, diverse range of business support solutions that build on current provision whilst enhancing access. 

Approach: A review of the existing literature will be used to highlight key areas of existing knowledge and on-going research. A review of factors which appear to impact upon the growth, development and stability of family businesses alongside some consideration of their relative importance to the Scottish economy and methodological approaches that might be used to research and support Scottish family businesses will be coalesced to encourage awareness of the existing scenario and suggested developments.

Reference will be made to a pilot project currently being initiated by Queen Margaret University, Edinburgh and East Lothian’s Economic Development Unit, focussing upon a mapping exercise of family firms in the region and the potential means by which business support might be enhanced.  

Results: The Results from this debate will provide a starting point for future theoretical and action research and a key aim of the proposed discussion paper is to encourage interested parties with diverse expertise to contribute and highlight interest in future participation. 

Implications: The Implications of this debate are profound and will impact upon Scotland in a variety of ways: economic, cultural and community development. The role of those different groups involved - entrepreneurs, policy makers, practitioners, researchers and educators – will be key. 

Value: The Value of this paper lies primarily in its contribution to a debate and in the call for further research in an area of key importance to the Scottish and, indeed, the UK economy. 

Notes: The aim of this paper is to open and extend the debate on family business research in a Scottish context - to fulfil this aim the paper will be co-presented with Martin Stepek of the Scottish Family Business Association alongside he academic team.
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Introduction:

This paper sets out to enhance and extend a debate on the number, nature and type of family businesses which operate across Scotland, their relative importance in cultural, social and economic terms and the ways in which business development and growth may best be supported. Family businesses vary widely in nature, in sector and in operation, but a number of areas of research appear to be key and are drawn upon here to enhance understanding of the area. Critically, family businesses also vary widely in size and appear often to have a stronger geographic loyalty to the community in which they operate than businesses without a family component, which may play an important role in future attempts to encourage economic and community regeneration.

The Worldwide importance of family business, in terms of economic growth and development has been the subject of some discussion [Allio, 2004] but remarkably little evidence is available to offer insight into the role and relative importance of family firms within Scotland. Within Scotland, it is estimated that family firms account for around 85% of all businesses [Stepek and Laird, 2007] and that clear differences exist between family and non-family businesses in terms of the juxtaposition of family and business values [Cromie et al, 1999]. Different approaches to ownership and control, the composition of boards, employment practices, strategy formulation and succession management are often cited as key areas where differences may occur [Cromie et al, 1999; Lusier and Sonfield, 2006]. The importance of gender [Lyman, 1989; Silva et al, 2007] and ethnicity [Basu, 2004; Dassler et al, 2006; Welsh et al, 2006; Silva et al, 2007] have been explored and offer key insights and lessons for future research.

Similarly, prior research in the area of business support indicates that whilst support exists which might technically be of assistance to firms that happen to be run by a family, alternative approaches may be useful to facilitate optimal results [Ibrahim et al, 2003; Dassler et al, 2006b; Bent et al, 2006; Bent and Seaman, 2007] and the importance of integrating the concepts of family, copreneurialisim and ethnicity into existing business support mechanisms remains a challenge which offers substantial scope for debate, for the development of future research and for the development of an integrated, divers range of business support solutions that build on current provision whilst enhancing success.

Family Business Research

It has been argued that research into family businesses within the UK is still in its infancy (Cromie et al 1995 and Dunn 1995); a view consistent with the international assessment that, as an academic field of enquiry, family business research is still relatively young (Poutziouris et al 2006). Its emergence, as a subject of research interest, has been attributed mainly to family business practitioners focussing upon practice-based papers and case studies in the 1960’s and 1970’s (for example Donnelly 1964, Barnes and Hershon 1976). Despite its comparative immaturity, however, interest in researching family enterprise has intensified and witnessed a period of significant advancement during the early years of the new millennium (Poutziouris et al 2006). In terms of researching the determinants of success and failure of family business, it is claimed that the field has now reached a point of transition; as it becomes more theoretically grounded with greater rigor in the use of research methods and tools of analysis (Zahra et al 2006).  

Whilst research into family enterprises continues to evolve and gather momentum, an underlying seminal conclusion that has been reached is that ‘family firms are more complicated in many respects compared with their non-family counterparts’, a factor which may account for them having been ignored by mainstream researchers (Zahra et al 2006 p614). One result of the distinguishing features and characteristics which set these forms of businesses apart from others, is the proposition that, irrespective of their size, the ‘family business should be regarded as a special case’ (Reid and Adams 2001).  

Warranting special case status or not, twenty years ago, Ward (1987) suggested that the toughest job on earth was keeping a family business alive. Debating the merits and demerits of such a profound statement are far beyond the scope of this paper. What can be asserted with confidence however is that the management challenges associated with the family business sector have not diminished over the past two decades. To the contrary, in today’s environment of global change, family businesses are faced with immense pressure necessitating their adaptation if they are to seize the emerging opportunities at home and abroad. Failure to adapt could signal a decline in current competitiveness and their ultimate demise (Zahra et al 2006). Hence the importance of continued research within the sector to increase understanding and knowledge ‘about what makes family firms unique and special’ and the issues of importance to those owning and managing them, particularly in relation to their survival (Zahra et al 2006 p617).                 

Family and Business

As is the case in many areas of business related research, endeavouring to define a specific aspect of it, with clarity and universal agreement, is an unattainable goal. Such is the case in attempting to define ‘family business’. The majority of definitions focus their efforts upon distinguishing family firms from non-family firms in some interpretive manner. Whilst no single articulation has achieved outright acceptance or recognition, most centre upon the significant role of the family in the determination of vision, use of control mechanisms and the formation of unique resources and capabilities (Sharma 2006). For the purposes of an inclusive discussion within this paper, the authors have adopted the definition, ‘that there be some family participation in the business and that the family have control over the strategic direction of the business’ (Astrachan and Shanker 2006 p56). Irrespective of their size, longevity, sector, economic contribution, geographic location, community origins, therefore, the ultimate, unique defining characteristic of this type of business is the ‘family’ element of their organisational composition and the strategic influence this exerts upon the firm’s destiny.         

For the purpose of analysis, viewed from a conceptual perspective, the ‘family’ element can be disaggregated into four domains which influence the performance, measured by whatever criteria, of the family business, as illustrated in Figure 1. 
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Figure 1: Four domains influencing family business performance

Set within the context of the global business environment, performance of the family business is influenced by: the actual family ‘members’ associated with the business and the resultant dominant culture; the level of family ‘ownership’ of the business and the corresponding degree of control over it; the extent to which members of the family are involved in the actual ‘management’ of the business reflecting their operational engagement within it; and, the family input to ‘strategy’ formulation in developing direction for the business. Each of these four broad influencing domains, and associated themes, has been the focus of research inquiry.
Influences upon the family business

Families vary widely, but three patterns of family development and behaviour are especially common and tend to impact disproportionately upon the family business. Nicholson (2005) characterise these as the enmeshed family, the fragmented family and the schismatic family.  Within the enmeshed family, parental control may be oppressive and accompanied by a stifling level of parental/emotional control. Whilst the drama may be played out behind closed doors, case studies abound that illustrate family businesses where outside help was not welcome or where the second or subsequent generation had to break free on a very radical basis to achieve independence. By contrast, the fragmented family tends to operate with very little glue to bind the generations together and may, indeed, assume that the last thing the next generation will want would be to be ‘roped into’ the business. This is a complex area, however, as this type of assumption may be primarily a result of a lack of bonding between different generations, or it may be primarily a cultural ideal of the life the next generation should aim for. Finally, the schismatic family is characterised by conflict, although the patterns vary widely; conflict may be generated between different generations, between different branches or ‘clans’ or the family may ‘gang up’ against one individual family member [Nicholson, 2005]. Whilst each of these situations may carry a variety of positive and negative attributes for the business, the central tenet of ‘emotion first’ carried inherent risks. Such characterisation of the holistic ‘family’  element, reveals the potential influence that individual members and/or sub-grouping might have upon the business.

A further issue of central importance to families in business relates to the satisfaction of the family’s needs; be they financial income to support the family or of a more intangible nature, for example, creating a sense of belonging, self esteem, status. This needs based view of the business, often referred to as the protective orientation (Sandig et al 2006), is influential in determining the dominant cultural values within the business. This is demonstrated by the terms used to depict this type of orientation: ‘family first’ versus ‘company first’ (Ward 1987), ‘company as means’ versus ‘company as end’ (Garcia-Alvarez and Lopez-Sintas 2000). A more unifying view of culture is based upon the perspective that to be considered a family business there must be shared assumptions and values in respect to family and business (Gallo 2000). The term ‘harmony orientation’ might be coined to reflect such a cultural position. Clearly, the dominant culture which exists within the family business has ramifications for all aspects of the organisation, not least its prevailing employment practices. 

A major difference between the typical family firm, active but few private shareholders, and the typical public firm, many inactive public shareholders, is the level to which ownership and power align with control that may be exercised over the business (Astrachan et al 2006). The basic premise being that, the family business, with a more concentrated ownership structure, will have greater powers of control than its non-family counterpart. Whilst generalisations such as this do not necessary hold good in practice, it does nonetheless reveal a further area of influential significance for family business.

Power and control are also linked to the type of ownership configuration which exists in the family business. Business families having the potential to move through (although not necessary as a linear progression), a variety of ownership configurations, for example, entrepreneurship, owner-managed, family partnership, sibling partnership, cousins’ partnership and family syndicate. Changes in the family ownership group overtime presents a number of  challenges, including, participation of multiple generations, the expansion in the number of owners, and the separation of ownership and management roles within the business (Carlock and Ward 2001). Challenges of this nature bring a further key influencer to the fore, that of succession within the family based firm. There is extensive evidence to suggest ‘that intergenerational succession are very much plagued by problems of passage – by an inappropriate relationship between past and future’ (Miller et al 2006 p384). 

The generational development of family firms not only impacts upon the structural form of ownership, but also has regard for change implications for the management of the business itself (Howorth and Ali 2001). The composition of management teams within family businesses has three possibilities: pure family management, mixed constellations or total separation of ownership and management (Klein and Bell 2007). The issue is one of ‘hands-on’ or ‘hands-off’ operational engagement in the actual day to day running of the business by family members. Active family managers and directors are in a position to ‘reinforce the power of family owners’ by the exertion of pressure to safeguard consideration of ‘family agendas’ (Westhead and Howarth 2006 p183). The subject of succession again comes into play, this time within the context of management; develop the management team organically from within the family, or move outside of the family unit and recruit ‘professional managers’ (Dyer 1996). The latter can give rise to conflict where non-family members maybe driven by economic objectives as opposed to the non-economic aspirations of the family (Westhead and Howarth 2006). Whilst the former can lead to accusations of nepotism and lack of professionalization, with the potential to negatively influence the performance of the business (Menendez-Requejo 2006).

Management’s ultimate role in the family-owned enterprise relates to the development and implementation of the business’s strategy. In this sense they are charged with the responsibility of meeting the declared expectations of the board of directors and the owners through effective leadership of the company (Aronoff and Ward 2002). This raises a fundamental question for the family business as it grows and develops – what is the extent of family input into the ongoing strategy formulation for the business? The issue focuses upon the potential division between family ownership and actual management of the business. This highlights the need for the establishment of structures and processes which link these two aspects within the family business (Lansberg 1983, Ward 1987). In this regard the board of directors within the family firm is critical as it occupies a pivotal position amid family, ownership and the business (Corbetta and Tomaselli 1996). Formal strategic planning within the family business has a peculiar role, as it can take account of two dimensions, the business and the family, considering objectives and strategic programmes of each (Songini 2006). The adoption of a ‘parallel planning process’ (Carlock and Ward 2001), which integrates and balances family and business interests based upon their values, strategic thinking, shared future vision and formulating longer-term plans, is a logical solution.  

The UK and Scottish Family Business Sector

The family business is said to be the most prevalent form of business organisation in the world. In most developed economies, it is estimated that they represent between 60-75% of all enterprises (Poutziouris 2006). This equates with the United Kingdom economy, where it is suggested that family firms are the predominate form of business (Reid and Adams 2001), representing in the region of 70-75% of all UK enterprises (Cappuyns et al Undated). The problem of accuracy with such quantification is the fact that, ‘there are as good as no statistics complete enough to map the presence of family owned businesses in their respective countries’ (Cappuyns et al Undated).

Whilst general data exists for the UK as a whole, and some geographical regions within it, there is remarkably little evidence or data available that offer direct insight into the role and relative importance of family businesses within Scotland and, indeed, within the widely disparate communities that exist in the country. The limited headline facts and figures that are available for Scotland are shown in Table 1. They illustrate the importance of family businesses to the Scottish economy and demonstrate the need for more detailed and comprehensive research data to assist in the future planning and development of this sector in Scotland.   
	Estimated to be 60,000 family companies in Scotland.*

	Family firms account for 85% of private enterprises in Scotland.**

	50% of the private sector workforce in Scotland is employed by family businesses.**

	Almost 70% of Scottish businesses describe themselves as family businesses.** 

	54% of Scottish businesses are still controlled by the founding generation.**

	                                                                                           Data Sources:

                                                                                                     * Stepek and Laird 2007

                                                                                                   ** www.sfba.co.uk                 


Table 1: Scottish Family Businesses – Facts and Figures 

Family Business: Politics, Policy and Debate

The importance of small business is currently acknowledged by policy makers at all levels of government as a highly significant element of the economy, as summarised by the HM Treasury and Small Business Service (2002: 1):

‘For much of the twentieth century, economic forces and government policies gave priority to large-scale production. Small business was seen to be inefficient or unimportant in promoting economic growth and prosperity. But since the 1970s, the small business sector has experience a marked resurgence. Today, small businesses and the entrepreneurial spirit that drives them lie at the heart of the Government’s strategy to improve economic performance, by boosting productivity and increasing opportunity and prosperity throughout the UK’ (quoted in Johnson, 2007: 82).

In Scotland, governmental responsibility for economic development rests with the Scottish Parliament and economic growth since 1999 has been a priority for the Scottish Executive. The main elements of the policy community responsible for the delivery of economic development in Scotland since devolution have been the Department of Enterprise and Lifelong Learning, the Enterprise Networks led by Scottish Enterprise and Highlands and Islands Enterprise and, in the Scottish Parliament, the Finance Committee and Committee on the Economy. External to the governmental sector, CBI (Scotland) and the Federation of Small Businesses Scotland are important stakeholders.

With the election of a minority Scottish Nationalist administration in May 2007, a new era dawned for Scottish politics and the governance of the economy. Importantly, the new administration, on taking office, restructured the Scottish Executive to establish a government department on Finance and Sustainable Growth, within which the ‘business’ remit lies. These recent political developments carry with them both uncertainties and opportunities for business development in Scotland, but it is clear that there is a consistent view across the major political parties toward the importance of supporting small business. Table 2 below provides an indication of this support as contained within the 2007 Scottish election manifestos. 

Table 2: Political Commitments

	Scottish National Party
	Commitment to:

· ‘deliver a more competitive tax environment for Scottish business. Our tax rates will see 120,000 small businesses paying no rates and 30,000 with reduced local tax bills’



	Labour Party
	Commitment to:

· ‘reduce the business rate burden for Scotland’s small businesses’

· ‘double the existing Small Business Rate Relief Scheme, investing a further £30 million in small businesses, taking many start-up and small rural businesses out of the rating system altogether’

· ‘cut business rates for businesses which undertake significant research and development’



	Liberal Democratic Party
	Commitment to:

· ‘Further cuts in business rates (with) business rates lowered to those of the rest of the UK’

· ‘doubling the existing support for small business’

· ‘introduce a Small Retailers Support Fund. This will allow local authorities to extend discretionary rates relief to 100% for small, independent shops designated as having a vital community benefit’

	Conservative Party
	Commitment to:

· ‘allocate an annual sum of £150 million to  reduce the business rates burden on SMEs. Most small businesses will pay nothing at all, and many medium-sized businesses will receive a substantial discount. Firms with a rateable value of less than £7,000 will be completely exempt from business rates; those with  rateable values between £7,000 and £8,000 will pay only a quart of their bill;  businesses with rateable values between £8,000 and £11,500 will pay half; and those with a rateable value between £11,500 and £15,000 will receive a 10% discount’


Crucially, however, despite the level of attention given by Scotland’s main political parties to the issue of business and small business, reference to family business per se in contemporary political discourse is conspicuous by its absence. As outlined earlier, family business represents an important part of the Scottish economy and there is clear scope for an explicit national strategy for family business that will address its relative neglect and under-representation in policy debates. 

The development of such a strategy, with the explicit objective of furthering the contribution to the economy of Scotland’s family business sector, will be complex due to the need for a multi-faceted stakeholder input to its initial formulation and subsequent implementation. One such stakeholder group would be the academic community in Scotland which, having both the intellectual resource base and practical interests across a wide range of business applications, would have an important interactive role to play within a family business strategy.

In advancing this agenda, a number of key areas are identified as important to strategic development:

· A developed understanding of the diverse range of family businesses within Scotland, their size, sector, business development issues and interaction with the business support sector.

· A detailed understanding of the expertise and knowledge currently located within business community, the academic community and the business support sector in Scotland.

· An understanding of the mechanisms by which existing knowledge transfer can be enhanced so that there is interaction between the key players.

· An understanding of national business strategy and the contribution that academics, via research and knowledge transfer, can make to policy debates.

· An engagement by policy makers with the specific matter of family business as an important element of the Scottish economy in its own right.

Closing the Scottish Family Business ‘Knowledge Gap’

At present, family businesses represent a key and successful strand of Scottish business, offering an established platform for further growth and development. Encouraging this process is, however, complicated by a lack of background knowledge of the sector. The knowledge gap centring upon such aspects as the numbers of family businesses across Scotland, the sectors in which they operate, their business ambitions, specific characteristics and the critical success factors needed to meet the challenges/barriers to growth and development faced if their contribution to the economy is to be enhanced. 

To maximise the potential of family businesses across Scotland, it is proposed, therefore, that a detailed mapping exercise to gain a sound understanding of the numbers, size, sector and stage of business development of family businesses in Scotland. This would form a key platform for future policy debates, for the development and targeting of business support systems and would also serve as a resource for the robust evaluation of future intervention programmes.

A pilot project of this type has recently been initiated at Queen Margaret University, Edinburgh in collaboration with East Lothian’s Economic Development Unit both to gain an appreciation of family businesses within East Lothian but also to establish a robust methodology which can be used to collect information to form a basis for future support interventions. It is envisaged that such a methodology could be used to replicate the study in other regions of Scotland as a means of mapping the family business sector at a national level.

Conclusion 

Family businesses are a key contributor to economic and community development in virtually all countries around the world. However, there is evidence to suggest that in Scotland such recognition may be lacking. As it strives to strengthen its position within the United Kingdom and beyond, Scotland cannot afford to overlook the significant potential that the family orientated business sector has to offer. Broadening and intensifying the debate of this issue amongst interested stakeholders is of prime importance to the county’s ongoing prosperity.       
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