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Abstract

The family is, no doubt, the oldest and longest running social unit in our world. Families were
formed along with small communities long before commerce began. In fact, families, often in con-
nection with the local communities, sustained themselves by self-sufficient means [1]. Family
businesses are most popular and play an important role in lots of countries, and also are the cor-
nerstones of economic development in Taiwan. They not only expanded the Taiwan economy, par-
ticipated and witnessed the economic miracle in the past, but also formed the main part of overall
enterprise structure in Taiwan through creating a great deal of employments, and thus made a
stable and prosperous social life [2]. Many large enterprises in Taiwan are composed by family
business, and most of them were growing up and becoming robust after going through obstacles in
the way. For example, the leading manufacturing company, Foxconn Technology Group was mold
and die manufacturer at first, and many companies from the 10 biggest international brands pub-
lished by the Ministry of Economic Affairs (2012) [3] such like ASUS, ACER, MAXXIS and GIANT
were also grown up from family business or small enterprises. Now they are the models and mir-
rors for the family business. Through observation and review of mass literatures, this paper ex-
plores the organizational evolutions in structure and the possible appropriate strategies for the
family businesses in Taiwan. The major findings in this study are: 1) the organizational evolutions
are from simple structure to functional, divisional and compound structure; 2) the leadership
patterns are from affection-directed to regulation-directed and rationality-directed approach; 3)
the strategies are from localization to internationalization. Finally, this paper constructs an inte-
grated model based on above findings.
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1. Introduction

Family businesses (called family-type enterprises) in our society and economy have strong historical presence
and widespread presence, as well as vital economic and social contributions [4]. The prevalence of family firms
as the most prevalent business structure in the USA has been documented worldwide [5] [6]. Throughout history,
families have been critical to the creation and operation of businesses. Families are the most important sources
of human capital, social capital, financial capital, and physical capital. Worldwide, from ancient to modern times,
and from agricultural and cottage industries to multinational corporations, family ownership is pervasive [7],
Morck and Yeung (2004) [8]. For example, note that in some countries, like Mexico, family firms make up
about 100 percent of all firms, in others, like Sweden, they represents about 50 percent of all firms, and in other
yet, as the USA and the UK, family firms are a minority.

A family business group is the typical family enterprise in Asian region and most economics outside of the
United States [7]. It has also played an important role in Taiwan’s economy; over eighty percent of the compa-
nies in Taiwan are family-type enterprise. Even most of listed companies are still controlled by some families.
According to 2012CCIS [9] “large conglomerates in Taiwan Study” found that the global sales of the top 100
Taiwanese business groups was US$1.99 trillion (NT$59.63 trillion), Hon Hai Group (Foxconn) was ranking
No. 1 for five consecutive years, and continues to rewrite its record for group revenue about US$12.24 billion
(NT$3 trillion 6726.48 billion); The second is the Formosa Plastics Group about US$ 7.2 billion (NT$2 trillion
156.134 billion); and No. 3 was Quanta Group about US$3.6 billion (NT$1 trillion 109.728 billion). The most of
listed 100 companies are still controlled by some families. Another survey from Taiwan Institute of Directors
(TWIOD) [10] in 2012 reported that China, Hong Kong and Taiwan had total 4992 listed companies; about 45%
was family businesses, and Taiwan had the most. More than 70 percent is still family business in Taiwan; Tai-
wan is not only a “technology island” but also a “family business island.”

According to the White Paper statistical data collected by Small and Medium Enterprise Administration,
Ministry of Economic Affairs (SMEA) in 2011 [11], the total number of family business in Taiwan has been
more than 1.1 million, which accounts for 97.72% of the overall enterprises, with 7.36 million employment
which accounts for 77.89% of total employment. Whereas in OECD member countries, the SMEs accounts for
95%, bringing forth 50% of total value-added and creating 60% to 90% of new jobs, which shows the family
business also play a crucial role in industrialized countries, or even serve as the key suppliers of components for
large enterprises in the industrial supply chain.

The contribution of family-type enterprises to the economic development in Taiwan is very significant. Un-
doubtedly, the history of family-type enterprises can be regarded as the evolution of economic development in
Taiwan [12]. Thus facing the dynamic and keenly competitive environments, we envision the possible trends for
the government and private enterprises to formulate the appropriate strategies. Facing the dynamic and keenly
competitive environments, therefore, this paper will explore the organizational evolutions in structure and the
following appropriate strategies for the family businesses.

Family businesses differ from other firms in terms of ownership, management and social philosophies, ap-
proach to leadership and relationships [13] [14]. The involvement of the family is the key defining issue that
differentiates family business from non-family business. There are many definitions of a family business. The
definitions take into account many aspects, such as family ownership, involvement of the management, strategic
control, the main source of income for the family and intergenerational transfers. The European Commission
Report also notes that self-employed/one-person enterprises are considered as family businesses in approx-
imately one-third of the countries surveyed.

From an academic perspective, family business has been defined in many ways. Chua et al. [15] defined fam-
ily business as “a business governed and/or managed with the intention to shape and pursue the vision of the
business held by a dominant coalition controlled by members of the same family or a small number of families
in a manner that is potentially sustainable across generations of the family or families”. From a practitioner
perspective, Astrachan et al. [16] suggest that family business vary in their “familyness” and that it is the degree
to which the family determines the behavior and direction of the business matters. Others have defined it as “one
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that will be passed on for the family’s next generation to manage and control” [17]. The literature indicates that
family businesses differ from non-family businesses due to the unique involvement of the family members [15].
Chua et al. [18] suggest considering the key topics as ownership, governance, management and succession in
family business investigation. However, Basco and Pe’rez Rodri’guez [19] state that many authors have now
categorized family business into four key areas: strategic process, governance, human resources and succession,
thus the only commonality is succession and governance. This is fundamentally important as it suggests succes-
sion and governance is solid foundation of the family business theory. It is therefore somewhat mysterious as to
why it is that few academic research studies have focused on the family as the unit of study. Research projects
that have taken the family system as a unit of study are unusual but important if we try to extend theory in this
field [20].

In reality, there are two types of powers operating in any enterprise—i.e., management and ownership. Man-
agement seems to play a more important role in the performance of business operations. A family business
group is an inter-linked network in management and ownership among affiliate firms that each affiliate firm will
be corrected with its engaged environments in different manners [21]. Like other kinds of family enterprises, a
family business group is characterized with the impact from family management and ownership on strategic de-
cisions [22]. In the United States, although not many families own absolutely most shares in some enterprises,
those families can still influence and control the company’s decisions and operations through some methods
such as holding many preferred stocks [23] [24]. For the big enterprises in Taiwan, particularly those listed ones;
they often own relatively more ownerships and thus can influence the operations of company such as the For-
mosan Plastics and Tatung groups. In fact, the greater ownership one family has held, the more influence on the
company’s management it can have. Nevertheless, the major determinant of a business’s performance is the
“management”, not the “ownership.”

In order to delineate the changing trends for the management of the family businesses in Taiwan, this paper
adopts the perspective of organization theory to propose an “environment — strategy — structure” model [25].

2. Organizational Evolutions of Family Businesses

The growth of a company is often from simple to complex, and the family business is not exceptional. The strict
linkage between family and company is one of the primary characteristics [26]. The family unit brings together
and creates the forces enabling the emerging and sustained entrepreneurial behavior. The conceptualization of
the family business must encompass a multidisciplinary and comprehensive perspective of the complex and dy-
namic phenomenon of business that is owned and operated by family members [27]. In addition, due to the
strong family ethics—the young and old order, at the establishment stage most members at management levels
of the company is almost same as the order of families. This kind of top-down consistency between the primary
group (i.e., the family) and the secondary group (i.e. the company) is advantage for the directing relationship
between top-down levels in the company. This simple structure usually is found at the start of the company.
Figure 1 shows the possible symmetry between the family and the company structure.

Throughout history and across countries, families and business have always existed to a large extent in con-
junction with each other [27]. The economic necessity of earning a living and supporting a family is often the
underlying motivation for starting and growing a business [27]. When the family businesses grow gradually, it is
necessary to arrange different departments in order to achieve the effectiveness of specialization. Departmenta-

Chairman
(Parents)

President

(Eldest Son or Daughter]

Department Managers

(Youngest Son or
Daughter)

Figure 1. The simple structure.
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lization will result in differentiated horizontal groups, and no any one group shows more important. Theoreti-
cally, therefore, the power among those departments is equal [28]. But the family ethics exert impact more or
less on the company’s operations.

There is no direct authority of command existing among the members in this kind of structure, and they often
interrupt and command mutually with no intention. This will break intangibly the family ethics, particularly the
head of each department may direct the employee who belongs to other department. This kind of authority just
means the functional authority which exists in the functional structure (see Figure 2). This structure usually vi-
olates the principle of unity of command and results in the conflict, which happens frequently among superiors.
Scholars also note their potential for conflict and discord is far greater than all other forms of ownership and
management [29]. Family businesses are particularly likely to conflict due to the ‘‘dominant presence of the
family, setting the rules and having ultimate power, the lack of formalized systems and structures to deal with
conflict, and having no formal organizational structure or operative system and the co-mingling of business and
family roles’” [20] [30]. Conflicting appraisals or situations appraised as both congruent and incongruent with
desires and goals elicit both positive and negative emotions resulting in conflicting mixed emotions or emotio-
nalcontradiction. For example, a family founder might experience both a negative (e.g., sadness from the loss of
personal recognition) and a positive (e.g., pride in an offspring) emotion after leadership of the firm is transi-
tioned to the next generation. This type of emotional ambivalence is particularly relevant to the family business
environment as there is a high likelihood for conflict happen when determines the business decisions. Further-
more, although dysfunctional and conflicting relationships exist in both family and non-family firms, in family
businesses, the conflict among family members in family businesses is more likely to be preserved with the hope
that it will eventually be resolved [31]. Of course, some conflicts are beneficial; however, dysfunctional con-
flicts any influence the company’s performance due to the tunnel vision.

While the family-type enterprises expand, diversification often is the strategy to grow and the divisional
structure may follow. There are two types of divisional structure: M-form (for Multi-divisional) and H-form (for
Holding), the former is based on multiple businesses in related areas within the company, and the latter is a
holding company that results from unrelated diversification. Under this structure, the head of each department
(usually the family member) is easier to devote and commit himself (herself) to his (her) department and the
positive result will be achieved due to the strong will of winning. This kind of structure is showed in Figure 3.

Chairman
(Wife)
President
(Husband)

1
I T T 1
Financial Personnel Marketing Manufacturing|
(Daughter) (Eldest Son) (Youngest Son) 2" Eldest Son

Figure 2. The functional structure.

Chairman (wife)

President

(Husband)

1
Division B Manager Division C Manager
(2" Eldest Son) (Youngest Son)
e o L

(Outsiders) (Outsiders) (Outsiders)

)

I
Division A Manager
(Eldest Son)

Figure 3. The divisional structure.
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Additionally, rational and professional management will result due to no pressure from the family. Of course,
some potential problems may happen for this kind of federal division of labor; that is, if the core power of the
top level changes dramatically (e.g., the death of chairman), the company may break down and the sons or
daughters may separate to establish their own businesses. On the other hand, however, it is hard to say that
whether the separation is good or bad if we view from the rule “long togetherness brings separation, long sepa-
ration brings togetherness.”

Because the dynamic environments bring vigorous competition, the possible last growth stage for the family
businesses is to combine with other outside company through some strategies such as joint venture. Maybe no
any one family can control the company in this kind of compound structure. The order of above three structures
is the growing process of family-type enterprise. Table 1 compares briefly the related organizational features.

2.1. Management/Leadership Patterns: From Affection-Directed to
Regulation-Directed and Rationality-Directed Approach

After reviewing the organizational features of Table 1, we can find that there are three different leadership pat-
terns used: they are affection-directed, regulation-directed, and rationality-directed separately [20] [32].

2.2. Environment and Strategy: From Localization to Internationalization

Each of the three structures mentioned above has its value; that is, it is the effective organization as long as it fits
with the environment. Facing the current trends of internationalization and deregulation, due to some domestic
push (such as higher labor cost, market saturation, and higher consciousness of environment-protection in home
country) and foreign pull (such as governmental policy of encouraging investment, lower labor cost, and near to
market in host country), many family businesses are forced to go abroad to continue their business through in-
creasing investment or cooperation with other companies. Like other kinds of family enterprises, a family busi-
ness group is characterized with the family involvement on strategic decisions. However, whether family man-
agement and ownership will generate impact on the internationalization decision is more complex in a family
business group since this kind of family business is composed with multiple affiliate firms achieve for the mu-
tual goals [33]. The concentrated and pyramidal ownership and the desire to control in family business groups
may cause them deciding to have less investment in global markets [21] [22] or choosing to invest in the nearby
locations [34]. Others indicate that the distinctive family management and family capital would be helpful for
family business groups in cross border expansion [35]. We are hardly to explain whether family involvement
will generate incentive or entrenchment influence on the internationalization decision from one single lens since
a family business group is a complex network that may be correlated with the environments in multiple dimen-
sions [36]-[38].

This kind of development from internal to external is not usually desirable for the family-type enterprise to
pursue due to higher risk. But it seems to be necessary to choose this strategy and take the risk because that it
can continue to bequeath internally generation by generation and keep externally the honor of the family. This
phenomenon is also the opportunity to change the constitution of domestic family businesses. Eventually, the
company may be enlarged to conglomerate business if the stake is successful; but the failure may result the
company to go bankrupt. Although the risk is very high, lots of family businesses enterprises till take it without
hesitation because it is a matter of life or death if they don’t internationalize or diversify.

Table 1. Comparison among the three structures of family businesses.

Structure Characteristics Simple Structure Functional Structure Divisional Structure

Match between Family and Company (Strictness) High Medium Low
Type of Authority Line Function Line & Staff

Chain of Command Clear Not Clear Clear

Responsibility Not Clear Medium Clear

Coordination Needed among Departments Medium High Low

Leadership Pattern

Affection-directed

Regulation-directed

Rationality-directed

)
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2.3. The Integrated Model

According to the evolutional trends mentioned above, an integrated model is developed as Figure 4. The model
shows the management direction of family-type enterprises in Taiwan developing from the simple structure (i.e.,
single business, which focuses on domestic market, managed by affection-directed leadership) to divisional
structure (i.e., multi-business, which focuses on foreign market, managed by rationality-directed leadership). Of
course, an excellent family business is not always based on above approach. In other words, a small domestic
and affection-directed company can also achieve its goal and bequeath generation by generation as long as the
strategy is appropriate and management is effective. This is just the philosophy of “small is beautiful” [22].

Family-controlled business groups are less likely than non-family-controlled business groups to divest them-
selves of unrelated businesses [39]. Family-dominated business groups’ limited experience in organizational
adjustments will translate into a lack of specific managerial experience required to reduce dynamic adjustment
costs [40]. As discussed earlier, the development of dynamic managerial capabilities requires the group-level
managers to have experience in organizational adjustment. Eventually, business groups’ expansion into interna-
tional markets can become unmanageable owing to high levels of dynamic adjustment costs. In other words,
dynamic adjustment costs reduce family-dominated business groups’ propensity to engage in international in-
vestment.

3. Suggestions

Although family business as a field of academic study is recent and still emerging, scholars have begun to rec-
ognize the importance of family businesses and their connection to entrepreneurship [41]. The prevalence of
family firms as the most prevalent business structure in the USA has been documented [42] worldwide. The en-
trepreneur is a central and vital player in the entrepreneurial phenomenon, but he or she is only part of the total
picture [27]. A new broader and more comprehensive view or approach, based on the concept of family entre-
preneurship and the family business, may be the most accurate description of most businesses throughout the
world [42]-[45].
The evolutional trends are found in this paper. It presents the following managerial implications and sugges-
tions for Taiwanese family businesses:
1. While the family businesses grow continuously, the strategy should be modified; that is, from single busi-
ness to multi-business and from individual ownership company to compound enterprise.
2. Due to the complex and dynamic environment, the professional outsiders should be recruited and promoted
to important or higher position.
3. Regulation-and rationality-directed leadership should replace the affection-directed approach to manage the
diversified organization.

Start Point
Affection-directed

Localization

Internationalization

Rationality-directed Single Business

Multi-business
(Diversification)

End Point

Figure 4. The integrated model of family-type enterprise evolution.
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A family business group is a distinctive family enterprise that develops closely with its embedded environ-
ment. Thus, the single institutional environment in this research will generate limitations in addressing fam-
ily impact issues in family business groups under different institutional environments. Comparative research
on family business groups in Asia is another possible direction to advance understanding of coordination and
control issues in family enterprises [36].

The critical contributing factors of entrepreneurship including the personal faith of entrepreneur, personal
relationship, the spirit of pursuing further education and centralized organizational structure are important
during the starting-up phase. The self-skill and knowledge of the entrepreneur would not influence the en-
trepreneurial strategies adopted afterwards; however the spirit of pursuing further education will be high
recognition to entrepreneur [46].

There is a need to enhance and expand the related education and training about the management of family
businesses. There exists a notable paucity of entrepreneurship education and family businesses management
training on family-business-specific topics [47]-[50]. Few of the students have access to modules or pro-
grammes which address the practical and theoretical aspects to family businesses, such as governance, suc-
cession and family dynamics [47]. Family businesses often face typical management and growth problems
that require specific training areas, for instance, succession planning, conflict management, accounting and
finance skills, or cross cultural studies issues [48]-[51]. Furthermore, in order to answer the local demands of
economies and cultures, they have to base on the characteristics of the local area and economics to have the
interaction of local networks to produce unique family business programs [52]. Governmental policy needs
to be developed, which will support the next generation in a positive way by teaching about the family busi-
nesses [47].

It is especially critical for resource constrained family businesses to realize that many competitive strategies
needed for success in today’s market place cannot be implemented without information technology (IT)
support [52]-[55]. From the perspective of innovations diffusion and technology acceptance model (TAM),
family businesses managers’ prior knowledge and IT ability, businesses location, and community size/type
are key factors to technology adoption and implementation. Moreover, ease of use and decision to adopt IT
accounted for over 60% of the variance in usefulness of IT and implementation of internet and IT capabili-
ties. The implementation of IT capabilities accounted for nearly 40% of the variance in actual use of IT and
perceived impact of the internet [54]. Although researchers don’t suggest the complexities of managing and
sustaining family businesses through IT, IT can provide specific capabilities to manage needs, and potential
sources of conflict in family businesses [54] [56]. Besides, IT also is a driver of corporate governance [54]
[55] and provides the foundation for effective internal controls [55] [57]. Of course, the incorporation of IT
can be a means of internal control in an attempt to achieve good corporate governance which can enhance
their efficiency and effectiveness [55].

Family businesses have been criticized by governmental policy makers for their poor governance structures
[58]. In many ways, the governance of family businesses is more rough and complex than the firm with no
family involvement [59]. Common recommendation to family businesses is to increase the number of inde-
pendent, outsider directors on their boards [58]. What often takes place in the family businesses, even though
different degrees of intensity, is an overlapping of ownership and governance, rather than their separation
[60]. For enhancing the performance of a family business, therefore, it is necessary to separate both owner-
ship and governance. Finally, the government must strengthen laws that protect shareholder interests and in-
crease enforcement of such laws and regulations to improve corporate governance. Besides, firms must also
act to improve this situation [61].
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