Sheffield
Hallam _
University

%$&E ' 'I'(&)*+,-&

% ! 1% /0! |/
o L 0 Lo
0 % '
/0 / % ! 1 0 /
/ 1
1 %$&& ' 'V (&)*+-& %$&E ' I (&

1% / 2 %


http://shura.shu.ac.uk/information.html

Business Succession and Its Impact on Change Management
in Family Businesses

Julius Wilhelm Bornschein

A thesis submitted in partial fulfilment of the requirements of
Sheffield Hallam University (SHU) in collaboration with Munich Business School
(MBS)
for the degree of
Doctor of Business Administration

May 2021



Candidate Declaration

| herewith declare that:

1.

I have not been enrolled for another award of the University, or other
academic or professional organization (except for the partnering Munich
Business School), whilst undertaking my research degree.

None of the material contained in the thesis has been used in any other
submission for an academic award.

, DP DZDUH RI DQG XQGHUVWDQG WKH 8QLYHUVLW\f{\
certify that this thesis is my own work. The use of all published or other
sources of material consulted have been properly and fully acknowledged.
The work undertaken toward the thesis has been conducted in accordance
with the SHU Principles of Integrity in Research and the SHU Research
Ethics Policy.

The word count of the thesis is 51,683

Name Julius Wilhelm Bornschein

Date May 2021

Award Doctor of Business Administration (DBA)

Faculty Business Administration

Director(s) of Studies | Dr. Paul Wyton




Acknowledgements

Throughout the writing of this dissertation, | have received a great deal of support
and assistance from various sources which | herewith would like to acknowledge:

At first, | would like to thank my supervisor, Dr. Paul Wyton, who has not only
supported me throughout the entire process, but who has also had a great impact
in formulating the research question and the accompanying methodology. Your
support in organizing and structuring my thoughts and ideas and your insightful
feedback pushed me to sharpen my thinking and brought my work to a higher
level.

I would also like to express my deepest gratitude to my former Professor Ajay
Bhalla who has encouraged me to write this dissertation. Thank you very much for
your advice and support.

| would like to acknowledge my fellow student Joachim PIotz who has taken this
journey together with me and accompanied me throughout the entire process. Our
steady communication and our writing sessions in Munich, Sheffield, and other
places have had a great impact on this dissertation.

| would like to thank my parents, my girlfriend, and my siblings for their support and
their sympathetic ear. Without your constant support throughout all matters in life |
would not have completed this dissertation. | am incredibly grateful that you are
always there for me.

Lastly, | would also like to acknowledge my friends who provided happy
distractions to rest my mind outside of the research and | want to thank everyone
who voluntarily participated in the interviews and enriched this dissertation with
their profound knowledge, experience, and expertise.



Abstract

The thesis Family Business Succession and Its Impact on Change Management ”
aims to discover whether business succession and the business transition
accompanying it has an impact on the implementation and management of change
in family firms. It focuses on medium-sized family businesses in the wholesale
building materials and home improvement retail industry in Germany. Although
there is a plenty of research into the two study fields 2 change management and
family business succession 2 research into the combination of both topics,
especially the impact of one on the other, is rather limited. Therefore, this thesis
aims to contribute to theory by reducing the gap in research into the combination of
the two study areas. Furthermore, it addresses additional research needs and aims
to enlighten the research gap by providing ideas with additional research needs.

Especially in family businesses, business transition and internal changes are
significant due to high failure rates in family business successions. Change
management, however, is mainly connected throughout the research to changes
resulting from changing markets and changing customer demands. Nevertheless,
external change also requires internal adaptation in companies. With a focus on
the wholesale building materials and home improvement retail industry in
Germany, interviews are conducted with family business successors and
predecessors concerning the business succession process and the implementation
of change within the company over the period of the succession process. General
ideas and findings from the data collection section are cross-checked with existing
literature for the two fields individually first. Then, the results are merged in a
chapter about the impact of business succession on change management in the
final part of this research.

The research results show that a differentiation between propensity towards

change implementation and the actual change implementation must be made.

There is a higher propensity towards change implementation among family

business successors. Thus, the actual change implementation and the success of
implementing change is furthermore dependent on other variables, such as

HPSOR\HH EDVH DQG FXOWXUH WKH SUHGHFHVVRUTV DC
financial aspects,and WKH VXFFHVVRUYY. KXPDQ FDSLWD

Keywords: business succession, change management, family businesses,
business transition
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Introduction and Personal Background

7RGD\YV HF R&tHpBRded, ¥nd markets are changing quickly.
Technological change creates new information, communications technologies, and
production technologies that then lead to shifts in comparative competitive
advantages (Herstatt & Lettl, 2000). However, markets in different industries
change at different paces. The less conservative an industry sector is, the faster it
adapts to change (Later, Adams, Gates, & Snowdon, 2009).

Compared to other industries, the construction industry is rather
conservative and reluctant to change (Babic & Rebolj, 2016). As a result, not many
wholesale construction materials companies have taken incremental steps toward
new technologies and change (Spreitzer & Zwielehner, 2019). With growing
digitalization, however, customers in this sector are asking for more flexibility and
speed throughout the supply chain (Walker Information, Inc., 2015). This could be
a major opportunity for companies in the industry to generate a competitive
advantage and overtake the competition (Leydecker, 2008). However, it also
implies incremental changes in the value chain that lead to company turning points.

As | grew up in a family business, family businesses have been of special
interest to me throughout my life. The wholesale building materials industry and
home improvement stores are facing a great many changes. At the same time,
many company owners in this sector are now at an age where they have either
handed the business over already or are in the succession progress. In multiple
conversations with business successors and potential business successors, | tried

to discover more about how to manage outside changes while dealing with



company internal changes, such as a business succession process. | tried to
answer the question whether there are synergies between business succession
and managing internal and external change or whether there is a negative impact
of one on the other but could not find much research about this topic. Therefore,
these gaps are further explored in this thesis.

7KH WKHVLV 3%XVLQH YV Ns BriacEdh \ChahdeMabagénent in
)DPLO\ % XVLQ H\Aadetper I0BIDINdtwo study fields: SEXVLQHVV
VXFFHVVLRQ DQG 3FKDQJH VW’ B @DIRFPMOIEYAle \Bidihg
materials and home improvement industry in Germany, the thesis investigates
family businesses that are in the process of business succession or went through a
business transition within the past five years. The thesis aims to answer the
question of whether business succession has an impact on change management in
family businesses. As the succession process is often connected to internal
change, a special challenge for companies is the combination of both: company
internal changes that are driven by the business succession and external changes
driven by the market. Therefore, this thesis aims to identify the impact of the

business succession process to combine with these changes.



1 Research Structure

1.1 Research Proble m

In Germany, there is a total of around 3.74 million companies of which
almost 95% (3.54 million) can be considered family firms. They are accountable for
about 60% of jobs and 40% of GDP in Germany and can be considered as the
HFRQRP\YfV EDFNERQH 7KH pidtaRrolédin tié IGErm&h @dahomy.
However, it is estimated that about 135,000 family businesses were taken over
between 2014 and 2018. This equals almost 4% of all family firms (Kay &
Suprinovic, 2013). Although family firms play such a major role in the economy,
many companies fail during the business succession process. This is especially
the case when looking at family-internal business succession. In Germany, about
54% of all family businesses are taken over by family members, while the rest are
taken over by external parties (Kay & Suprinovic, 2013). However, when it comes
to family-internal succession, only 30% of companies survive the handover to the
second generation and, with a failure rate of 85 £90%, even fewer family firms
survive the handover to the third generation (Gunterberg, 2012).

Often, the reasons for failure are not grounded in external factors, such as a
lack of money or market change. About 60% of the reasons for a company failing
during the succession process are people related. This shows the importance of
social skills and the personal challenges (Williams & Preisser, 2003). Business
succession is also a leadership topic. As a firm and its strategy develop over time,
employee requirements may change as well. Therefore, leadership styles must be

DGMXVWHG DFFRUGLQJ WR W KerhployrePsSdanQth§ WergoNid DW H J\



charge (Johnson S. M., 1996). Especially in times of business succession,
changes within the company strategy and the leadership style are likely. Therefore,
business succession demands a high level of preparation and flexibility in terms of
leadership. The high failure rates during takeovers underline the importance of a
well-planned business succession process (Dahlke, 2012).

According to a study (Liphadzi, Aigbavboa, Thwala, & Kwofie, 2019),
succession in the construction industry is a crucial topic that requires a great deal
of preparation. Developing a succession plan can take two years or more and
implementing it can take up to 10 years (Hillstrom, 2017): 12 years in total.
+RZHYHU WRGD\T \astHpace@dneis doxtinuously confronted with
complex changes: New information, communication technologies, and product
technologies are developed constantly. These innovations can lead to competitive
advantages, can threaten the existence of companies, and can shift markets
completely. Planning 12 years ahead is not always easy (Herstatt & Lettl, 2000).
This does not only apply to technological change, but it is most present in the
technological context. For example, the first iPhone was introduced in the United
States on June 29, 2007. Until then most people did not even think about a product
that had become part of most people | ¥aily lives 12 years later and greatly
influences daily business (Sharma, Sarrab, & Al-Shihi, 2017). Product life cycles
have become shorter, and the number of incremental changes has grown
exponentially over the past 10 years (Antonelli, 2012). This development is

expected to continue over the next years (Ferreira, Faria, Azevedo, & Marques,



2017). Taking this into account makes it even more difficult to plan long in
advance.

However, what does change mean for companies, employees, and business
RZQHUV" &DQ D EXVLQHVYV VXFFHVVLRQ SURFHVV DQG Wi
structures accompanying it also led to a higher acceptance rate for other changes
in the company?

To successfully plan and implement a business succession, much time is
needed. To keep up to date, however, companies must be fast and flexible to stay
competitive and achieve their goals (Laforet, 2008). This leads to a potential clash
between long-term succession planning and flexible short-term adaptability that
has not been the subject of much research. The question of whether business
succession has an impact on change management in family firms remains
unanswered, and it is also unclear whether there are differences in the different
stages of the succession process. Since many family firms will face a succession
process within the upcoming years (Kay & Suprinovic, 2013), and market
development and change occur regularly, it is critically important that not much
research has been conducted on the impact of business succession on change
management.

This thesis therefore takes a deeper look into the wholesale construction
materials industry in Germany. The topic may also be relevant for other industries
that are facing similar changes (Raap, Buys, Corbishley, & Mason, 2020). Not only
the wholesale building materials industry but also many other industries are facing

change, fast-paced environments, and many other kinds of change. Therefore, the



topic of the thesis is not only current, but also highly relevant for company owners,
soon-to-be-predecessors, and potential family business successors in the coming
years, regardless of the industry sector (Babic & Rebolj, 2016).
1.2 Research Objectives

Although a great deal of research has been conducted on business
succession and on change management as separate topics, there is not much
research on the impact of one on the other, and this question has remained
unanswered until now. In 2004, Brockhaus (2004) has already suggested future
research in this field, but apart from Ahrens (2013) who has partially addressed the
combination of the topics with a quantitative approach, not much research about
the combination of the two study fields can be found. However, since this could be
crucial for successors and for the economy, there is a need to dig more deeply into
the combined study areas of business succession and change management to
bridge this gap. The fact that many medium-sized family firms in Germany will be
facing a business succession within the upcoming years underlines the importance
of determining if succession in family firms has an impact on change management.
This thesis aims to answer the question of whether there is an impact and, if so,
which areas are impacted and how these areas can be managed.

As it is unclear at this point whether business succession has an impact on
change management, the research question of the thesis is the following: Does
business succession in family businesses have an impact on change management

in family firms?



As it considers two separate study areas (business succession and change
management), these fields are illuminated in the context of the thesis. Answering
the research question aims to achieve the following objectives:

1. Business Succession in Family Businesses: Provide an overview of
specific family business characteristics and business succession
preferences in family firms.

2. Change Management: Identify and analyze characteristics of change
management, with a focus on the building materials and home
improvement sector.

3. Implementing Change as a Family Business Successor: With a focus on
family business successors in the building materials and home
improvement sector, determine the characteristics and special
challenges of implementing change throughout the business succession
process.

In summary, the two study fields are researched in the relevant sector
separately before the overlaps are combined. This permits a deeper understanding
of the two study fields and the potential impact of the business succession process
on managing change. As the two study fields are both extremely broad, only
relevant subtopics are considered. The overlap is researched in more depth and
linked with cross-references to the literature.

Since there is not much research into the combination of the two individual
study fields, especially not on the impact of one on the other, a contribution to

theory can be made. This will close or at least reduce the gap in this field and



provide more research opportunities in the areas, which can be researched in more
depth. Furthermore, this research aims to provide ideas for succession planning
and change implementation in family firms that can be taken into consideration
when facing the situations. These ideas should allow family business successors in
the wholesale building materials and home improvement retail industry to consider
possible treats at an early stage of succession planning and successfully steer
through the transition process while considering the implementation of new market
requirements or the chance to change market positions. As the literature review
section is mainly detached from the industry, the findings may be of interest for
business owners and successors in other industries, as conclusions can be drawn

for other industries and situations.

1.3 Research Desi gn

The combination of the two study fields and the question of whether
business succession has an impact on change management in family businesses
reveal a research need. Personal experience and conversations with business
successors have shown that every succession process is unique, and it is difficult
to compare one business succession to another one. Business succession cannot
be accomplished multiple times and tested in a company. Usually, a company has
one attempt: either it is successful, or the company fails.
1.3.1 Research Method

For classic cause-and-effect research, a quantitative research method, as
used by Ahrens (2013), might be more applicable (Arghode, 2012). Thus, although

the impact of one study field on the other study field is researched in this paper, no



classic cause-and-effect scenario is investigated. Moreover, the question of
whether there is an impact of one on the other and what is the nature of that impact
should be answered. This thesis searches for ideas, narratives, and themes to be
cross-checked with existing literature in the two study fields. To be able to compare
findings, qualitative details must be ascertained instead of tests, fixed figures, and
other quantitative numbers. Thus, to answer the research question and the
objectives, qualitative data was used. This data was mainly collected through
interviews in family businesses in the building materials and home improvement
industry in Germany. Hence, the data was collected from primary sources.

As the research aims to find out whether there is an impact of business
succession, a qualitative research approach with elaborating expert interviews
allows the development of ideas while getting insights from interview partners who
are currently experiencing the influence of the two separate study fields. A
business succession process is a unique process that cannot be accomplished and
tested repeatedly. Therefore, multiple expert interviews for the primary data
collection allow a developing elaboration of the impact of business succession on
change management and are applicable in aiming to address the research
objectives.

Business succession is highly people related and the thesis therefore
focuses on qualitative research aspects instead of tests, fixed figures, and other
guantitative numbers. Drawing the thesis down to a specific industry, however,
makes the different findings more comparable and supports the idea collection of

the qualitative research approach.



Since there is already plenty of research on the two topics of business
succession and change management, the first part of the thesis is grounded in a
preliminary literature review of the two topics. This part of the thesis briefly
considers the two individual study fields, but this literature review remains relatively
short and simply explains the key definitions and the main ideas behind the topics.
To avoid becoming biased before conducting the interviews, the first part
generates a common understanding of the two research areas and provides a
base of understanding for the rest of the thesis. This part covers definitions and
common understandings and narrows the research fields to those aspects that are
important for further understanding the thesis. Once the definitions of the key
parameters are clear, a deeper background of industry-related challenges and
outside changes is established. These changes are part of all company interviews.
The fact that they are all going through similar outside changes makes it possible
to draw conclusions and comparisons of different actions and reactions between
the different companies interviewed.

The fact that not much research or literature review was initiated before
conducting the interviews limits the amount of bias in the research and permits the
consideration of many different outcomes. It allows the interviews to guide the
research toward possible findings, and the findings can be identified and
progressed after each interview. Interviews with successors and predecessors of
wholesale building materials companies were performed. To stay comparable, the
companies had similar backgrounds. Only family businesses that went through a

business succession process in the past five years or are currently in the business
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succession process were interviewed to ensure that they were affected by similar
market developments and outside changes. This makes it possible to compare the
differences in managing the change throughout the different business succession
scenarios. Then, in-depth interviews were conducted, and the combination of both
topics was founded on these interviews and other real-case examples to determine
whether one has an impact on the other and whether these impacts differ over the

different stages of a business succession process.

1.3.2 Research Methodology

As the aim of the research is to generate ideas and findings through multiple
data sources and multiple potential outcomes should be allowed, there is no theory
to test. Moreover, the forming of ideas and patterns through multiple data sources
should conclude in a theory which describes an inductive research approach
(Woiceshyn & Daellenbach, 2018). Grounded theory is an applicable research
methodology and is therefore used for the data collection. It is an inductive
research approach and can be considered as a classic theory-building research
method, mostly used when there is a sociological background (Egan, 2002). This is
the case in this thesis, since business succession and transition failure are often
people- and behavior-related topics. An inductive approach collects data first,
analyzes it, and builds a theory while considering categories and other comparative
procedures (Hodkinson, 2008) *UR X Q G H G prddeRidtd mdke sense of
SHRSOHYV ZRUGV DQG DFWLR Q Vd3@i@ioN¥ Brising @dmuem/ H F U H
(Kempster & Parry, 2011). The key element of grounded theory is the constant

comparison and analysis of the data and the permanent development of the data
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collection. For these purposes, a higher, more abstract, level must be reached.
Throughout the interview phases, the researcher gains new knowledge from the
data, creates concepts, and compares findings with other interviews. Besides the
findings from the interviews, grounded theory makes it possible to use findings
from other sources and allows the development of findings and ideas through
experiences and observations throughout the research process. These findings
can then lead to slightly adjusted interviews that may close the gaps arising from
previous ones. Findings can be supported through cases and actions from the
UHVHDUFKHUYTY RZQ EXVLQHVYVY RU FRQYHUVDWLRQV ZLW
(Corbin & Strauss, 2014).

Grounded theory is mainly used to analyze and evaluate qualitative data,
such as interview transcripts or observing logs. However, every concept developed
through the data collection phase is temporary as it keeps developing throughout
the research. The processual approach tests for deviant cases because these
cases help to develop the theory (Urquhart, 2013). To constantly develop the data
collection and the outcome, the writing of memos is essential as these memos help
build the theory. OHPRV 3SDUH UHFRUGV RI WKH UHVHDUFKHUTV (
codes and their interconnections (Glaser, 1998). Memos are a documentation of
WKH UHVHDUFKHUfV WRWEMUQW ISR PHEWNFYULSWLRQ RI L
(Montgomery & Bailey, 2007). This creates transparency while allowing reflection
on previous findings (Birks & Mills, 2015).

When it comes to data collection, there is a distinction between the

Glaserian school and Straussian grounded theory. Both Glaser and Strauss have
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major roles in the development of grounded theory. HRZHYHU *ODVHUYfV DSSL
less prescriptive and focuses more on the idea of developing theories than does
6WUDXVYV (GlagekKBi R1992) :KLOH *ODVHUTV JUhEBBSXQGHG WKHRL
changed significantly over time, the Straussian one has changed (Bryman, 2016).
In contrast to Glaser, who does not allow preliminary literature review, conducting
basic research to obtain a better understanding of the topic is permissible
according to Strauss. Due to this, the Straussian theory makes it possible to further
focus the research field on the areas in which to search for data (Thai, Chong, &
Agrawal, 2012). Since the two topics, family business succession and change
management, are already broad study areas, they need to be narrowed down for
the broad research field of this research. Therefore, Straussian grounded theory is
more applicable for this research paper.
This type of data collection is beneficial for the finding and development of
ideas regarding the research question. As the researcher is well-connected in the
industry, he participates regularly in meetings with other business successors and
potential business successors in the industry and obtains insights from multiple
VRXUFHV %\ FRQVWDQWO\ FRPSDULQJ QHZ 3GDWD VOLFF
concepts, this research method makes it possible to develop a theory step by step.
This means that data and ideas generated through the interviews can be cross-
checked in observations and conversations throughout the data collection process.
Each new slice of data can either lead to the enrichment of the current state, the
formation of a new one, or lead to new relations (Urquhart, Lehmann, & Myers,

2010).
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Grounded theory works pass through the following phases during data

collection (See Figure 1: Phases of Grounded Theory ):

ainly in-depth interviews
onversations and
Collection *sEEIVEU]IS

Phase 2

Note
Taking

N

Key issues noted down
after each set of data

GUESEICE  Elaboration of
Coding theoretical prepositions

Phase 4 1Grouping of memos
VENEeM  Sequencing

ENEEERR NS ketching of a rough skeleton
Sl pampased on the order of memos

Wil sEBeginning of writing

Figure 1: Phases of Grounded Theory (Kempster & Parry, 2011)

As can be seen, the phases are mostly overlapping and are not completed
phase by phase. In grounded theory, data can be generated through many
different channels, such as interviews, observations, newspapers, and anything
else that appears relevant. This data is then constantly compared, out of which
concepts arise. From the different data sets, multiple concepts appear (Egan,
2002). Then, categories are derived from the comparison of the different concepts,
and all the concepts from the data are organized into the categories. These
categories are also called codes. In the next step, the codes are linked to certain
properties, such as conditions or consequences, and through the linkage of the
different categories, UHODWLRQV RU WKHVHV DUlHMHR LKLY VWHS

Finally, out of the different categories the most important category, which is called
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the core category, is chosen. The storyline around this core category emerges as
the new theory (Corbin & Strauss, 1990).

Concerning sampling, there are major differences in grounded theory
compared to other methods, such as survey research. In survey research, small
samples are taken, from which a general conclusion about the population is
sought. In grounded theory, however, a small sample is taken to build a new
theory. Therefore, grounded theory strives for theoretical saturation instead of
representation. Saturation means that no additional data are being found whereby
WKH VRFLRORJLVW FDQ GHYHOR SGiateR&S $trauas 207, R.I WKH F
61). Therefore, the theoretical saturation is reached when new data no longer
creates more refinements in the theory. Once this is reached, a new theory can be
created that is grounded in data (Kempster & Parry, 2011).

Corbin and Strauss (2008, p. 12) describe the data analysis process as
S3UHOD[HG IOH[LEOH DQG GULYHQ E\ LQVLJKW JDLQHG W
WKDQ EHLQJ RYHUO\ VWUXFWXUHG D@@GunBddtheoBy RQO\ RQ
provides guidelines to identify categories through links and relationships. It also
provides key strategies, such as constant comparative analysis, theoretical
sampling, coding, and memo writing. Furthermore, it makes it possible to generate
a theory from the coding process. The theory provides the framework that then
helps to explain the concept that is being studied (Kelle, 2007).

In summary, the data collection in grounded theory is especially time-
consuming. However, this methodology is beneficial when aiming to generate

ideas and when the researcher can collect data from multiple sources. Grounded
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theory not only makes it possible to use the findings from the different interviews,

but also to develop these findings through the experiences and observations of the

writer throughout. Findings can be supported through cases and actions

XQGHUJRQH LQ WKH UHVHDU F Kéfuatiovs RZ0© irfoxerLQHVV RU R
businesses. For this thesis, grounded theory not only makes it possible to cluster

the different interview partners, but also to compare findings with personal
HISHULHQFHV IURP WKH UHVHDUFKHUYfV SDWIKNSWKURXJK

throughout the process.

1.3.3 Ontology and Epistemology

Ontology is considered as the study of being and consists of basic
assumptions, which people are usually not aware of since they are taken for
granted. Since these assumptions and perceptions vary between individuals there
are different ontologies. Ontological extremes can be objectivist or subjectivists.
From an objectivist ontological point of view only things that can be sensed (for
example touch, hear, smell, taste, etc.) exist, while on the other hand a subjectivist
ontology also takes individual understanding and interpretation into account. This
can lead to totally different outcomes when researching the same topic. Ontology
explains how reality is understood while epistemology distinguishes what is real
from what is mistaken in our own reality. The different perceptions are just as
broad as from an ontological point of view and as in ontology, in epistemology the
extremes can be objectivists or subjectivists. An epistemological objectivist takes

knowledge from data and facts while an epistemological subjectivist analyzes
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VRFLDO IDFWRUY DQG SHRSOHYYV EHKDYLRUerD®Q G JLYHV F
(Fleetwood, 2005).

Just as in ontology, many different mixes also exist in epistemology. Various
mixes of ontology and epistemology will lead to different positions in research and
can lead to totally different outcomes when analyzing the same topic (Spirkin,
1983). The different positions in an Ontology-Epistemology-Matrix can vary and
can either be ontological objectivist or subjectivist and either follow a subjectivist or
objectivist epistemological approach (Searle, 1995). The only combination which is
not possible is a subjectivist Ontology with an objectivist Epistemology since
interpretation and understanding cannot be measured objectivistic (Hathcoat,
Meixner, & Nicholas, 2019). Besides the three extremes, the various mixes of
epistemologies and ontologies lead to many possible paradigms which can be
amongst others: Pragmatism, critical realism, conventionalism, Interpretivism of
Alethic Pluralism (Johnson & Duberley, 2000).

Considering the aim of this research topic it is beneficial to combine features
of two different paradigms: Positivism and Interpretivism. When it comes to
Interpretivism the most common way of gaining knowledge is through interviews
which lead to a quite subjectivistic outcome (Fleetwood, 2005). To validate the
findings furthermore a more objectivistic approach, such as positivism, is
beneficial. With an objectivist ontology and a mixed epistemology, critical realism
combines these two paradigms of Positivism and Interpretivism (Oliver, 2012).

As Archer et al. state:
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3'H I L Qdritigdl realism is not an easy task. While there is a pool of scholars
that critical realists often draw upon (e.g., Archer 1982, 1995; Bhaskar 1975,
1979; Elder-Vass 2010; Gorski 2008, 2013a; Lawson 1997; Little 2016; Porpora
2015; Sayer 2000; Steinmetz 1998, 2003, 2014; Vandenberghe 2015) there is
not one unitary framework, set of beliefs, methodology, or dogma that unites
critical realists as a whole. Instead, critical realism is much more like a series of
family resemblances in which there are various commonalities that exist
between the members of a family, but these commonalities overlap and
FULVVFURVYV LQ GArthetetaQ RA018,\%).

The critical realism approach addresses issues of macro-contexts
(STEEPLE?Y) and the hidden and destabilizing aspects of culture (Cadle, Paul, &
Turner, 2010). It focuses on evaluating data and suggesting appropriate changes
to address a problem. Understanding and researching cultural differences and their
reasons cannot be achieved without paying attention to macro-contexts, in which
differences are ascribed, refiled, or ignored (Kempster & Parry, 2011; Price &
Martin, 2018). To understand problems more deeply, critical realism distinguished
between transitive objects, which is considered changing elements and theories,
and intransitive objects, which are the real entities that make up the social world. In
critical theory reality consist of three levels: empirical data that can be measured,
actual data that can be observed but does not necessarily be measurable and the
structures behind both. These structures are mainly based on causal relations of
empirical and actual data. Critical realism aims to demonstrate the existence of

those explanatory mechanisms (Breese, 2015).

1 Social, technological, economic, ethical, legal political, environmental.
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Furthermore, critical realism offers a variety of options when conducting
research: multiple methods are possible and while implications can be extensive or
intensive, critical realism aim is to look for causality and the validation of it (Levers,
2013). Potential research methods compatible with critical realism can be
(comparative) case studies, surveys, action research or policy evaluation (Ackroyd,
2009) depending on whether the researcher is detached or engaged. A critical
realism approach therefore goes in hand with grounded theory and this paradigm
complements the structure and approach of this thesis and is suitable for the
research and its aims and objectives.

In the context of this research, causality does not only refer to the causality
between business succession and change management, but also to causalities
arising from similar findings throughout multiple interviews. The critical realism
approach is therefore a good research methodology that complements the
grounded theory approach and the aim of the research. Critical realism provides an
ideal way of identifying ideas and patterns in practice while reflecting and enriching
these ideas with theoretical background through a deeper literature review
afterwards.

In accordance with & RUELQ D Q GgréWwdedtXedry §pproach (Corbin
& Strauss, 2008), the research starts with a brief chapter about the specifics of the
two study fields: family business succession and change management. This
chapter includes the main aspects and definitions, enabling understanding of the
background of the data collection. Then, the data collection follows. The main data

source was open interviews with family business owners in the wholesale building
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materials and home improvement retail industry. To narrow this broad topic down
and to make it possible to comprehend the findings, only family businesses in
Germany were interviewed. Interview partners were successors and predecessors
of companies that are currently undertaking a business transition process or went
through one over the past three years. Therefore, all interview partners went
through the same external changes within the timeframe of the study. In addition,
memos were written after meetings and discussions with other business
successors during conferences and other gatherings and were used to adjust the
following interviews accordingly. After each interview, the findings and ideas
resulting from the interviews were given structure in memos. The memos included
general ideas and ideas clustered in groups. Findings from interviews were
discussed and cross-checked in further interviews, meetings, and experiences
from the U HV H D Udw Hudifiéss. At first, the memos were structured as open
notes. Once completed, memos were written as bullet points and guidelines for
upcoming interviews that were to be part of the interview section. There was more
follow-up after each interview to adjust the bullet points for the upcoming
interviews.

The evaluation and coding of the interviews occurred after each interview
individually. In regard to the phases of grounded theory (Kempster & Parry, 2011),
phases one to four were repeated until specific clusters were observed (e.g.,
through more data gathered in more interviews or confirmed data through
experience exchange). The memos clustered the findings and enriched the content

of further interviews, conversations, and experiences. This allowed the next
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interview to lead in a new direction until information saturation appeared. This step
was repeated until saturation was reached in both, the different clusters, and the
information about the clusters. Saturation was reached when findings were
confirmed by multiple participants and no further findings could be worked out
throughout the following interviews.

Once this data saturation was reached, the findings were sorted.? The
sorting process was supported by MAXQDAS3 which is a qualitative data analysis
software. The interviews were transcribed and uploaded to the MAXQDA program,
where the different clusters were marked, sorted, and evaluated. The transcribing
allowed a deeper analysis of the words and the usage of MAXQDA and the sorting,
structuring, and validating process. As the transcribing and coding took also place
between interviews, codes that arose from the MAXQDA coding process also
supported the guiding of upcoming interviews and supported in reaching data
saturation. The coding and the structuring in MAXQDA eventually ended in a deep
literature review of both individual topics. Finally, a literature review was conducted
into the combination: the impact of business succession on change management in
family businesses in the wholesale building materials and home improvement retalil
industry.

1.4 Course of Work

The following chapter starts with a brief literature review of the two study

fields 2 family business succession and change management 2 to get a deeper

understanding of the topics. This part is key, as definitions are made clear and a

2 Phases of Grounded Theory: Phase 5 (Kempster & Parry, 2011).
S0OD[T 4AXDOLWDWLYH 'DWD $QDO\VLYV
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base knowledge for the interview section is formed. This is required for
understanding the data-collection section. The brief literature review covers the
definitions and the key theories of the individual topics. At this stage, the literature
review is not in-depth but rather brief, as it should not bias the interviews. As the
research is limited to one industry, the next chapter specifies the industry. This is
also important to explain the challenges and specifics of the industry that are part
of the data-collection section.

Once this section is complete, and the definitions and important background
information are clear, the data-collection section starts.* As described in the
previous chapter, the data collection was mainly conducted through interviews but
was enriched through memos written after conversations and experiences
throughout the period of the research. The first interview was semi-structured.
Although the aim was an open conversation about the business succession
process, inside and outside challenges and how they were managed, some bullet
points from previous memos were written to lead the conversation where needed.
Findings were then elaborated in further memos for the next interview. The memos
were a collection of ideas of how business succession may possibly have an
impact on change management in family businesses in the specific industry sector.
This was repeated until data saturation was reached and clusters could be formed
(Aldiabat & Le Navenec, 2018). Once this part was completed, the data, clusters,
and sub-segments were transferred to MAXQDA, where the transcripts were also

uploaded.

4 Phases of Grounded Theory: Phase 6 (Kempster & Parry, 2011).
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The data was sorted and gained a clear structure throughout chapter 5.
According to the structure of the data, it was clustered according to the two study
fields and the combination of both. The points raised in chapter 5 were then
elaborated and cross checked with literature and other research in the study fields
in the following chapters. Therefore, the main part of this thesis is also organized in
three parts throughout chapter 6, 7 and 8. The first part takes a deeper look into
the findings regarding family business succession and specialties that have an
impact on the combination of the two study fields. The next chapter consider
similar points in change management. The two chapters finally merge in a chapter
that describes the impact of business succession on change management in family
businesses in the wholesale building materials and home improvement retail
industry. All three chapters include a more detailed literature review to cross-check
the findings from the interviews with the existing literature and check if these parts
are complementary or contradictory.

Afterward, the thesis flows into a conclusion and an outlook on the topic. As
the aim of the thesis is to identify valid points regarding the research question, it

also closes with a consideration of potential further research needs.
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2 Preliminary Literature Review
2.1 Family Business Succession

2.1.1 Relevance

Family businesses have a significant economic impact, not only in Germany,
but all over the world. The importance to the economy differs between countries
and industries (Gomez-Mejia, Cruz, Berrone, & De Casto, 2011). Constituting 60%
of the total jobs and 40% R1 WKH FRXQWU\YV *'3 IDPLO\ EXVLQHVV]I
often describedas WKH HFR QR P\ VFanhlyNgfies3es also have a high
place-value in other countries all over the world. In Asia and Middle East, the
percentage of family businesses reaches the same level as in Germany (Gomez-
Mejia, Cruz, Berrone, & De Casto, 2011) while in the United States around, 60% of
publicly traded companies are considered to be family businesses (Efendioglu &
Musat, 2009). Family businesses have a wide range, from small one-person
companies to international players with thousands of employees. In general, their
proportion declines with company size. Nevertheless, around 30% of all S&P 500
and Fortune 500 companies (Zhou, He, & Wang, 2017), and almost 50% of all
Fortune 1000 companies, are family firms (Anderson & Reeb, 2003).

Despite their importance, family businesses were not the focus of academic
research until the end of the last century (Yu, Lupkin, Sorenson, & Brigham, 2012).
Since 1990, family business studies have officially become a separate academic
research area (Astrachan, Klein, & Smyrnios, 2005). Ever since, there has been a
special focus on the influence and impact of the founding family on the company,

as multiple studies have concluded that the influence of the founding family plays a
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significant role in their success (Bergfeld & Weber, 2011; Tokarczyk, Hansenn,

Green, & Down, 2007; Porfirio, Feliciob, & Carrilhoa, 2020; Ward, 2004).

2.1.2 Definition of Family Business es
A general problem when conducting research into family businesses is to
define the term clearly and consistently. There are many definitions of the term
SIDPLO\ EXYV L@réing o’ Anfidrson and Reeb (2003), it is a business owned,
managed, and controlled by family members. Often more than one generation is
incorporated. According to Chua et al. (1999), a
SIDPLO\ EXVLQHVV LV D EXVLQHVYV JRYHUQHG DQG RU P
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
| D P L QCHdi&, Chrisman, & Sharma, 1999, p. 25).
Miller et al. (2007) KRZHYHU GHILQH D IDPLO\ EXVLQHVV DV
multiple members of the same family are involved as major owners or managers,
either contemporaneously or ove U W I(NRillef D. , Le Breton-Miller, Lester, &
Cannella Jr., 2007, p. 836).
This extract of examples provides only an impression of the number of
different definitions of the term ¥amily business. "There are structure-oriented and
impact-oriented definitions (Casillas & Moreno-Menéndez, 2017). The main criteria
of structure-oriented definitions are family ownership and the involvement of family

members in control and management bodies, although some definitions consider
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only one of the two aspects (Steijvers & Voordeckers, 2009; Allen & Panian, 1982;
Daily & Dollinger, 1993).

A main limitation of purely structure-oriented definitions lies in the fact that
they do not answer the question of why the objectively measurable family impact
leads to management that is specific to family businesses and not to non-family
businesses. As this fact is important in many research papers, many researchers
do not focus solely on family ownership and involvement but also on structure.
They classify family businesses according to whether and to what extent family
ownership and involvement have an impact on the business. Thus, according to
Chrisman et al. (2005), a family business is only considered to be such if the family
has an important influence and impactontKH FRPSDQ\fV VWUDBDWHJI\ DQG |
stay in control. In addition, the conduct must be significantly different compared to
a non-family business, and unique resources and synergies must arise from the
family § Mput.

It is difficult to demarcate and complex to objectively measure impact-
oriented aspects. These factors are also not essential to conduct the research and
answer the research question. Therefore, this thesis focuses on the structure-
oriented approach of the European Family Businesses federation (European
Family Businesses, 2012):

3$ ILUP RI DQ\ VL]H LV D IDPLO\ EXVLQHVV LI

1. The majority of decision-making rights is in the possession of the natural

person(s) who established the firm, or in the possession of the natural
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person(s) who has/have acquired the share capital of the firm, or in the
SRVVHVVLRQ RI WKHLU VSRXVHV SDUHQWYVY FKLOC

2. The majority of decision-making rights are indirect or direct.

3. At least one representative of the family is formally involved in the
governance of the firm.

4. Listed companies meet the definition of family enterprise if the person
who established or acquired the firm (share capital) or their families or
descendants possess 25 per cent of the decision-making rights
PDQGDWHG E\ WK H L (Ewdpé&atl Fanfilp Bukikess6s, 2012, p.
3)

This definition provides a clear structure while focusing on the three key
components of family businesses: family, ownership, and management (Walsh,
2011). Although, the definition of the European Family Businesses federation
makes allows to consider many different companies it narrows it down sufficiently
to stay comparable throughout the thesis. This definition is therefore an adequate
fit for the development of the thesis and is applicable in pursuing the research
objectives and goals.

2.1.3 Definition of Business Succession

As for the term family business, the literature provides several different
GHILQLWLRQV IRU WKH WHUP,®EXNQBHB® VWRAHYMNRQDW
differentiates between two types of business succession: ownership succession
and managerial succession. However, further differences also arise in considering

whether Succession “only refers to the process of a family member taking over a
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business or also applies to an external manager gaining control (LeCouvie &
Pendergast, 2014). In general, this thesis differentiates between family-internal and
family-external business succession. On the one hand, family-internal business
succession describes the process of moving WKH ILUPYV RZQHUVKLS IURP
member, the predecessor, to another family member, the successor (Walsh, 2011).
Company-external business succession, on the other hand, defines the takeover of
ownership by a family-external third party (Hellerstedt, Nordqvist, Wennberg, &
Wiklund, 2011). Hybrids are also possible (Shepher & Zacharakis, 2000), but they
are not the focus of the thesis as they would add more complexity in the
comparison of the findings and would lead to a greatly increased need for data
collection.

Most of the time in family businesses, ownership succession and
managerial succession coincide. However, analysis has shown that ownership
succession is linked to a higher degree of attachment to the company, and family
owners therefore show greater passion and discipline compared to successive
external managers (Martinez Ferrero, Rodriguez-Ariza, & Bermejo-Sanchez,
2016). Since personal attachment and passion play important roles in the further
steps of the thesis, business succession is referred to as ownership succession.

Sooner or later, every family business must face business succession. To
keep the company running well, an effective succession process is key (Aleem &
Islam, 2009). According to Handler (1991) the succession process consists of three

steps (see Figure 2):
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Development
of Successor

Business Leadership

Involvement succession

Figure 2: Steps of the Succession Process (own figure)

Handler (1991) introduces the three common stages of a business
succession process. First, before taking an active part in the succession process,
the (potential) successor passes through an intense personal development and
preparation phase. As a second step, the successor must become an involved and
active part of the family firm. Usually, the first active role for the successor in the
company is a lower position rather than a leading one. In the third stage, after the
learning process, he or she might be ready to take over the leadership position
(Handler, 1991). This thesis considers these steps further and distinguishes them
at a later stage since, according to the research design, not too much research into
the study fields should be reviewed before the data collection.

2.2 Change Management

Change management refers to ongoing changes in an organization's
structures to adapt to changing environmental and general conditions. It can be a
planned management of change processes from an initial state to a target state or
can emerge from an unplanned, outside event (Cameron & Green, 2020). Either
way, change management includes all aspects of the implementation process. The
main task of change management is to intervene purposefully, actively,
strategically, and effectively in the adjustment processes. In successful change

processes, the individual steps are strategically planned, controlled, and stabilized.
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Change management thus describes the implementation of a strategic orientation
using various methods, concepts, and instruments (Lauer, 2010).

According to Tidd et al. (Tidd, Bessant, & Pavitt, 2005; Tidd & Bessant,
2020) there are technological, market, and organizational change. While
technological and market change represent company-external change,
organizational change is that arising from inside a company. A company should
always keep up with external changes and re-evaluate the business model to stay
competitive (Sichel, 2019). Cameron and Green (2020) furthermore differentiate
individual change, team change, organizational change, and leading change. Thus,
in the context of the thesis, managing change refers to all change related acts
throughout the organization, no matter if it is individually driven, driven by the
organization or the person in charge or driven by external factors. Therefore, all
types of changes that are implemented throughout the time of the business
succession process are relevant.

Changes are often driven by innovations (Mohrman & Lawler, 2012).
Innovation is a first-time commercial use of an improvement, new feature, or
novelty (Schumpeter, 1972). In the context of this thesis, first-time use is defined
as first-time use by the specific company (Liebermann & Montgomery, 1998), not
as use by a first mover who is the first in the whole market (Frynas, Mellahi, &
Pigman, 2006). An innovation can refer to a product, a process, or a service.
Innovations can arise from a pull-market relationship, that is, from market demand,
or from a push-technology relationship driven by a new technology that is

introduced to the market (LaZerte, 1989). In this case, the innovator pursues the
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intention of satisfying previously latent customer needs with a new idea. An
innovation can be caused by a spontaneous idea, but it is often the result of
targeted research (Godin, 2015).

Berndt (2005) distinguishes between four different types of innovation.
Incremental innovations are improved applications of existing technologies in
existing markets, while radical innovations describe the application of new
technologies in new markets (Rayna & Striukova, 2009). Market innovations are
the application of existing technologies to new markets, and technology
substitutions are the application of new technologies to existing markets. The level
of success achieved on the market depends on the level of innovation and,
according to Albach and Kelle (1965), is not a technical parameter but is rather
determined by demand. The level of innovation thus depends on knowledge of
customer demand and the ability to satisfy it through research and development:
through design, but also through other forms of knowledge.

From time to time, strategy and tactics must be changed to be able to reach
WKH FRPSD Qarfingo@® Qdd et al. (Tidd, Bessant, & Pavitt, 2005; Tidd &
Bessant, 2020) differentiate four categoriesof LQQRYDWLRQV 37KH 3V RI

LOQQRYDWLRQ"

1. Product innovation: change of an actual product or service

2. Process innovation: change of the way a product or service is created or

delivered

3. Position innovation: change of the way a product or service is introduced

or its purpose
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4. Paradigm innovation: change of the underlying mental models of a
company

These innovations can have various dimensions (see Figure 3):

SYSTEM
LEVEL ) New generations
New versions e.g. MP3 and Steam power,
of motor car, download vs. [ICT ‘revolution’,
aeroplane, TV CD and bio-technology
cassette music
Advanced
Improvesi New components materials to
Sl for existing improve
to components systems component
COMPONENT performance
LEVEL
INCREMENTAL sl RADICAL
(‘doing what (‘new to the (‘mew to
we do better”) enterprise’) the world”)

Figure 3: Dimensions of Change (Tidd, Bessant, & Pavitt, 2005, p. 12)

According to Schumpeter (1972), innovations can change markets in three
different ways:

1. Innovations create new markets

2. Innovations develop markets

3. Innovations destroy markets

Internal, organizational changes must be implemented to be able to stay
current with external changes (Dunphy, Griffith, & Benn, 2003). As with external
change, internal change drives the rise, growth, and survival of a firm (Frey, 1981).

However, according to AlbachfV WKHRU\ Rl FR QtiustRgto@tH @ithinthR Z W K
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firm occurs in thrusts. Therefore, it is dependent on shears and drawbacks. While a
lack of financial assets and a lack of necessary changes within the organizational
structure are responsible for drawbacks, innovation and change can be growth
drivers (Albach & Krelle, 1965). Macro-economically, individual innovations unite
the technological market § ffevelopment. As a result, the growth efficiency of the
economy as a whole is dependent on, and correlates positively with, the
effectiveness of the different changes (Wieandt, 1994). Cobb and Douglas support
this with their linear-nomogeneous Cobb-Douglas production function (Blanchard &
llling, 2006).

In addition to all the opportunities connected to change, there are also two
major drawbacks. First, there is the cost aspect. Driving change is always
connected to preliminary work and advance payments (Askenazy, Cahn, & Irac,
2007). Second, there is uncertainty. Uncertainties can have various dimensions.
There are technological uncertainties: whether or whether not the proposed
changes are technologically possible. Second, there are market uncertainties:
whether there is a market demand for the changes. Finally, there are
organizational uncertainties: whether the organizational structures allow the
implementation of these changes (Wieandt, 1994).

Second there are also people-related drawbacks to change management.
Organizational resistance is of special interest in the context of this research
(Lauer, 2010). Organizational resistance describes a situation in which planned
actions or decisions that seem logical, useful, and factual from an objective point of

view face rejection from individuals, groups, or whole business units (Doppler &
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Lauterburg, 2002) ,W DULVHV IURP SDUWndfdasDrfevéi$fioF RQFHUQV
change process without rejection from anyone. Therefore, it is important for a
leader to recognize the rejection and use it to drive the change process.

Organizational rejection of change can have multiple reasons according to
Doppler and Lautenburger (2002). It can arise when those involved do not
understand the change process, do not believe in the future vision of it, do not
have the needed capabilities, or simply do not like the idea. However, the reasons
are not always clear to leaders and may not be discovered correctly. This can then
lead to absenteeism, to an increase in power struggles and micro-economic
issues, to a lack of motivation and performance, or to a complete loss of the
structure behind the process. If a change process is not implemented well, it can
even lead to the complete failure of the company (Higgs & Rowland, 2011).

Moran and Brightman (2001) describe change management as the
RSHUDWLRQ RI FRQVWDQW UHQHZDO LQ D FRPSDQ\TV GL
organization and its competence level. The aim of change management is to follow
the continual transformation of client requirements, both inside and outside the
company (Doppler & Lauterburg, 2002). Systems and concepts designed to do so
require the following steps (Van Oosten, 2006):

- Observation by the management and leadership levels

- Assessment and a proposal for change based on a quick response to

environmental factors inside and outside the business
- Pattern-prediction regarding change on the individual, product,

technological, and market levels
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However, several variables in such a transformation can be deduced and
connected. Environmental factors both inside and outside incentivize a company to
change, which can manifest in two ways: proactive or reactive. The former occurs
when environmental factors catalyze a change, while the latter occurs when the
company induces the change (Hussain, et al., 2018). Therefore, the former is
market-driven®, while the latter is technology driven® (LaZerte, 1989). ’

2.2.1 Market Development

Companies intend to generate profits and strive to maximize them. The
profit measure is the index of the company's success (Schumpeter, 1972). The
easiest way to maximize profits would be in a market that the company created
itself and in which it had little or no competition and a high market share (Drucker,
1986). According to Schumpeter (1972), such markets can be generated through
innovations. To do so, the innovating company must procure, store, and combine
information along the three market dimensions of customer, technology, and
function. In this context, it is not important whether the required information results
from knowledge within the company, from experience, or from previous
transactions. It is also unimportant whether it is developed internally or procured
from outside. Individuality and being first to the market are the keys for successful
implementation (Wieandt, 1994).

In most cases, the required information is not directly available in the
company and must be generated through investments. Research has shown that

the willingness to invest in new information is positively correlated to the human

5 Market-pull
6 Technology-push
7 See chapter 2.2
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capital of the successor (Kimberly & Evanisko, 1981; Datta & P., 1994; Mirjana,

Ana, & Marjana, 2018). Through this investment, the company gains factual and

temporal room for maneuver and flexibility, which drives the ability to grow and

DGDSW DQG WKXV LQFUHDVHV WKH RYHAHacD@tERPSDQ\T\
2000). This is the prerequisite to achieving benefits and creating a new market.

Once the market has been created, other market participants can also
benefit from an innovation and possibly even improve it further without having
invested directly in the innovation beforehand since the development is now
observable (Reinganum, 1989). Rogers (1983) refers to this observability and
openness of the market to potential competitors as diffusion. The competitive
advantage from the disclosure of the innovation is called the "spillover" effect.
Spillover does not only allow the imitation of innovations but also the development
of them (Operti & Carnabuci, 2011). To be able to achieve a spillover effect,
however, potential competitors must invest in research and development in
neighboring areas to reach a position with sufficiently large absorption capacities
(Wieandt, 1994).

While the innovator sets the starting point of a customer relationship with a
"first-to-market" transaction and can benefit from positive image effects, the market
is positively influenced by potential competitors and their additional ideas and
additional information (Rogers, 1983). This, in turn, leads to follow-on investments
as companies strive to meet the functional and technological requirements of the
customers, which constantly evolve. The intention here is to retain more customers

than the competitors and deliver greater product benefits. A company can only
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survive in an innovation competition and keep pace with competitors investing in
the same market through follow-up innovations (Ferreira, Faria, Azevedo, &
Marques, 2017).

Consumers also benefit from these positive side effects. Another external
effect is gained by latecomer customers through the quality experiences of
previous customers. The innovative company can profit from latecomers and retain
them if it succeeds in internalizing the supposed external benefit. Usually,
marketing is used to do so. In addition, switching costs can be generated to retain
customers (Wieandt, 1994).

2.2.2 Cost Benefits

Throughout the market, competitors strive for either product or cost
leadership (Berndt, 2005). In doing so, the innovator can save costs in its
subsequent innovations by facing experience curve effects and thus reducing the
transaction costs of potential buyers (Henderson, 2013). Curve effects occur when
technology costs decline as result of technological experience that is gained
through use and production (Samadi, 2018). All options for reducing transaction
and production costs should be pursued. Process innovations ultimately offer
considerable cost-saving potential in a competitive environment. This type of
innovation transforms the execution process and can affect any business unit. The
primary concern is the result, the cost saving, which ideally should be higher than
that of competitors. According to Wienadt (1994), process innovations must be so
radical that the cost-induced price advantage of the potential competitor more than

compensates for the transaction cost disadvantage of the substitution contender.
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However, innovation in a process does not always have to be in the process
itself but can accompany other product innovations. Often, an innovation in a
process, such as manufacturing machinery, can cause automation that involves a
fundamental change in operating procedures. Then, the labor production factor is
replaced by capital to ultimately increase profitability. The result is rising fixed costs
and falling variable costs. An example is unit cost degression, from which a
company can profit exponentially when sales increase (Schwenker & Botzel,
2006).
2.2.3 Market Repositioning

Since a new market is usually associated with high investments, the barriers
to market entry are correspondingly high (Lambkin, 1988). This is particularly the
case if the innovative company can demonstrate an information advantage
UHJDUGLQJ WKH VDWLVIDFWLRQ RI FXVWRPHUTYfV IXQFWL
a company has decided to participate in a market and has overcome the market
entry barriers, it is not always easy to leave a less lucrative market again due to
sunk costs. Sunk costs are capital already invested in the market. The
manufacturer's mobility in the market after market creation is also inhibited by exit
barriers. As a result, if a company is trapped in a market, or if it fails to enter the
market in the first place due to high barriers to entry, it must try to reposition itself
vis-a-vis the competition in this market or destroy the market (O'Brien & Folta,
2009). One way to escape this situation is by innovating the market (Wieandt,
1994). While a target of companies in a market is often to keep market entry

barriers and the competition accompanying them low, a radical innovation can
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destroy markets and substitutions can drive suppliers out of the market or
completely disrupt it (Schumpeter, 1972).

While the before-mentioned chances are driven through innovations
(Schumpeter, 1972), these innovations drive change and the management of
change (Mohrman & Lawler, 2012).

2.3 Summary

Summarized, it can be said that in the context of this thesis, family
businesses are firms in which at least one family member is formally involved with
at least 25% and takes either direct or indirect decisions in (European Family
Businesses, 2012, p. 3). The business succession of family businesses is related
to the ownership succession of that firm. Throughout thesis, change management
refers to ongoing changes in an organization's structures to adapt to changing
environmental and general conditions. These adaptations can either have
company-external or company-internal reasons. Either way, change management
includes all aspects of the implementation process. The main task of change
management is to intervene purposefully, actively, strategically, and effectively in

the adjustment processes (Lauer, 2010).
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3 Industry Specifications

Owing to the fact the research thesis is industry specific, it is important to
understand the industry, the sector, and the challenges that the industry is going
through before conducting the interviews and merging in conclusions. This part
should therefore help in understanding the industry, motives, changes, and
challenges that are addressed throughout the further stages of the research. Just
like chapter 2 the aim of this chapter is to provide a brief overview of the industry
and industry-specific challenges.

3.1 Home Improvement Retail Industry

The home improvement retail industry or hardware stores are large-scale
retail stores specialized in do-it-yourself (DIY) supplies. The home improvement
retail industry consists of around 2,100 hardware stores and 2,800 gardening
stores in Germany, which are mainly owned by family businesses. With around
1,700 locations in 2019, the hagebau Group has the highest store density in
Germany, although Obi is the DIY store with the highest sales, ahead of Bauhaus,
and is also the largest garden center operator in Germany. In 2019, the industry
accounted for around 46.9 billion Euros that were almost equally split between
gardening and hardware stores (Hohmann, 2002).

The poor financial situation of many DIY stores, inadequate market
positioning, and fierce price competition are putting the sector under pressure. In
2005, a study by Ernst & Young predicted that, depending on the choice of future
strategy, only seven of the then 14 large DIY store chains would remain in 2015 in

the best case, and only three in the worst case (Ernst & Young, 2005). After the
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insolvency of the Praktiker DIY store group in 2013 and the resultant almost
simultaneous disappearance of three entangled DIY store chains (Praktiker, Max
Bahr and extra Bau+Hobby), this forecast partially came true. While the
development in the number of DIY stores has declined in recent years because of
Praktiker § insolvency in 2013, existing locations have been enlarged and
expanded. Ever since, the market has shifted and is undergoing a development

that is creating many changes.

3.2 Wholesale Building Materials Industry

The builders fmerchant business is a sub-segment of the overall DIY market
and has a total sales revenue of around 14.6 billion Euros. Specialist retailers, both
large-scale and small, are allocated to the DIY core market, as are DIY stores and
garden centers. The overall DIY market in Germany also includes, for example,
furniture retailers, electrical retailers, and craftsmen. The DIY sector in Germany is
predominantly characterized by small and medium-sized companies. There are
around 4500 SMEs in this sector and not even a handful of large corporations.
SMEs are usually organized in trade cooperatives, such as Eurobaustoffe or
hagebau. These 3SKHD G F R U S RahEekiratR §as volumes and provide
marketing, structure, and other services. The Federal Association counts around
40,000 employees in the building materials trade in its member companies in
Germany (Hohmannn, 2020).

The building materials trade differs from DIY stores in that it stocks a wide
range of building materials from all areas of the construction industry. In addition,

building materials sellers usually have their own appropriate logistics in the form of
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tipper and crane vehicles, which allow product and construction-site-oriented
deliveries. Most articles sold by buildings material traders are not therefore stocked
in DIY stores since customers for these products are adequately served by
buildings material traders. Building materials include insulating materials, tiles,
facade plasters, construction metals, natural stones, construction timber for interior
and exterior drywall and civil engineering materials (Bunde & Falck, 2020).

Furthermore, the specialist trade provides extensive specialist advice and
support to construction companies and other specialist firms. To this end, building
materials retailers femployees receive extensive training on their products from the
manufacturers. Business areas of the building materials retailers are divided into
merchandise businesses, logistics, and external warehousing and services. In
addition to warehouse sales, drop-shipment sales must also be included. The latter
describes the direct distribution of building materials from manufacturers in the
building materials industry to retailers, commercial customers, and private
customers, such as building contractors. A new branch of the building materials
trade is the sale of building materials via the Internet (e-commerce). Although e-
commerce accounts only for around 1.5% of sales in the wholesale building
materials industry, it is the sector that is growing the fastest, and therefore it is
gaining attention (Statista GmbH, 2020).
3.3 Current Challenges

Although there are differences in the home improvement retail and the
wholesale building material industry, the different industries related. In a larger

scale, both sub-industries deal with building materials and are part of the building
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material trade industry to supply construction-related projects. Family firms in
Germany often represent of a combination of wholesale building materials and
home improvement retail which underlines their relationship.

Compared to other industries, the construction industry is rather
conservative and reluctant to change (Babic & Rebolj, 2016) and not many
wholesale construction materials companies have taken steps toward new
technologies and change (Spreitzer & Zwielehner, 2019). Thus, there are only a
few sectors that have been affected by fundamental changes as much as the retalil
industry (Raap, Buys, Corbishley, & Mason, 2020). These include, among other
points:

- Rising price pressure from a high level of competition and price

sensitivity

- Changes in market share

- Changing consumer behavior: more price sensitivity and service

orientation

To keep up to date and successfully run a business regardless of changes,
it is vital to understand the changes the sector is experiencing (Dunphy, Griffith, &
Benn, 2003). Therefore, it is pivotal to understand the challenges of the industry
which are described in more detail in the following subsections.

3.3.1 E-Commerce and Multi -Channel Services

According to a study commissioned by McKinsey & Co (Begley, Hancock,

Kilroy, & Kohli, 2019), those who understand the fundamental changes and react in

the correct way can gain from the changing situation. The study shows that around
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half of the activities in the retail industry can be automated with new and modern
technologies. The authors place them in four clusters:

1. Pressure on profit margins encourages automatization: The market
seems to be saturated. The large number of competitors and significant
investments in e-commerce are reducing profit margins. At the same
time, cost pressures, for example, through labor costs, are increasing.
The cost pressure can only be decreased by a higher level of
automation.

2. Sluggishness of the industry: Many technologies are not implemented
due to a lack of a direct return on the investment and the inertia of the
business, as most retail companies plan annually based on numbers
from the previous years.

3. Omnichannel: Market pressure is rising as international players 2 such
as Amazon, who entered the market online 2 push toward omni-channel
models and may also enter the market locally.

4. The focus on automation in the retail industry is mainly in operations:
While much focus is placed on the broad picture, smaller automations 2
such as supply-chain optimization, head-quarters functions, and analytic
tools, are overlooked.

According to multiple conversations with business owners in the home

improvement retail and wholesale building materials industries, some companies

have added online channels to their portfolio. This could be beneficial, as trust and
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satisfaction gained offline can be transferred to online loyalty (Frasquet, Descales,
& Ruiz-Molina, 2017).
3.3.2 Flexibility of Organizational Structure

According to a study commissioned by Accenture (Watling, McCabe, &
Seedat, 2019), long-established organizational structures and processes need to
be reevaluated and restructured to comply with modern customer demands.
Besides the need to augment multi-channel strategies, the study emphasizes the
need for a modern digital infrastructure and the improvement of customer trust and
experience. A study commissioned by McKinsey (Begley, Hancock, Kilroy, & Kohli,
2019) builds on this and considers more deeply the adoption of new technologies
throughout the value chain rather than only customer-based segments. According
to the study, companies should focus on the two following major fields to react best
to technological trends:

1. Organizational structure: Reorganize hierarchic structures to create more
open structures with fewer layers. Incorporate real-time data analysis to
permit faster decisions by both decision makers and workflow teams. To
support this development, the organizational culture must be adapted.
The supporting culture should also encourage failure as a potential result
of innovation (Begley, Hancock, Kilroy, & Kohli, 2019).

2. Skills and HR strategies: $V WKH 3LQDELOLW\ WR VRXUFH WD

UHDVRQ IRU GHOD\LQJ WKH D@ER&®YBULRQ RI WHFKQR
Corbishley, & Mason, 2020, p. 13), companies need to invest in

technological skills among their employees. For this purpose, time that
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becomes available through automating processes should be redeployed.
With fewer, but more highly skilled, employees, companies can afford to
outperform by paying higher wages.

In summary, it can be said that the fast-paced environment and the quickly
changing market demand a higher degree in flexibility and more open structures
among both B2B® and B2C? retailers. Current market challenges require multi-
channel revenue streams, additional services, and process automation throughout

the value chain.

8 Business to business (wholesale).
9 Business to customer (end-customer sales).
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4 Interviews

Before conducting the interviews, information sheets were handed out.
These included a privacy notice (Appendix 1) and major information about the
research (Appendix 2). A participant consent form was signed before conducting
the interview (Appendix 3). All interviews were completed face-to-face, and each
interviewee was interviewed separately and solely. The interview audios were
recorded and digitally stored on a hard drive afterwards. They were also backed up
in a cloud before they were transcribed.

As the interviews contained confidential information about company- and
family-internal matters, all interviews were anonymized and sequences that
allowed conclusions to be drawn about the people or companies involved were
anonymized. Due to the anonymization, the signed consent forms with names and
addresses of the participants should not be accessible and are therefore not
attached as an Appendix. 7TKXV WR SURRI W Kddeifiiy OMidcEds&Yy QW V
information about the study and consent, the signed consent forms are handed in
confidentially in a separate file along with the thesis.

4.1 Interview Guideline s

In-depth interviews were conducted with family businesses in the building
materials trade industry across Germany and the industry specifics were pointed
out throughout chapter 3. Since no business succession is identical to another, one
challenge was to find commonalities. Thus, the study and the interviews focused
on family businesses in the building materials industry that are owned and

managed by family members. Although there are differences of the home
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improvement retail industry and the wholesale building material industry they are
related and most family businesses in the sector combine the two industries.
Therefore, there is a comparability. The interviews were furthermore held with
predecessors and business successors who are currently in the succession
process or who have been in a succession process within the past five years.
Therefore, all companies are going through and went through similar external
changes, and the way the companies adapted to the changes and managed them
are comparable. However, since differences may occur based on the location and
size of the company, and these findings may be of interest, different company
sizes and locations were researched.

All interviews were held in one-to-one interview sessions to foster an open
conversation. This way certain changes and the participants individual impressions
LQ WKH VDPH FRPSDQ\ FRXOG EH JDWKHUHG IURP WKH S
VXFFHVVRUTV S Bdn@ génirdtrictuked notes and questions guided the
first interviews to generate a foundation. The notes, guidelines, and questions were
adjusted based on the interviewee and findings from previous interviews and
interview partners as part of the data collection, note taking, coding and memoing
process of grounded theory (Kempster & Parry, 2011).1° Throughout the first
interviews, questions regarding the company, the family history, and the company
structure supported an easy and relaxed start to the conversation. Later, the
conversation addressed topics such as the succession process and changes made
throughout the succession process. The conversations ended with a discussion of

alternatives to the current scenario and the outlook for the future. The goal was to

10 See chapter 1.3.2
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have a good conversation instead of answering structured questions. Open
conversations allow the research to go in different directions and therefore go in
line with the research structure (Vollstedt & Rezat, 2019). Thus, the flow of the
interview conversations was highly dependent on the interviewee. Therefore, some
open questions, according to the before-mentioned aspects, were prepared for the
different interviews. The guidelines and notes evolved from interview and interview
and were adjusted throughout the entire interview process as an important step of
data collection in grounded theory (Corbin & Strauss, 2014). The open
conversations with the interview partners aimed to permit all different potential
outcomes and helped in generating ideas which then were cross-checked and
tested with other interview partners in following interviews. Although the business
succession processes were unique to the individual companies, they have faced
similar type of changes since they were all part of the same industry (Poza &
Daugherty, 2018).
4.2 Ethical Aspects

While conducting the interviews, the quality and integrity was assured. To
PDNH WKLV VXUH WKDW WKH LQWHUYLHZ SURFHVYV JRHV
policy and procedures (SHU University Research Ethics Committee, 2017), the
following points were explained in detail and signed by the participants before
starting the interview:

Everyone patrticipating in the interview section was asked for their
participation first. There were no incentives for participating in the interviews or

providing specific information. Only people who participated in the study voluntarily
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were interviewed. Information about the study was handed out, and the study did
not start until the participant confirmed that his or her questions regarding the study
had been answered. This confirmation was recorded on a signed consent form by
each participant before starting the interview. Interview partners had the option to
omit questions or topics that they did not feel comfortable discussing or to end the
interview. All information provided by the participants was handled confidentially
and anonymously to protect personal and company data. Except for certain
excerpts that are important for the research and do not allow inferences about the
interviewee, the data of the study (recordings of the interviews, memos, etc.) will
not be part of the publication and will be used exclusively for the purposes of this
study. It will be destroyed at the end of the retention period. Before adding any of
the information from the interviews into the thesis, the interviewees had the
opportunity to review the notes of their interview and ask questions regarding them.
7KLY JRHV LQ OLQH ZLWK WKH 8QLYHUYVLSHUUWUNIEMIKLFY SF

Research Ethics Committee, 2017).

4.3 Interview Partners

Interview partners were business successors and their predecessors in
medium-sized wholesale building materials and home improvement family
businesses. All companies were in Germany and were at least in the third
generation. Therefore, not only the successors that were interviewed but also the
predecessors had experienced a succession process and were able to discuss key
lessons from their succession process for the next generation. The selection of the

participants was made through networking events for business successors and
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potential business successors as well as recommendations from large head
cooperatives mentioned in section 3.1 and 3.2. The personal network allows a
better selection of the participants, and the personal connection allows a trustful
and open interview (Schnegg & Lang, 2001). This is especially beneficial as some
aspects of the research include sensitive topics and sensitive information.

In total, there were 14 interviews in 8 different companies. Except for the
interviews with company 5 and 7, all interviews were held with one predecessor
and one successor of that company. However, in each company, the interviews
with the predecessor and the one with the successor took place separately. The
predecessors of company 5 and 7 did not want to participate in the study and
therefore, only the business successors of these 2 companies were interviewed.

As a business succession is a unique and individual transition process, a
comparison between different succession processes is difficult. Nevertheless, the
interviews were taken in similar companies with pertinent characteristics to ensure
they were comparable. Inessence WKH FRPSDQLHVY FKRUIDReWNHULV W I
company size, the number of successors, and the entry time of the successor.
While the number of employees show the size of the company, the entry time
provides of brief hint of the background, the experience, and the knowledge that
the interviewed successor had gained before entering the family business. The
entry time of the successor is particularly of interest since Ahrens (2013)
mentioned this in his quantitative research approach on the combination of
business succession and change management and refers to a combination of age,

educational background, DQG H[SHULHQFH DV 3KXPDQ FDSLWDO”~
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The differences underline the fact that no two companies are alike.

However, the differences were also used to generate information and determine if

these slight adjustments remained in relation to the topic and the potential outcome

of the thesis. The characteristics were the following (see Table 1):

Company | Number of | Number of | Entry time of successor | Particularities
successors | employees
1 2 ~30 After Bachelor  dfegree
studies
2 3 ~80 After studies and
apprenticeship in the
same sector
3 1 ~70 Currently semi-active Partly working for a
different company
4 1 ~500 After apprenticeship in
the same sector
5 1 ~320 After school No university degree
6 1 ~370 After working in different | Initially did not want
sectors for other to join the family
companies business
7 1 ~20 After working in different | Female successor
sectors for other
companies
8 2 ~120 After working in different
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sectors for other

companies

Table 1: Details of Interview Partners

The table shows the characteristics of the interview partners. The company sizes
varied from a rather small family business with 17 employees and one branch to
family businesses with 500 or more employees and multiple branches in Germany
and abroad.

In seven out of the eight companies, the business succession process was
ongoing. In the eighth company, it has not started yet, and the business successor
is remotely semi-active in the company on a project base. In three of the eight
companies, the succession process was almost finished, and the managing
director position had been passed on to the next generation. In two cases, the
interview partners said that they intended to complete the handover of the
managing director position at the end of the year!.

The following chapters should provide a better overview of the different
companies and provide background information that is important to understand in
the further context of the data evaluation.

4.3.1 Company 1

The first interview was with a medium-sized home improvement retail and
wholesale construction materials company with more than 100 years of history.
With two sons in the succession process, it is now operating in the fourth
generation and solely owned by operating family members. This is a rare

combination (Ward, 2016). One of the succeeding sons explained how proud he

11 | eadership succession according to Figure 2: Steps of the Succession Process (own figure)
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was of the family company, the family history, and the way the company had
developed over the generations. The company had experienced tough times, and
parts of the company had to be sold for economic reasons. This was a topic the
interview partner did not enjoy talking about, but he also added that this had
molded the company, and it would not have been the same if they had not been in
this situation.

On the question of whether it had always been his plan to take over the
company one day, he replied that he had had some thoughts of doing something
different, but he never seriously considered doing anything other than taking over
WKH IDPLO\ EXVLQHVYV 3:H DUH QRZ OHDGLQJ DQG PDQD.
and soon in the fourth generation. You simply do not want to give up on anything
that has been part of the family forsolong,” KH VDLG 7KH IDPLO\ EXVLQH'
always played a vital role in the family. This leads to the conclusion that although
there is no obligation to carry on the legacy there may be an unexpressed and
subconscious obligation.

The interview partner said that he grew up in the company and even played
there as a child. As the company excels in having an extremely low employee
turnover and any employees with high seniority, some employees have known the
successor since these days. He mentioned that these loyal employees are the
ones he can deal with best in his new role in the company.

However, his goals clearly were not only to continue the legacy but also to
develop the company into new business areas and develop the business model.

Therefore, when he entered, he started in a new business field instead of taking
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over responsibilities from the predecessor. The business field is related to the core
business but is infrequently incorporated by other home improvement retailers or
wholesale building materials companies. Therefore, he is now offering this niche
product and the accompanying service to customers in a radius of up to 600
kilometers. After a short period of time, he had already employed two people and
he seemed to be very keen to improve this niche. There are even thoughts about
expanding internationally.

When talking about the industry, the successor mentioned that the
construction industry in general and the home improvement industry in particular
are considered to be conservative and to react slowly to change (Miozzo & Dewick,
2004). This is especially the case in the rural area where the company is located
(Koschatzky & Kroll, 2019). However, he said that there had been recent changes
that and customers were requesting more flexibility and a higher level of service.
They were addressing these requests with investments in their IT, online sales,
and marketing and offering services that were complementary to their products and
other small and medium-sized developments. Nevertheless, the company is
focusing on their core business, which the interviewee believed will not change
incrementally over the next 10 years.

Company internally, the interview partner mentioned that employees,
employee behavior, and expectations have also changed. Working hours, in
particular, are a major issue that is being addressed through a flexible-working-

hours model. Nevertheless, working hours can only be flexible to a certain extent:
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opening hours need to be considered as well as the customer service level and
customer traffic.
4.3.2 Company 2

The second interview was conducted in a company that was built around
1950 and is now in the third generation, with three sons in the succession. With
three branches in two companies, they are located in a large city in Germany and
employ around 140 employees. In common with the predecessor, the current
successors studied and went to different companies in the same sector to gain
knowledge about the industry and the sector. None of the successors entered the
company immediately. The predecessor claimed that when he entered, his father
transferred responsibilities and equity quite quickly, which he was now replicating
with his sons. He describes this as very pleasant. The interviewed successor
claimed the same.

The successors talked about the impact of the family business on the family
and stated that the family business has always been a part of the family and vice
versa. From a young age, all three successors joined company events and
represented the family business. The large impact of the family business may
explain why all three sons entered the same field and took over the succession.

An interesting fact about the company was the open work atmosphere and a
unique culture arising from it. All office spaces were kept open to boost
communication between employees. Not even the managing directors had closed
offices. The large office included both employees with employee contacts and the

back office. Even the managing directors did not have doors to close. Separate,
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closable rooms were there only for meetings and other confidential communication.
The managing family did this on purpose to boost communication and create an
open and innovative work culture. The predecessor was very enthusiastic about
innovation and had tried many new things. One of the innovations included a trial

that was one of a kind in Germany.

4.3.3 Company 3

With one branch and about 70 employees, the third company was in a city in
southern Germany. The company was founded about 150 years ago and has ever
since been owned by the family. The predecessor marked the fourth generation,
and the successor would be the fifth generation. Although he has two siblings, one
brother and one sister, he is the only one who is interested in taking over the family
business. The potential successor is not fully active in the company yet, as the
succession process has not yet been completely planned. The former predecessor,
the grandfather of the potential successor, is also still active in the company and
the successor shares the idea that there should never be more than two
generations in the company at the same time. He is taking over a rather unique
role as he works for a different wholesale building materials company while he
supports the family business remotely on project-based tasks and developments.
This uncommon combination and the fact that the rest of the company is similar to
other companies in the industry mean that assumptions can be made about the
impact of full involvement in certain developments compared to partial involvement.

One project was the implementation of a new ERP system? with many changes.

12 Enterprise resource planning system (including inventory control)
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This is a state-of-the-art system that includes all kinds of inventory information. It is
not easy to implement because it touches many different areas within the
company. As one of the first movers for the new IT solution, the company faced
major issues. After failing to communicate the changes beforehand, he was facing
resistance from the employees that were affected by the changes. As the potential
successor, the project leader, was not always available during implementation,
there were even more difficulties. The successor said that the situation was chaotic
until he asked another employee in charge to manage it. Nevertheless, the
changes were connected to remarkably high fluctuation rates within the areas that
were affected by the changes. Due to longer processing times, some customers
also decided to shop elsewhere. At the present time, the system works well and

most of the lost customers have returned.

4.3.4 Company 4

Company 4 had an interesting history. Now in the third generation, they
started off rather small. The founder had two sons. While one son took over the
small family firm, the other decided to study law. Later, the successor realized that
the family business was not for him, so he decided to set up an IT company.
Therefore, the brother who was already working for a tax consultancy firm returned
to the family business. He started managing it while working in the tax consultancy
company until he left his employer to completely take over the family business. He
hired an external manager who took care of the daily business while the successor
pushed for expansion. The company grew from about 10 employees to become

one of the largest companies in the industry with more than 500 employees with a
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focus of approximately 20% wholesale building materials trade and the remaining
80% on home improvement retail.

Now in the third generation, the son of the brother who left the company has
joined the company. At this point he did not have a university or business school
degree and his uncle told him that this was mandatory if he wants to take over an
executive role in the company. Therefore, he studied part-time and is now
managing director. While his uncle focused more on home improvement store
expansion, the succeeding nephew is now exploring expansion potential in the
wholesale construction materials area. In addition, he oversees the implementation
of changes developing online channels, such as Facebook, Instagram, and an
online shop, and other services. These services have not been a focus in the past
despite the company 1 $ze.

4.3.5 Company 5

In the fifth company, the predecessor did not want to participate in the
interview. The company has around 300 #00 employees and has additional shares
in other related companies. The interview took place with the current business
successor, who was the only successor interviewed who did not have a university
GHJUHH 7KH EXVLQHVV VXFFHVYVRhbu3eéhbld HsPate@QtsK LV PR W
are divorced, and he got in touch with the company at a late age. Interestingly, the
interviewee of Company 4 also did not grow up in the predece VVR UV KRXVHKRO(
and went to university after entering the family business. His uncle encouraged him

to gain a university degree after he entered the company. This could be an
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indicator that business successors are pushed toward high educational degrees to
prepare them for the business succession.

Nevertheless, the successor of Company 5 went through multiple different
stages within the company. He started in the warehouse, went to sales, and
3IRXJKW KLV ZD\ WKURXJK WKH FRPSDQ\ agtasksl ASVNLQJ |
there are multiple younger siblings and cousins who might want to enter the
company at a later stage, the company has not set up a business succession plan
yet.

While discussing developments and changes within the company, the
interviewee claimed that he has had many ideas but his father and uncle, who are
the shareholders and current managing directors of the company, do not
necessarily have the same drive for change as he has. Thus, he has implemented
some ideas regarding digitalization himself and wants to implement more change-
related projects as he has no fixed position in the company yet.

4.3.6 Company 6

Company 6 was heavily structured toward all different succession scenarios.
In fact, from all companies interviewed, this one had the most structured
succession scenario. The company structure allows different business succession
types, both internal and external, with a remarkably high level of flexibility. The
reason for this may be that this was also the only company in which the successor
GLG QRW LQLWLDOO\ ZDQW WR MRLQ WKH FRPSDQ\ +H U

LPDJLQH WDNLQJ RYHU WKH IDPLO\ EXVLQHVV™ ZKHQ KH
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would rather establish his own company, which he did during his studies. He also
worked for other companies that had nothing to do with the construction industry.

After finishing this chapter of his life, he decided to join the family business.
The main reason for choosing the family business was that he wanted to be able to
generate an impact on the company that he is working for. He entered the
company project team but, in contrast to most other interview partners, he did not
VWDUW ZLWK GLIJLWDOL]DWLRQ E XWatet lhevtkokereH FRP SDQ\
responsibilities in digitalization until he became more involved with the daily
business.

The company has an interesting strategy for digitalization, especially online
sales. Their level of flexibility is just as high as for the different succession
scenarios: they have invested in three different online shop solutions. They opened
their own online shop at a relatively low cost at an early stage. This shop has
covered its investment and could be shut down at any time. In addition, they have
implemented an B2B?2 online shop on the platform of the cooperative to which they
belong and, as a third tier, they have merged with other wholesale construction
companies all over Germany to form one large online platform.

The high level of structure and flexibility in this company was outstanding as
it allows them to react to changes quickly. However, it also leads to greater

investments compared to other companies in the industry.

13 Business to business (wholesale)
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4.3.7 Company 7

The interviewee in Company 7 was the only female interviewee throughout
the interview sessions. The interview took place with the business successor only,
as the predecessor did not want to participate in the study. The business
successor worked in a different area (IT) after her studies but decided to return to
the family business. She talked a great deal about the company { Mstory and
family background, and she seemed to be immensely proud of it.

With around 20 employees, the company was comparably small. Due to the
size and the monetary possibilities connected to the company size many
investments in digitalization and other market developments seemed to have been
postponed. Another reason for these postponed investments was the seemingly
strong, patriarchal business owner, who preferred investments with a more direct
ROI.% Despite the ideal background and the ideas for technical developments,
most ideas in this field had not come to implementation. The interviewee said that
VKH 3FDPH ZLWK PDQ\ LG H Dhat Bh® Bolld KHdga EvwsryihimgDnw
the company, but once she was in and had to take care of the daily business, there
was not much room left for innovations. “According to her, this was also correlated
tothe company fWL]H DV 3LQ D VPDO Q cuBiéime expecMma igH V V
served by the owners as well and that eats up a lot of time. ~
4.3.8 Company 8

The last interview was conducted in a family business with about 120

employees. The two brothers who had been in charge had just handed over their

14 Return on investment.
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position as managing director to their successors. Within the company, there were
two predecessors and two successors. Each predecessor had appointed one
successor. Thus, only one predecessor and one successor were interviewed. The
predecessor was interviewed first and seemed to have patriarchic traits. He
claimed that he had preferred to sell the company, as he believes that the current
successors are not ready to take over the family business yet. Thus, a potential
sales price would not have been considered his personal property but would have
stayed in the family as well. For him, it was important to hand something over to
the next generation.

Nevertheless, he left the decision towards the successors who decided to
keep the family business. The interviewed predecessor seemed to be mainly sales-
driven and therefore did not invest much in new technologies or developments.
However, with one successor having an IT and management controlling
background some reconciliations occur from time to time when technology-related

change implementation projects with no direct ROIs are discussed.

63



5 Interview Analysis

5.1 Coding

As described in Section 1.3, grounded theory was used throughout the
interview and coding process. Semi-structured bullet points were used as a golden
thread for the first interview. All interviews were reviewed throughout the interview
period, as findings from previous interviews were used as input for upcoming
interviews. In addition, memos and notes from other conversations and events
were written throughout the process. These memos where then formed into

clusters (See Figure 4):

@ DBA Coding J
General Ideas Coding CO d I ng
mana Lo
' Interviews Tradition obligation pri... Tradition gl I > "
Mamos Implementation of cha.. Implementation of change > green
Attitude >
Attitude towards Chan... ) I’Qm m@ﬂgﬁ' L’Jlblﬁ
Educational background --> purple
Educational background General > red
General succession Elanning > brown

Succession Planning
Structure

Differentiations

Figure 4: Memos

The memos started with some notes of important and interesting points that
were raised throughout the first LQWHUYLHZ VHVVLRQV DV 3JHQHUDO”
there was an interesting point or finding within the same aspects, a new cluster
was built. All general points that fit into that cluster were moved from the general

cluster to the specific cluster and points raised in the following interviews that were
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in the same cluster were assigned to that cluster. Links within the clusters and
between the different clusters were also structured down in the memos.

After the memos showed some good and valid findings, all interviews were
transcribed. The transcribed interviews were then coded once again using
MAXQDA. This allowed to take points into account that might have been missed
throughout the first interviews since the coding cluster did not exist back then and
the points were not identified adequately in the first place. The clustering and
coding in MAXQDA furthermore provided a better overview of the clusters and
allowed a better evaluation of the points. An example excerpt of coded interviews
can be found in Appendix 4. The codes were marked with different colors and
included the following main topics as sub-segments:

- Educational background

- Tradition, obligation, and pride

- Attitude to change

- Succession planning

- Employees and culture

- Implementation of change

- General and other findings

The ILUVW FRGH 3SHGXFDWLRQDO E hRdllidiaRXxQG” DURVH
review. According to Ahrens {2013) research on family business succession and
change management, family internal business successors have a lower human
capital, which is also related to their educational background?!®. The remaining

codes emerged throughout the interviews. Findings from the sub-segments were

15 Compare chapter 4.3
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used for upcoming interviews, which were coded in the same manner to permit
comparison.

The first interviews showed that the special pride of family firms had
influence on both, the decision towards family-internal business succession as well
as decisions regarding change. Another major aspect for the propensity of change
implementation was the individual attitude of the business successor towards
change which therefore evolved into a separate code.

Furthermore, the interviews showed that there was a difference in the
propensity towards change implementation and the actual change implementation.
In this context the interviews showed that there was a difference in companies that
had a succession plan and those that did not have a succession plan. The
(missing) succession plan had an influence on both, the propensity towards
change implementation as well as the actual change implementation. The
discrepancy between propensity towards change and actual change
implementation was furthermore influenced by employees, culture, again the
attitude of other people involved as well as some general other findings such as
company size and budget. Therefore, these additional codes emerged throughout
the interviews.

Allcodes VWDUWHG DV 3JHQHUDO ILQG Lewg &nd dvieceldR X J K R X
phenomenon occurred multiple times, a new code was generated and named
accordingly. To track the developments, MAXQDA was used, and comments were

added on the different findings throughout the interview phase (see Table 2):
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Color Code Coded % Coded Coded

segments segments interviews per
code
Educational background 39 7.78 13
" Attitude to change 99 19.76 14
Tradition, obligation, and pride 65 12.97 13
" General 51 10.18 13
Employees and culture 38 7.58 11
" Succession planning 81 16.17 13
" Implementation of change 128 25.55 14

Table 2: MAXQDA Coding

After the interview phase, MAXQDA provided a list of all codes and coded
segments with the associated comments, which was then filtered for the sub-
segments and the associated comments. Within the colored sub-segments, the

findings were compared and cross-checked according to the following table (see

Table 3):

Interview Succession Employees General Attitude Educational Implement - Tradition ,
planning and culture to background ation of obligation ,

change change and pride

01 0 0 2 10 1 10 2

02 1 1 2 4 0 3 5

03 8 0 7 3 1 8 3

04 2 5 3 2 4 11 2

05 11 6 4 4 4 13 8

06 7 5 2 9 1 8 6

07 4 1 5 7 6 14 5

08 1 1 2 10 6 12 3

09 4 7 8 2 13 5

10 18 2 6 8 4 7 8

11 5 0 3 10 3 6 0

12 1 5 4 7 4 9 7

13 9 3 4 12 1 2 8

14 6 5 0 5 2 12 3

Table 3: Interview Code Matrix
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As the multiple documents that arise from the coding process are too
extensive to incorporate in the body of the research, they are attached as Appendix
(Appendix 5).

5.2 Interview Findings

As structuring all steps of the entire coding process would be too lengthy,
only the main findings are summarized in the following subsections. Details of the
findings and the steps to get there can be extracted from the information in the
coding tables, transcriptions and analyzed interview excerpts in the Appendix.
These points were the findings from 14 interviews in eight companies and multiple
memos from business succession events and are compiled in the following sub-
chapters. The conversations regarding family business succession planning and
change implementation brought out multiple impressions and lead to findings that
evolved throughout the interviews and are described in more depth throughout the
following chapters.

5.2.1 Age of the Companies

In Germany, about 54% of all family businesses are taken over by family
members, while the rest are taken over by family-external parties (Kay &
Suprinovic, 2013). However, when it comes to family-internal succession, only 30%
of companies survive the handover to the second generation and, with a failure
rate of 85 190%, even fewer family firms survive the handover to the third
generation (Gunterberg, 2012). In the wholesale construction materials industry,
however, this phenomenon seems to differ. None of companies interviewed were

in business for less than three generations and most of them were in business for
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more than four generations. A reason for this could lie in the characteristics of the
industry. However, the interviews have proofed the point, that the construction
industry is rather conservative and reluctant to change. Less change in the industry
leads to fewer necessary critical decisions and therefore a reduced risk of failure
(Audia & Greve, 2006) which could be a reason for the long-lasting businesses in
comparison to other industries.

Thus, customer expectations have meanwhile changed, and customers are
asking for more flexibility and speed throughout the supply chain (Walker
Information, Inc., 2015). Interestingly, changes toward digitalization and additional
services were not viewed critically by most interviewed successors, and none of
them expected disruptive changes in the industry throughout the talks regarding

the outlook.

5.2.2 Employee Fluctuation
The general talks about the company history showed that most of the
companies were in the business for a long time with an extremely low employee
fluctuation which the interview partners were enormously proud of. All companies
interviewed had long-term employees, some of whom had been employed for over
40 years. The general employee fluctuation was exceptionally low in most of the
companies compared to non-family frms. 2QH LQWHUYLHZ SDUWQHU VDL
always had a good relationship with our employees. We also have mostly long-
term employees. The longest has now been with us for 48 years. That is why we

KDG D FORVH UHODWLRQVKLS ZLWK PDQ\ RI RXU HPSOR\I
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These findings are backed by various human resources studies of family
and non-family firms (Reid & Adams, 2001; Querbach, Waldkirch, &
Kammerlander, 2020; Astrachan & Botero, 2018). Thus, the average age of the
employees was also relatively high in many companies that were interviewed.
When talking about the employee base, all interview partners claimed that attitudes
to the employer has changed over the years. Employees are not as salary driven
as they were in the past, according to the interview partners. They claimed that
employees are asking for more flexibility in working hours and more vacation. The
successor of company 1 for example said: 3: ork-life balance is becoming more
and more noticeable. Here, even the younger ones are insisting more on free time
than on financial aspects ~

As the companies interviewed were in retail and therefore bound to opening
hours, they could only react to these changing employee demands to a certain
extent. This combined with a general change in the attitude to switching jobs to
boost careers (Light & McGarry, 1998), has led to a higher employee fluctuation
rate over the years. Nevertheless, compared to non-family firms, the employee
fluctuation was still extremely low in all the companies interviewed.

A noticeable finding was that one business successor said that he or she
had to replace almost the entire employee base in a sector where they
implemented innovations due to multiple errors during the implementation phase:
36 R W KdwWelhdd done it and we have definitely learned from it, but we

FRPSOHWHO\ UHSODFHG RXU HPSOR\HHKMeni©ov®.KH VWRUD.
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5.2.3 Business Successors

Before even starting the first interview and while searching for interview
partners, one fact stood out: There were hardly any women in the succession of
family businesses in wholesale construction materials and home improvement
companies in Germany. Only one female business successor participated in the
study. The interviews showed that the lack of women in the succession of
construction material trade company was not due to a lack of females in the owner
families: Within the 8 companies that participated only 2 predecessors did not have
a daughter in the family. Thus, only one was taken over by a daughter.
Interestingly, that one female successor did not have a brother and was the only
potential business successor in the family. The remaining daughters did not take
any steps towards the succession of the company. Most interview partners claimed
that their daughters/ sisters did not have ambitions towards taking over the
company and mostly worked in different industries. Interviewee 10 said for
HIDPSOH 3, KDYH WZR GDXJKW H Wtk He@ Hurihd hatisehier XVHG W
classes, but then somehow changed her mind after summer break. The other one
KDV DOzZD\V KDG KHU PLQG RQ SHGDJRJ\ VKHYV D VSHFL

Currently, the wholesale construction materials industry and the home
improvement retail industry seem to be mainly male dominated (Ness, 2012). This
was the case for the predecessors as well as for the successors. This
phenomenon could be particular to the sector. However, it could also be a general
occurrence in family businesses, which is considered in more depth later.

Regardless of the reason for this occurrence, this fact was prominent and could be
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relevant for the further implications of this thesis. Multiple papers have addressed
differences between males and females in the implementation of change (Lane,
2005; Linstead, Brewis, & Linstead, 2005; Robert & Dempster, 2002; Ely &
Meyerson, 2000). In addition, women are considered to be more risk averse than
men (Chien, Cole, & Lustig, 2014; Sapienza, Zingales, & Maestripieri, 2009;
DellaVigna, List, Malmendier, & Rao, 2013). Therefore, the lack of female
successors could have an impact on the type of changes and the ease of
implementing change during times of business succession.

Research has also shown that, on average, female successors have greater
human capital compared to male counterparts (Ahrens, 2013). This could also
have an impact on the study field of the research paper and is therefore addressed
in the thesis.

5.2.4 Obligation Through Tradition

Another finding from the interviews was that family history and legacy
played an outstanding role in all businesses that were interviewed. All interview
partners seemed to be immensely proud of the family business and the legacy
behind it. Without exception, all those interviewed talked with pride in their voice
about the company history and the family history behind it. Two companies had
even prepared pictures and sketches of the company history. One interview
partner said that the family business had always been part of the family and vice
versa. Within the family business, they liked to highlight the fact that they are a

family business by having various members of the family attend company events.
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All interview partners claimed that there had never been an obligation to
continue the family legacy IRU H[DPSOH ,QWHUYLHZ 32XU SDUHQ
X'V~ owever, 37.5% of the interview partners said that they would have been less
likely to take over a family business if it had not been their own family business that
KDG EHHQ SDUW RI WKH IDPLO\ IRU PXOWLSOH JHQHUDW
give up on that, “one successor said. The predecessor of that same company,
however, said that throughout his succession planning process he also considered
selling the company. Although there was no spoken obligation for the successor to
take over the family business, the strong family history behind it and the pride
connected to it made him return to the company immediately after his studies.

Other interview partners also said that there was no obligation, but the
family business had always been part of the family, and they talked a great deal
about growing up in the family business. It seemed that the stronger the history
behind the company and the stronger the family involvement in the company, the
more the successor felt the need to continue the proud tradition.

In 62.5% of the companies that were interviewed, the owner either lived in
the same building as the family business or next to it. The successors therefore
KDG VSHQW PXFK RI WKHLU WLPH LQ WKH IDPLO\ EXVLQH
FRPSDQ\TV VDQUERIH®J XS LQ WKH FRPSDQ\ vthitte WR D V
family business. Those interview partners with a clear differentiation between
private life and the family business at least considered options other than family-

internal business succession.
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5.2.5 Succession Planning

Even though there was no spoken obligation or wish on the part of the
predecessors to pursue family-internal succession, this was the preferred option in
87.5% of the companies interviewed 3DUWLFLSDQWY VDLG DPRQJVW R
WR NHHS WKLQJ (nh@rvigh19 with & pr@deécessor). Not even half of the
predecessors interviewed had a written succession plan, and even the ones who
had a plan prioritized family-internal succession DQG VDLG IRU H[DPSOH 37K|
VXFFHVVLRQ ZDV QRWKLQJ WKDW (IatBrview 3y UBR W FID QKD IOV \L §
notyetccHDU ZKDW ZLOO KDSSHQ WR WKH RWKHU RI WKH
someone will do it as a silent partner, or we will come to some other agreement if
QR RQH ZDQWYV WRte®RwWI5YW DW DOO ’

For all parties involved, passing the company to the next generation seemed
the rational and normal way of continuing the company 3, WKRXJKW DERXW RW
RSWLRQV EXW WKH VXFFHVVLRQ ZLWKLQ@InWrigéeww 2DPLO\ ZD
Participants talked about other options, but passing the company on to the next
family generation seemed to be the most favored one. The predecessor of
company3 VDLG IRU HIDPSOH 37KHQ ZH WKRXJKW DERXW E!
PDQDJHU EXW LW PDGH PXFK PRUH VHQV(htatvRWHHS LW
and throughout  QWHUYLHZ WKH SUHGHFHVVRU VDLG 3, KDYH
day one of my kids wants to W D N H . Rafti¢ipants claimed that trust in family
members is much higher than trust in external successors. As a result, the

predecessors were more relaxed about the future of their companies.
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The interviews furthermore showed that except for one predecessor who
said that he had preferred to sell to a third party, all other business owners claimed
that their preferred option was to pass the company to the next generation. Even
for the business owner who claimed that his preferred option was to sell the
company, the focus was passing something (in this case money) to the next
generation so that they could live freely. This predecessor wanted to retire. He
showed patriarchic traits and did not believe that the successor was ready to take
over yet. Nevertheless, the predecessor left the decision to the successor.
For many participants, the fact that they had children at a relatively early
age was useful. ,QWHUYLHZHH VDLG IRU H[DPSOH 3, ZDV LQ W
WKDW , ZDVQfW HYHQQ P\HRUVWR OB ZKMWHUHG WKH FRP
more interviewed predecessor claimed similar things and said that their heirs were
at an age that allowed them to enter the family business when the predecessors
were still young enough to spend some years in the company with them.
5.2.6 Educational Background
The subconscious obligation to continue the family legacy on the
V X F FHV YV R¥®fared/WitB the unspoken wish of the predecessor for a family-
internal successor!’ led to exceedingly early preparation of the potential
successors. The way children of family business owners were raised
VXEFRQVFLRXVO\ XQGHUO L QH GonaKily-iséinaiGlteedsion.R UV Z L
All business successors who were born and raised in the same household

as the predecessor were prepared to be the business successor from childhood

16 See chapter 5.2.4
17 See chapter 5.2.5
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RQ *%LJ FRPSDQ\ HYHQWYV ZHUH DOZD\V VRPHWKLQJ ZKFE
present. As a family business, we always attached importance to showing that we
are a family business and accordingly we, the whole family, were always present at
Christmas parties and other events,” RQH EXVLQHVV V)ARdtheMoidR U VDL G
VDLG 3,Q HQWUHSUH®&ddrX thér® &de bidep tatid abdlut Ousidess, so
\RX OHDUQ VRPH EDVLF NQ RE€He@/ikis Tukhehbreldipwed \ -
that two-thirds of the business successors who grew up in the family business
worked for other companies in the same field sooner or later in their careers, and
all of them went to universities or business schools in related areas to prepare
them for their position as business successor®. In over 70% of the cases, external
management expertise was gained in other companies. In comparison, none of the
business successors who did not grow up in the same household went to a
university or business school before entering the family business. One of them
went to university after entering the family business, because the predecessor
made it a condition to do so before taking over the family business. The
SUHGHFHVVRU WROG KLP 3LI \RX UHDOO\ ZDQW WR MRLC
managing director, you have to get your studies. If you have not studied anything,
you can work forus, b XW ZLOO QRW EH FRQVLGHUHG DV D SRWHC
7).
In summary, it can be said that due to the combination of family and
business in family businesses, potential family business successors who grew up
in the family business were also in contact with the business environment at a

noticeably young age. This connection towards the business environment and the

18 Compare table 1, chapter 4.3
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LQGXVWU\ OHG WR D VSHFLDO LQWHUHVW LQ WKH IDPLC
towards family internal business succession encouraged them to train the potential
successor for the leadership position at an incredibly early stage and invested in
WKH EXVLQHVV VXFFHVVRUYV HGXFDWLRQ enjyedFdd PRVW
particularly good education, and were in contact with the business environment at
a particularly young age. The potential successors were trained and educated for
their potential future position, leading to high levels of technical skills, business
management knowledge, and company experience.

5.2.7 Mindset and Motives

Although a company owner may do whatever he or she wants with his or

her company, a family business is often not seen as personal property but rather
as something that is owned by the entire family. As a result, not only the company
RZQHUBPYHREGHFHVVRUTV RSLQLRQ LV NH\ EXW DQVR WKH
especially the opinion of potential business successors. Every interviewee said that
the family, or at least multiple family members, were involved in the decision
regarding the family-internal succession. Since many interviewed business
successors felt that taking over the family business was not only a matter of pride
DQG OHJDF\ EXW DOYRWXHMHYDMIRIWHDE MR WDNLQJ RYHU WK
themselves.

Only one of the successors claimed that he did not initially plan to take over
the family business. Thus, after building up an own startup, he joined the company
for a new construction project, realized the potential of the company and the joy he

had working there and finally decided to join the family business.
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For other business successors, taking over the family business was also a
much easier alternative compared to progressing through the hierarchy
somewhere else or starting a new company from scratch. One interviewee for
example said:

37 KH WbRMemé& improvement and wholesale construction materials has
always played a big role in our family. Therefore, it had an impact when |
thought about my future. Nevertheless, at an early age | had already started
thinking that | would love to have my own company, and, at this point, it did not
matter to me what | would be selling +no matter if its dessous for women or
hammers and nails. In the end, it comes back to the same problems you are
facing and the same steps you must take. And since | was not creative enough
to find a better solution, | aligned myself with home improvement and wholesale
building materials.

$V D UHVXOW PDQ\ EXVLQHVV VXFFHVVRUV RI IDPLO
haven, “because it is usually connected to low entry costs and a better financial
outlook.

5.2.8 Entering the Family Business

Most of the successors entered the company without a specific task and had
to find their own way. Only one of the successors said that he started in sales. This
exception must be considered differently as he did not grow up in the company and
therefore had to learn from scratch. Therefore, he was partly missing the
attachment and the knowledge other successors have gained (subconsciously)

while growing up with the family business. A second said that, together with his
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predecessor, he had set up a multi-step plan for his entry into the company. The
remaining business successors entered the family business with a project-based
task or no task. One of the successors even said:

3, P H,DKpew our company already as | had worked there during my summer

breaks. However, when | arrived on my first day, there was an office with a desk

and a computer. Someone had put some pencils and markers and some sheets

on the desk for my start, but that was it. | really hope that regular employees are

greeted differently as it was a bit strange for me. | had no task and did not know

whattodoor ZKHUH WR VWDUW °

Most successors therefore started with projects that the predecessor did not

feel comfortable with, because they mainly included new technologies. My father
admits himself that he no longer understands everything, but he knows that it is
LPSRUWDQW $QG ZKHQ , WHOO KLP WR FKHFN WKDW WK
successor said. Most new projects that business successors took over were in
technology related areas as these seem the be the areas that the predecessor did
not feel comfortable about anymore as they did not grow up with the technologies.
These included, among others, the implementation of web shops, technological
sales support such as planning tools and remote access to the sales system, IT
supported, paperless bookkeeping and accounting and new technology driven
ERP systems. 7TKH SUHGHFHVVRU RI WKH ILUVW FRPSDQ\ IRU }
for the junior to handle topics like internet, computer, WhatsApp and so on. They

DUH VR PXFK IDVWHU DQG KDYH D ORW PRUH NQRZOHGJF
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Half of the predecessors interviewed noted specifically that they had left
certain development areas that they did not feel comfortable with anymore for the
business successor. 3$W D FHUWDLQ DJH LW EHFRPHY PRUH GLIII
market developments. Therefore, a business transition with new energy and new
drive toward trends and market developments can be greatly beneficial for a
company,” RQH SUHGHFHVVRU YV bote@ ho® QddsfidiaHitis Drahé R
company 1 ¥evelopment to have fresh new inputs from the younger generation.
This phenomenon is useful for most business successors who in any case wish to
find their own way when entering the business.

On the one hand, it can be said that some investments are held back for the
start of the successor and in return more projects and more changes are
implemented by the successors compared to in other companies. On the other
hand, the business successors have a task and the opportunity to prove their
capabilities in preparation for future challenges in the family firm.

Summarized, it can be said that there was a technology related investment
backlog in most companies that were interviewed. This came in handy for the
business successors who mostly had no fixed task when entering the business and
had to find their way in the company. Although the investment backlog showed
missed opportunities in the past, it often allowed the young and unexperienced

successors to find their own way into the company.

5.2.9 Technological Change
The online research of the companies showed that all eight companies have

a website with major company information. However, three of them were rather old
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and outdated based on their appearance. Interestingly, the website of the biggest
company interviewed did not have a very modern appearance. Three companies
had incorporated their own B2B web shop and additional web services. The
interviews as well as talks with further industry-internals showed that web services
and B2B web shops are not yet well-established in the industry. The fact that
37,5% of the companies that participated in the interview had recently opened a
web shop and additional web services is a sign of a high level of change
implementation among the participants. According to the interviews and additional
conversations with industry-internals, the topic of web services is gaining more and
more attention in the industry and is becoming more important. Through
establishing an extensive online store product range, the sales range can be
extended, and new business partnerships can be established. Electronic purchase
and sales activities between companies (B2B) and web services (e-procurement)
are used by four companies while only three of them have a direct platform on their
website and one uses external web-shop services. The fourth company has
implemented other web services, such as planning tools, without a B2B web-shop
service.

Regarding the further application of new technologies, five companies
related varying degrees of use in internal processes. These included paperless
accounting, internal mail communication, integrated image data processing, and
various information and merchandise management systems. Three companies
have intensively stored many marketing and sales functions electronically as part

of a customer relationship management (CRM) concept. Six companies use
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electronic data exchange with external partners; in three cases, even complex data
structures are exchanged via web services. These companies are also partially
connected to suppliers in terms of warehousing technology and are thus part of an
electronic supply chain (e-supply chain).

Since some of the above-mentioned technologies are used by the same
companies, in summary, only three-quarters of the companies intensively use new
technologies in multiple areas throughout the company. Nevertheless, all eight
companies have recently invested in new technologies or intend to invest in the
next two years, which underlines the importance of the management of changes
during business succession. In fact, those companies that had a high level of
technological implementation had invested in it when the successor was already
assigned, and in most cases these changes were also implemented by the

successor on a project base.

5.2.10 Individuality

Although all interview partners were part of a large cooperative'® and some
also part of a franchise system, they seemed to be very individual. This was not
only the fact in regard to their appearance, but also in their way of doing business
and implementing changes. Since even similar changes, such as introducing e-
commerce and online marketing, were adopted differently, the success of the
development activities was difficult to compare. According to the interviewees,

especially in the rural areas, the customer base seemed to be rather conservative

19 See chapter 4.3
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in many cases and the acceptance of new services was slow. The successor of
company 1 for example said:

5:H DUH QRZ DFWLYH RQ ,QVWDJUDP GDLO\ %XW LW LV

region compared to larger cities, but we have already had some small

successes. We do not have the high coverage yet, but it's still developing on a

VPDOO OHYHO ~

It transpired that most of the individual developments were not causally
related to the success of the companies. For example, three companies had
implemented the same B2B web-shop solution with service tools that allowed the
customer to see their online and offline purchases, invoices, and signed delivery
notes, amongst other things, on the same data platform. Nevertheless, the
acceptance and usage of these services among customers varied a great deal.
While one company claimed that the usage among the customers is rather slow,
two said that it had recently picked up and is highly appreciated by some
customers already. Another company (company 1) used a minor, self-designed
web-shop, and service solution actively with his sales representatives and said that
these services were highly appreciated by the customers.
Even though they were all part of the same cooperative, the different

companies approached the changing customer demands and needs individually
with different approaches according to their company structure, budget, and human

capital.

83



5.2.11 Implementation of Change
The interviews showed that for all companies at a certain point, the
predecessor did not feel comfortable following market developments and trends
fully anymore.?° As a result, the implementation of changes regarding market
developments and trends was postponed until business transition:
3, QWHUQHW FRPSXW Hre tdpics @ wHidh We/j@ritors are faster and
know better. You cannot close yourself off these technologies, and that is why |
think it is also good if after 20 or 30 years at some point new ideas and new
energy comes into the management or leadership to initiate new things again
DQG QRW MXVW JHW VWXFN LQ ROG KLHUDUFKLHYV = ,Q
When talking about new technologies such as web shop and online marketing
DOQRWKHU SUHGHFHVVRU VDLG 3, GR QRW FDUH DERXW
whatmy VXFFHVVRU KDV WR WDNH FDUH RI©~ ,QWHUYLHZ
In addition, the successor tries to find their way in the company and pushes
for changes and the implementation of change. From their educational career, they
may introduce a great deal of theoretical knowledge, but this does not necessarily
provide them with the needed capabilities for complex change projects. At a young
age and with a great deal of enthusiasm, they are more likely to take risks. This
phenomenon is supported by the fact that the entry costs of the successor in the
company, and therefore the potential losses, are relatively low (Finke & Huston,
2003).
Summarized it can be said that there is an increased level of change

implementation throughout the business succession process. This high level of

20 See chapter 5.2.5
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change implementation is driven by investments that were left for the successor to
enter the company paired with their enthusiasm and willingness to take risks and
drive worth changes.
Especially in the wholesale industry, some predecessors refused to make
large investments in online and IT-related projects as they do not see these
additional channels as sufficiently value-adding to justify the needed investment.
One predecessor said for example:
% ou have to focus on the areas in which you make money. We have had a
GPS-supported fleet management system. Although you were able to track
GHOLYHULHV LW GLG QRW OHDG WR @R@iewuiBU\ UHW XU
Compared to the predecessors, who mainly made investment decisions
based on financial factors, such as ROI, business successors seemed to have a
different view of the implementation of change. The interviews showed that
business successors were more willing to implement changes that did not lead to a
direct financial return. These included mainly additional services that they said
were what they would expect from a modern company. The most common
example was the B2B web shop solution which was implemented by three
successors. Although they had invested six-figure sums into the B2B web shop
solution, the successors did not expect any additional revenues from it:
32XU FXVWRPHUV XVH LW WKH\ FKHFN WKHLU GHOLYHU

inventory availability, but most of themdo QRW RUGHU WKURXJK LW =~ | C
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8, KDYH DOzZD\V VHHQ WKH ZHE VKRS DV D expetisstt FH WR
get. The focus is not so much on the order option, but more on the information
DVSHFWYVY °~  QWHUYLHZ

The fact that in contrast to many predecessors, the willingness to invest in
technology and digitalization is high among the successors shows the movement
towards a more modern view and an eagerness to implement changes among the
companies in the industry.

The implementation of change was also very much dependent on the
company i $ize. While bigger companies with a broader employee base had the
financial and structural capabilities to try new projects and changes, smaller
companies rather declined costly changes and focused on the core business, even
though the successors came up with similar ideas. Larger companies had clearer
structures, which were seen as beneficial for the implementation of changes: a
clear structure and open atmosphere seem to be beneficial for the implementation
process.

Another for change implementation was the attitude towards change of both,
the successor, and the predecessor. As mentioned earlier, the interviews showed
that the majority of the interviewed business successors entered the company with
a great deal of enthusiasm and willingness to implement change. However, when
talking about implemented projects, there were more change implementation
among the companies with a similar minded predecessor. A predecessor of a
company with a high degree of implemented FKDQJH SURMHFWYVY IRU H[DPS

have always enjoyed changes in the company and always try to encourage my
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FKLOGUHQ WR WU\ QHZ WKLQJV =~ ZKLOH D VXFFHVVRU R
ILQLVKHG D ELJ GLILWDOL]DWLRQ S WUhRaWyRWeI.HEG 3P\ ID
QRZ \HDUV ROG DQG KH VWLOO KDV DQ In@wtastHVW LQ
D VXFFHVVRU ZKR KDG 3PDQ\ LGHDYV (InferielvQZy, didhowKH EH.
implement much change as the predecessor had patriarchic trait according to the
interview partner:
3+H LV RQ ILUVW QDPH WHUPV DQG RQO\ ZDQWV WR EH
KLP VDOHYV DOZD\V FRPH ILUVW >«@ ,| LGHDV FRQFHUC
important for him, then we also get a decision quickly, but if it has nothing to do
ZLWK GDLO\ EXVLQHVV (Intarviet 2V SRVWSRQHG °
Therefore, the mindset of the successor and the predecessor also
influenced the implementation of change. Another interviewee said:
he head of a different company never trusted his son with anything. He
constantly said, No, he could not do this fand that he would also say that to third
parties. And the successor is not bad at all: Meanwhile he has his own quite
successful construction market. So, he has found his area, where he could apply
KLPVHOI GHVSLWH ZK QiwerkéewlQ)DWKHU VDLG ~
Although the interviews showed that more change was implemented by the
successors who mostly entered the company with a change project, the fact that
more change was implemented does not answer the question of whether the
business transition has an impact on the ease or the success of implementing
change. During the study there was no consensus opinion when it came to the

ease of implementing change as a business successor. The ease of implementing
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change was related to several other factors that will be considered more deeply in
the thesis.

With a new successor in charge, most employees expected change to
occur. When the successor was highly skilled, and the employees were integrated
into the process, the degree of reluctance was much lower than when these factors
were not at present. In general, the employee base of the family businesses that
were interviewed was different compared to non-family businesses. On average,
employees tended to stay longer, which may be an asset but also a hurdle when
implementing change.

When talking about company development, 6 of the 8 companies
interviewed claimed that the company had developed positively since the
successor entered. In contrast, one said that there had been no difference, and the
remaining one did not implement major changes. Of the first 6 companies, two-
thirds had used external advisors or special work groups for change
implementation while none of the 2 companies that had not developed positively
had done so. However, according to the interviewees, in most cases positive
company development was not correlated to higher profitability but the number of
implemented changes, the company growth, and the ability to comply with future
developments. One interviewee, for example said, that their company had
developed extremely well, although the profitability was significantly lower
compared to previous years. Therefore, the development judgments of the

predecessors were not necessarily made according to financial goals:
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32XU RSHUDWLQJ UHVXOW ZDV EHORZ DYHUDJH EXW Z¢t

invested so heavily, so that anything else would have been strange. In terms of

customer and employee loyalty, some things have been easier for us compared

to other companies in the industry. We notice that others tend to lose customers

and employees while our employee base grew. However, we have never had

DQ\ PDMRU SUREOHPV LQ WKLY DUHD °~ ,QWHUYLHZ
5.2.12 Advisory Services , Consultancy , and Family -External Management

Another prominent fact was that those companies who had external
management also tended to develop faster and better. In 25% of the companies,
the owners had a focusonthe FRPSDQ\TV G H Yhi@e Bx&mbl &aff cared
for the daily business. The business owners were able to focus mainly on company
expansion and the implementation of projects, and therefore the company grew
faster. However, this contrasts with other family businesses who said that they
wanted family-internal people who they trusted in key positions, such as general
management. The same applied for project-based consultancy services.

Half the companies that were interviewed stated that they use external
advisors regularly to stay up-to-date or to manage certain projects. However,
another predecessor said that projects and the markets are developing so quickly
that a company-internal employee solely responsible for project-based
developments is needed. Those companies who worked with external advisors or
work groups that had no task other than the implementation of a certain project
tended to finish the project more quickly and more successfully. Acceptance within

the employee base seemed to be higher. In contrast to their predecessors, the
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business successors seemed to be more likely to hire external advisors or build
special project-based work groups. Their older counterparts partially claimed that
they knew their companies better than anyone else and therefore were the best

advisors themselves.

5.3 Summary of interview findings

Summarized it can be said that family businesses show special
characteristics. Most of the interviewed companies have had a long history and a
special connection towards the employees that fulfilled the owner family with pride.
This pride seemed to provide a non-monetary return for the owner family. This
pride is passed on to the next generation when growing up in the family business
and although in none of the interviewed companies there was an obligation
towards taking over the family business the pride of continuing the family legacy
played an important role for the successors when making the decision towards
taking over the family business.

However, although there is no outspoken obligation of taking over the family
business, the wish that a family member continues that family legacy is also shared
by the predecessor. The predecessors therefore seem to prepare their children
already at an incredibly early age. They often join company events already as kids,
start working temporary in the company during their vacation and free time and
constantly receive business insights. After school they often either start in related
companies or go to business schools or universities before returning to the family
business. SomH VXFFHVVRUV WDNH SGHWRXUV™ LQ RWKHU LQC

impressions as well.
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When returning, the business successors often have ideas of how to
improve and shape the family business and start to work on projects to implement
these ideas. In many cases this seems to come in handy as many of these ideas
contain changes in areas in which the predecessor does not feel comfortable
anymore. Therefore, there is a certain investment backlog among these companies
anyways which decreases due to a higher implementation of change projects by
the successor. In the specific case of home improvement retail and building
material wholesale, these mainly include web services and IT related projects such

as paperless accounting or new ERP systems (See Figure 5):

Enthusiasm
and
propensity

towards
change
among
successors

Figure 5: Drive towards change implementation (own figure)

When it comes to the implementation of change, there are certain factors

that play an important role (See Figure 6):
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Figure 6: Factors influencing change implementation (own figure)

There are financial aspects, as well as personal aspects of the predecessor
and the successor that can either push or hinder the implementation of change and
the accompanying success of the change implementation. Moreover, one of the
most important factors seemed to be the inclusion of employees throughout the
change implementation process. Advisory services, consultancy and external
management had an impact on the implementation of changes as well. Although
some aspects might have a bigger level, in the end, the success of the change
implementation was highly dependent on all variables.

To which extend the lack of female business successors had an impact on
change management can only be anticipated according to literature.

The following chapters aim to cross-check the findings from the interviews
with findings from literature and provide a more profound and explicit presentation

of the findings by outlining the special characteristics of family business succession
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at first, followed by an elaboration of change management in family businesses
before finally uniting the two topics and outlining the impact of business succession

on change management.
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6 Family Business Succession

6.1 General Characterist ics of Family Businesses

To gain a better understanding the characteristics of family businesses and
the differentiation towards non-family businesses must be elaborated in more
depth. The characteristics shown throughout the chapter are part of a literature
review, however, all points raised have been addressed at least once throughout
the interviews.

Both the strategic and operational corporate focus are different in family
businesses, forming the difference between family firms and non-family firms.
7TKHVH IDFWRUV DOVR KDYH DQ LPSDFW RRuaVKH FRPSDQ\
Chrisman, & Sharma, 1999). Often, family-controlled companies have higher
operational margins and higher ROIs?! compared to non-family firms. This was
also partly the case in the interviewed companies that however had decreasing
ROIs due to the rising investments in change and additional services. Furthermore,
on average they have higher growth rates in both revenue and assets (Jaskiewicz,
Combs et al. 2017), and they frequently have a higher market-to-book value (Miller
& Le Breton-Miller, 2005). These benefits often rise from a preferred status and
competitive advantage gained through different factors (Walsh, 2011) and were
often mentioned throughout the interviews:

1. Loyalty: Compared to non-family members, family members have a

higher degree of loyalty to the business, which makes them more

attached and passionate about the company and its values.

21 Return on equity.
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. Legacy: Building on the efforts of their ancestors fills successors with a
special sense of pride and accomplishment and motivates them to reach
for new heights.

. Key employees: Even non-family employees feel more integrated and
personally attached to the leaders in a family-business, which allows
them to build a strong bond and a unique work environment.

. Patience: Compared to non-family businesses, family businesses are
less driven by short-term results and therefore consider long-term
strategy.

. Values: The culture of family businesses is often created through the
strong values of the leader. In family businesses, the leader may pass on
these values to the next generation, who often proudly uphold them.

. Relationships: Bonds between family members can be extraordinarily
strong. Effectively managing these relationships and pursuing common
goals can be extremely rewarding and lead to long-term success.

. Financial rewards: Family businesses may provide good opportunities for
financial success. Especially for family members in non-leading
positions, these financial rewards may be higher than in other
companies.

. Succession: The option of taking over a lucrative family business may be

an extraordinarily strong motivation for ambitious potential successors.
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9. Community and philanthropy: Many family businesses support their
communities in different ways. Communities tend to return the support in
the long-term by providing opportunities.

All the 9 points could also be found among the interviewed companies and
were mentioned throughout the interviews. However, despite all the benefits that
family businesses may have, there are also challenges that are unique to family
businesses (Aronoff, McClure, & Ward, 2003). These include:

1. Conflicts in goals and values: Among the family members, there may be
different personal and business goals and values, which may lead to
conflicts when these family members work together.

2. Conflicting personalities and expectations: All the benefits of
relationships may turn into business-harming factors when the
personalities and expectations of the different family members involved
are not in harmony.

3. Employment of family members: Not everyone in the family may be
equally qualified for a job in the company. If a family member wants to be
employed although he or she is not qualified, this may harm the business
and family relationships.

4. Compensation: Compensation for family members for non-business
achievements can often lead to resentment among family members.
Once this topic becomes emotionally charged, it can be harmful for

relationships and the business.
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5. Reluctance to plan: Family-business owners often do not articulate their
plans and long-term visions for the business well, which makes it difficult
for other family members to follow. Boardroom meetings are rather
informal, and plans are often not written down properly, which is
especially difficult for a business successor.

6. The element of time: Often, time plays an important role. The succession
process is often not planned sufficiently well, and timing is
underestimated (Walsh, 2011, pp. 9-12).

Although family businesses may bring many benefits, there are also many
challenges that need to be faced that were also partly addressed throughout the
interviews. The family element is not easy to handle and should not be
underestimated by the parties involved (Aronoff, McClure, & Ward, 2003). In
addition, communication, and good planning of crucial steps, such as the business
succession process, are key for the long-term success of a family business (Miller
& Le Breton-Miller, 2003). The family itself can be the biggest benefit, but it can
turn into the biggest challenge and lead to failure when mismanaged (Jaskiewicz,
Combs et al. 2017).

Although one interviewee talked about failed projects and a failed change
implementation, none of the interviewed companies had completely failed during
the business succession process, for a deeper understanding of the research, it is
also important to be aware of the potential threats of failure. Besides the outside
changes and the changes arising from the transition process itself, the above-

mentioned points must be considered by the parties involved. Therefore, these
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points should outline and illustrate the complexity of the transition process and the
threats of failure connected to the family business and are important for the further

understanding of the research.

6.2 Socioemotional Wealth

The interviews provided evidence that non-financial, emotional factors
played an important role in the decision-making process of family firms. These
were among others especially the pride they were experiencing as family business
owner as well as the special connection towards their employees. Especially the
pride that business successors were experiencing seemed to have an impact on
both decisions regarding the business succession itself, but also decisions
regarding change implementations. Therefore, this finding is relevant regarding the
research question and needs to be addressed in more depth to understand the
reasoning of business succession and change decisions in family businesses.

An in-depth literature review about the finding led to an approach called
Socioemotional Wealth approach or SEW approach (Gomez-Mejia, Takacs
Haynes, Nufiez-Nickel, Jacobson, & Moyano-Fuentes, 2007). The following
chapter aims to address and explain this approach in more depth and provides a
deeper understanding of this special characteristic in family firms.

When defining its value, a family firm is not only valued according to its
assets and potential future returns but also by emotional factors. Emotional values
FDQ HLWKHU LQFUHDVH RU GHFUHDVH D FRPSDQ\TV YDO:
the emotional costs transcend the emotional benefits and increased in the opposite

situation (Astrachan & Jaskiewicz, 2008). Family businesses are primarily
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characterized by the overlap and integration of family and business within an
organization (Koenig, Kammerlander, & Enders, 2013). At the interface of family
and business, typical strategic and operational behaviors emerge that are
fundamentally different from the behavior of non-family businesses. This divergent
behavior is key in change and development decisions.

A central finding explaining the behavior of family businesses is the fact that
family businesses, unlike all other businesses, tend to be guided by non-financial
motives (Fletcher, Melin, & Gimeno, 2012). While the interests of the shareholders
of non-family businesses are primarily financial in nature, the dominant party in a
family business, which usually is the family behind it, pursues goals that cannot be
conclusively explained by purely economic criteria (Williams, Pieper, Kellermanns,
& Astrachan, 2018). The most important goal of the entrepreneurial family, which
determines the overall strategic direction of the company, is the preservation and
expansion of non-financially driven benefits that business owners experience
(Hernandez-Perlines, Moreno-Garcia, & Yafez-Araque, 2019).

The interviews showed that the willingness to make investments with low or
even negative returns has even increased in many cases and the family
businesses invest more into additional services and IT. Most changes implemented
by the next-generation leaders were connected to additional services that did not
have a direct monetary return. However, this does not mean that family businesses
make irrational decisions. Moreover, it shows the alternative approaches and
deviating behavior of family businesses, which question and integrate atypical

criteria for evaluating the quality of business decisions towards the future:
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37TKH ZHE VKRS ZLOO SUREDEO\ QHYHU KDYH D SRVLWL"®
customers use it, they check their deliveries, their invoices and our inventory
DYDLODELOLW\ EXW PRVW RI WKHP GR QRW RUGHU WK
3, KDYH DOzZD\V VHHQ WKH ZHE VKRS DV D VHUYLFH WR
get. The focus is not so much on the order option, but more on the information
DVSHFWYVY °~  QWHUYLHZ
Throughout multiple investigations, Berron, et a. recognized that business

decisions of family business owners are often influenced by non-financial benefits

that arise from an endowment effect?? and developed the SEW approach from it

(Gomez-Mejia, Cruz, Berrone, & De Casto, 2011; Berron, Cruz, Gomez-Mejia, &

Larraza-Kintana, 2010; Berrone, Cruz, & Gomez-Mejia, 2012). The SEW approach

Is a relationship theory that originates from the research field of family businesses

and is also influenced by behavioral and management theory. It is an extension of

the Behavioral Agency Model?® (BAM) developed by Wiseman and Gomez-Mejia

(1998) and Gomez-Mejia et al. (2000). Looking further back, the BAM arises from

elements of Agency Theory (Ross, 1973) and Prospect Theory (Kahneman &

Tversky, 1979) as Figure 7 illustrates:

22 Biased emotional attachment that leads to a higher and often irrational valuations of owned
objectives (Shu & Peck, 2011)
23 Also called the Behavioral Agency Theory
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Socioemotional Wealth Approach
(Gomez-Mejia, Takacs Haynes, Nunez-Nickel, Jacobson, & Moyano-
Fuentes, 2007; Berron, Cruz, Gomez-Mejia, & Larraza-Kintana, 2010;
Gomez-Mejia, Cruz, Berrone, & De Casto, 2011)

Behavioral Agency Approach
(Wiseman & Gomez-Mejia, 1998; Gomez-Mejia, Welbourne, & Wiseman,

The Role of Risk Sharing and Risk Taking under Gainsharing, 2000)

Agency Theory Prospect Theory
(Ross, 1973) (Kahneman & Tversky,
Prospect Theory: An Analysis of
Decision under Risk, 1979)

Figure 7: Development of the Socioemotional Wealth Approach

The SEW approach considers the decision-making behavior of
entrepreneurial families and the resulting strategic and operational orientation of
family businesses. Therefore, it is of relevance for this topic. In their study, Gomez-
Mejia et al. (2007) LQWURGXFH WKH WHUP 3VRFLRH#ERWARQDO Zt
benefits and services that entrepreneurial families experience from their leading
and monitoring position in their company and that contribute to the satisfaction of
their emotional needs. These include, among others, the following:

f Satisfying the owner family's desire to have a decisive influence on
the future of the company or to exercise decision-making power over
the company (Schulze, Lubatkin, & Dino, 2003)

f Having the power to appoint trusted family members to key decision-
making positions (Gomez-Mejia, Takacs Haynes, Nufiez-Nickel,
Jacobson, & Moyano-Fuentes, 2007)

101



f Satisfying the human need for belonging, intimacy, and emotionality
(Gomez-Mejia, Takacs Haynes, Nufiez-Nickel, Jacobson, & Moyano-
Fuentes, 2007)

f Maintaining a family identity shaped by core values (Gomez-Mejia,
Takacs Haynes, Nufiez-Nickel, Jacobson, & Moyano-Fuentes, 2007)

f Supporting the family legacy and the dynasty, built over multiple
generations (Gomez-Mejia, Takacs Haynes, Nufiez-Nickel,
Jacobson, & Moyano-Fuentes, 2007)

f 3UHVHUYLQJ WKH ddpiRalR‘qGire/NRefd, DeRécs
Haynes, Nufiez-Nickel, Jacobson, & Moyano-Fuentes, 2007)

f Having the possibility of altruistic actions toward family members
(Schulze, Lubatkin, & Dino, 2003)

Gomez-Mejia et al. (2011) show in their study that entrepreneurial activity
generates socioemotional wealth for the founding family in addition to traditional
financial wealth. The maintenance of this wealth transcends all the economic and
financial goals of a family business. The socioemotional capital is created at the
unigue intersection of the family and the business. The identities of all members of
entrepreneurial families are intricately linked to the company, which often bears the
family name (Ward, 1997). Due to the overlap between family and company, the
image of the company is projected onto the owning family. Nevertheless, the
reputation and standing of the entrepreneurial family is primarily dependent on how

outsiders perceive the company (Ward, 2016). As a result, the self-perception of

24 7KH 3VXP RI DFWXDO DQG SRWHQWLDO UHVRXUFHY HPEHGGHG ZLW
the network (often individual-EDVHG UHODWLRQVKLSY EHWZHHQ LQGLYLGXDOV F
(Nahapiet & Ghoshal, 1998, p. 243)
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family members is also significantly influenced by how others perceive the
company. If a company enjoys a good reputation, this is transferred to the
entrepreneurial family.?® In turn, this provides emotional satisfaction for the family
members. The exercise of decision-making power and control over the company
represents an important source of emotional satisfaction and socioemotional
prosperity for the family members (Sharma, Chrisman, & Chua, 2003). In contrast,
loss of control over the company and the associated loss of SEW is conterminous
to a loss of identity, reduced social status, and failure to meet family demands
(Gomez-Mejia, Takacs Haynes, Nufiez-Nickel, Jacobson, & Moyano-Fuentes,
2007).
6.2.1 Theoretical Approach

The SEW aspect must be understood in more depth as is helps in
understanding some of the research findings. To gain a deeper understanding of
the SEW approach, the roots must be explained in more depth: The Behavioral
Agency Model (BAM) is used to explain the decision-making behavior of economic
entities under uncertainty. Gomez-Mejia et al. (Wiseman & Gomez-Mejia, 1998;
Gomez-Mejia, Welbourne, & Wiseman, 2000) combine findings from Agency
Theory and Prospect Theory, which both deal with the risk behavior of individuals.
The SEW approach is an extension of the BAM, which specializes in explaining the
behavior of family businesses and associated individuals. To understand the SEW

approach and the behavior of family businesses, the SEW approach is derived and

2% 'XULQJ WKH LQWHUYLHZ VHVVLRQV RQH RI WKH LQWHUYLHZ SDUW!
business, we always liked to show that we are a family business by attending major events with the
HQWLUH IDPLO\
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explained in the following sections, based on the underlying theories.?® To
understand the base of the SEW approach, the underlying theories are explained
in the following sub-chapters.

6.2.1.1 Agency Theory

Agency relationships arise between two or more parties when one party
(agent) decides and acts on behalf of another party (principal) within the scope of a
certain decision (Ross, 1973). Principals delegate tasks and decision-making
powers to their agents in the expectation that the agents will perform the tasks in
the principal's place. However, conflicts of interest can arise within such agency
relationships due to information asymmetries and the different risk preferences of
both players. Further conflicts can arise from opportunistic behavior on the part of
the agent. The differing risk preferences and risk behaviors of both parties are of
particular interest in this thesis.

In the corporate context, agency relationships exist, for example, between
the shareholders (principals) and the top management team of the company
(agents). Principals are characterized as risk-neutral regarding entrepreneurial
actions, as principals usually have the possibility to diversify their shareholdings
and thereby secure their assets (Fluck, 1999). Agents, on the other hand, act in a
risk-averse way to protect their private assets. Their job security and income
usually depend directly on the success of the company in which they are employed

and thus on their own decisions. This phenomenon is even intensified in family

26 See Figure 7: Development of the Socioemotional Wealth Approach
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businesses, where the firm often represents by far the most significant personal
asset (Bennedsen & Foss, 2015).
6.2.1.2 Limitations of Agency Theory

According to Wiseman & Gomez-Mejia (1998), Agency Theory does not
provide a sufficient explanation for the decision-making behavior of managers
under uncertainty (Wieandt, 1994). Since uncertainties occur often in times of both
internal and external change, which this research paper is focused on, the
contribution toward the research is limited. In this context, three limitations are
cited that are closely related and restrict the validity of Agency Theory:

1. Different actors can face the same business decisions while having
different risk preferences. Wiseman and Gomez-Mejia (1998) share the
view that other corporate governance structures can also have a
significant influence on decision-making behavior. This phenomenon can
change, particularly under risk, when it is called "problem framing" and
"risk bearing."?’

2. Agency Theory also limits the risk behavior of decision makers (agents)
to either risk aversion (the preference for low-risk decisions, accepting
reduced success) or to risk neutrality (the preference for decisions where
the risk is fully compensated). The option of risk affinity (the preference
for decisions in which the risk is not fully compensated) is non-existent

(Cuevas &odriguez, Gomez #ejia, & Wiseman, 2012).

27 The meaning of the two terms will be described in the next section
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3. Agency Theory assumes stable risk preferences among the actors and
neglects the possibility that the risk behavior of all parties can change
from case to case (Wiseman & Gomez-Mejia, 1998).
To overcome the above limitations and to better explain the variability of risk
behavior, Wiseman, et al. (Wiseman & Gomez-Mejia, 1998; Gomez-Mejia,
Welbourne, & Wiseman, 2000) supplement Agency Theory with findings from

Prospect Theory.

6.2.1.3 Prospe ct Theory

At the core of Prospect Theory is the assumption that the risk behavior of
individuals is dependent on the problem framing and subjective risk perception or
WROHUDQFH RI WKH GHFLVLRQ RHahhemhn & DvEreékid OB LV N EF
Accordingly, the risk preferences of individuals are variable, depending on the
above-mentioned factors, and can be expressed in the form of risk-averse, risk-
neutral, or risk-affine behavior.

According to Prospect Theory, the risk preferences and corresponding risk
behavior of decision makers change depending on how the problems are
IRUPXODWHG 7KH GLIITHUHQW IRUPXODWLRQV RI SUREOF
Formulation is achieved by comparing the anticipated results of available decision
alternatives with a neutral reference point. If problems are formulated positively,
the decision maker chooses between potential profit-making alternatives. If
problems are formulated negatively, however, one of the probably loss-making
alternatives is chosen. The current state of the object to which the decision refers

or the level of ambition of the decision maker may serve as a neutral reference

106



point. Problems are therefore not formulated as absolute states but as potential
gains or losses relative to the reference point (Kahneman & Tversky, 1979).

When selecting from positively formulated decision alternatives, also called
gains, decision makers are more likely to take risks; their behavior is risk-averse
when the same (loss) problem is formulated negatively. These statements are
based on the concept of loss aversion (Tversky & Kahneman, 1986). Loss aversion
describes the active avoidance of losses, even if a higher risk must be accepted.
For loss-averse decision makers, the avoidance of losses is more important than
profits. As a result, individuals take a far greater risk to avoid a loss than to achieve
a profit of the same magnitude. This explains why loss-averse decision makers
prefer riskier decisions to avoid losses to less risky decisions that merely reduce
the loss.

Risk bearing or perceived risk is another important aspect in explaining how
the problem of framing influences the risk behavior of individuals (Mitchell, 1999). It
describes the relationship between the subjective risk perception of an individual
and his or her risk behavior and concerns the perception of risk that results from
decisions made. Compared to the beforementioned aspects, risk bearing, and
perceived risk are more concerned with the effect of the personal wealth of the
decision maker. In a company, job security and private assets are examples of this
(Wiseman & Gomez-Mejia, 1998). Since in family businesses the decision maker is
often the owner family, and the company is correlated to their personal wealth and
private assets, this is highly relevant in the context of this thesis (Bennedsen &

Foss, 2015). If, for example, a promising forecast of the company's performance is
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available and a profit foreseen, decision makers receive increases in their personal
wealth through bonuses (when external) or higher cashflow (when they are
shareholders) and subsequently act conservatively to avoid jeopardizing the
anticipated profits. In contrast, if problems are formulated negatively, in terms of
losses, decision makers perceive a lower risk or take a higher risk because the
loss has already been anticipated. If the forecast is poor, the decision maker must
suffer losses and therefore takes a higher risk in business decisions to compensate
for the loss (Mazzi, 2011).

The before-mentioned theories do not only build the base for the
understanding of the SEW approach, but also help in understanding decision
making and risk positions throughout the course of the research, particularly

chapter 7.3.

6.2.1.4 Behavioral Agency Theory

From the combination of the findings of Agency Theory and Prospect
Theory, Wiseman et al.?® form the BAM (Wiseman & Gomez-Mejia, 1998; Gomez-
Mejia, Welbourne, & Wiseman, 2000). According to their model, under
uncertainties the decision behavior of a decision maker depends, among other
factors, primarily on problem framing and risk bearing (Munie & Machina, 1994).
Decision alternatives are formulated as possible gains or losses in relation to a
neutral reference point. The respective risk preference of the decision maker arises
from the problem forming and the subjective risk perception and can vary from

problem to problem. Therefore, it is not unchangeable. With positively formulated

28 |n different combinations
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problems, individuals tend to act risk-aversely; with negatively formulated
problems, they tend to act risk-affinely. According to the concept of loss aversion,
losses have a greater significance in the perception of individual than profits, and
decision makers are therefore particularly willing to take risks if a loss can be

avoided by means of the decision (Wiseman & Gomez-Mejia, 1998).

6.2.2 Empirical Evidence for Socioemotional Wealth

Since the formulation of the SEW approach, studies by Gomez-Mejia and
others have provided evidence that family entrepreneurs formulate problems
negatively, as loss, in relation to SEW, and are consequently inclined to make risky
business decisions (Gomez-Mejia, Takacs Haynes, Nufiez-Nickel, Jacobson, &
Moyano-Fuentes, 2007; Gomez-Mejia, Cruz, Berrone, & De Casto, 2011; Berron,
Cruz, Gomez-Mejia, & Larraza-Kintana, 2010; Berrone, Cruz, & Gomez-Mejia,
2012). For example, Gomez-Mejia et al. (2007) demonstrate that family olive oil
mills refused to join cooperatives and preferred to remain independent, even
though joining would have brought financial benefits to the companies and a
significant reduction in entrepreneurial risk.

Other studies contribute to the explanation of the strategic decision-making
behavior that is characteristic of family businesses. Gomez-Mejia et al. (2010), for
example, show that family firms that are managed by the owner family diversify
their business portfolio less, even if this is accompanied by an increased business
risk. A reason for this lies in the fact that a higher degree of diversification would
lead to more key management positions for the diversified areas, which would then

lead to decision-making powers having to be assigned to non-family members.
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7KLV ZRXOG UHGXFH WKH IDPLO\YV LQIOXHQFH RYHU WKI
SEW would be lost (Gomez-Mejia, Makri, & Kintana, 2010).

Gomez-Mejia et al. (2014) provide similar findings and arguments in their
study of family businesses in the high-tech sector. The study shows that family
firms that are managed by family members are also less diversified in new
technologies, although this could reduce risks. The reason lies in the same roots
as for other forms of diversification. Other studies, however, have shown that this
changes once the family image is affected (Berron, Cruz, Gomez-Mejia, & Larraza-
Kintana, 2010). Family businesses in environmentally unfriendly industries, for
example, cause less pollution than other firms to preserve the positive family image
and the family's SEW. Such efforts to protect the environment can be observed
even if they do not result in economic benefits.

The risk behavior of family firms and the socioemotional wealth aspect will

be considered in more depth in Section 7.3.
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6.3 Tradition

The interviews have shown that tradition and carrying on a legacy had a
major impact on making the decision towards taking over the family business
instead of becoming an employee elsewhere for all the participants in the study. Of
the 14 people interviewed, 13 talked extensively about the company history and
the family legacy. There was clearly a lot of pride in the discussion of company
history and the family legacy behind it. All companies interviewed were at least in
the third generation. Some of them had owned the company for over four
generations. This is an exceedingly rare occurrence (Ward, 2016). Even though all
participants claimed that there was no outspoken obligation to enter the family
business, most participants gave the impression that there was a subconscious
obligation to continue the legacy.

The emotional aspects in a family business succession are not only
LPSRUWDQW IURP WKH SUHGHFHVVRU {5uctde4o6W RI| YLHZ |
According to Schrdder (2017), the emotional motive in family business succession
plays a remarkably important role in the decision-making process. In one study
(bundesweite grinderinnenagentur, 2005), the male respondents considered
family tradition to be even more important than the female ones did.

This leads to the conclusion that emotional aspects, such as tradition and
family business legacy, may have a crucial impact on the entire business

succession process (LeCouvie & Pendergast, 2014).
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6.3.1 Definition of Tradition

Tradition can be determined in multiple ways and in different contexts, such
as economic, family, religious, cultural, or philosophical contexts. This diverse use
suggests that the term tradition may also have different connotations (Bronner,
2011). From the perspective of the meaning of the word, tradition “derives from
the Latin words tradere or traditio that can be translated as "handover," "delivery,”
or,inthiscase, 3VXFFHVVLIRQV WUDGLWLRQ DQG EXVLQHVV
similar origin (Quinn, 1997). Eisenstadt (1973) provides a first approximation of this
complex term, listing five ways of understanding tradition:

1. Tradition as an accumulation of all customs: Something that has been
gathered, a collection of what is or should be valid.

2. Tradition as a link to the past: This is linked to the validity of the past,
which provides orientation and through which the present is considered
in retrospect.

3. Tradition as an unquestionable acceptance of customs and symbols:
Because they are accepted and one almost automatically aligns oneself
with them and appeals to them, they are hardly ever explicitly
guestioned. They are functional and largely not reflexive.

4. Tradition as the legitimation of these customs and symbols through the
past: The behaviors developed, and the symbols used, are justified by
their use in the past.

5. Tradition as a decoration of the past under the sign of holiness: The

problem lies in the unreflective handling of traditions, for example, that
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they are insisted on out of firm conviction with the result that even their

discussion is socially undesirable, and they are immunized against

criticism, becoming inviolable.
6.3.2 Tradition in Family Businesses

%HVLGHVY WKH FRPPRQ RUEXBE® W/LWRRQDBOHRHRRY QY

businesses are characterized by the fact that the entrepreneurial family plays a
formative role in the way in which entrepreneurial thinking and acting occur
(Hnatek, 2015). This influence clearly distinguishes them from other companies
(Bettinelli, Sciascia, Randerson, & Fayolle, 2017). Despite all the ambivalences
that must be overcome, it makes them more competitive and more durable.
Because tradition in family businesses is also very much about their own history as
an entrepreneurial family, it can be assumed that tradition in medium-sized family
businesses plays a significant role in self-image and self-portrayal (Carlock &
Aronoff, Strategic Planning for the Family Business: Parallel Planning to Unite the
Family and Business, 2001). This shows a conscious handling of the past. From
the beginning or throughout the company's history, values and practices have
developed that have become principles of thought and action for "proper corporate
management" (Beckers, Boni, Fenton, Gil-Casares, & Vad, 2020). In family
businesses, they are strongly tied to the founder or the entrepreneurial family. The
achievements of individual founding and entrepreneurial personalities and the
previous generations are used as emotionally high benchmarks for the present and
future, which must be maintained and updated (Bettinelli, Sciascia, Randerson, &

Fayolle, 2017). In this context, tradition-oriented awareness means that it is known
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and recognized that tradition is particularly important as a commitment to one's
roots, with all its conceivable manifestations on the value and action level and is
acted upon accordingly (Carlock & Aronoff, Strategic Planning for the Family
Business: Parallel Planning to Unite the Family and Business, 2001).

Family businesses develop an extraordinary awareness of what makes
them special regarding their identity: their company history, from which tradition
and traditional patterns of thought and action have developed. Family awareness
and awareness of tradition are intricately linked (Chapman & Sisodia, 2015). This
reflexivity is, among other things, reflected in corporate principles. Guiding
principles can be read from them, from which certain patterns of action are
established that sometimes make the corporate culture unique (Poza & Daugherty,
Family Business: Fifth Edition, 2018). Tradition in family businesses is about a
lived heritage, something that has survived for a long time and runs through the
company's history in its evolutionary steps for good reason and with conviction
(Daliborka, 2017).

Within family businesses, tradition is often perceived and lived as the
preservation of something that has been tried and tested. Reflecting on its
beginnings in the sense of a retrospective, constant perception of roots adjusts the
current spotlight when dealing with an uncertain future. Tradition can set the
course for the future DQG VHW D WDUJHW DV ZHOO DV(IBYerLQJ ERX
G. W, 1988). Regardless of how strong the traditional core of the individual family
company is, this results in a focus that predetermines options for thinking and

acting. This serves as self-insurance of one's own thinking and actions and is
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therefore strategically relevant (Chapman & Sisodia, 2015). What has been
achieved, which can be characterized as success even if the company only
continues to exist (perhaps over several generations) extends into the present and,
as a basis of trust, significantly frames behavior. This can be equivalent to a
standardization to which one feels permanently committed. On the one hand,
acting in conformity with tradition ensures legitimacy. This rule-compliant action, on
the other hand, guarantees uniformity and stability because it secures continued
existence adhering to certain enduring principles that are firmly anchored in
consciousness (Dyer G. W., 1988).

For successful corporate growth to be secured in the long term requires a
conscious and precisely planned handling of the established values and patterns of
action within the company. It is of great importance that not only the owner of a
family company and all family members but also all members of the company, for
example, the employees, and the immediate social and regional community are
aware of the topic of tradition (Chua, Chrisman, & Sharma, 1999). This is where
the socially integrative function of tradition comes into play. Family relationship
patterns characterize the corporate culture, which can promote identification with
the company (Barnett & Kellermanns, 2006). It can be assumed that family
businesses in which tradition is lived authentically with and toward customers and
suppliers are particularly successful over the long term. They distinguish
themselves through the fact that tradition has a level of values and actions both
internally and externally (Bettinelli, Sciascia, Randerson, & Fayolle, 2017). In this

respect, one could want to understand tradition and thus the entrepreneurial family
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as a strategically and operationally relevant resource, power, source and, perhaps,
a strategic success factor. Family businesses potentially gain a comparative
competitive advantage from these specifics, including the unique selling point
(USP) (Astrachan & Botero, 2018). The difficulty or the landmine lies in living
tradition and at the same time promoting the progress and development of a
company in family hands with the aim of continued existence and further success
and growth. Flexibility and creativity must not be hampered or prevented by an
overly rigid corset of traditions. Family businesses gain strength from experience
but certainly not from the fact that they cannot be changed. This is the only way to
maintain well-tried traditions over several generations: to use them as a
competitive advantage for the future and to use them to survive in the market over
the long term (Zachary, 2011).

The understanding of sustainability and continuity is developed differently
from the perspective of the family as a social system (Barnett & Kellermanns,
2006). The continued existence of the company is ideally tied to the handover of
responsibility to the next generation. As the succession of the company
management is usually clarified and regulated within the family, a long-term
perspective of thinking and action is provided almost automatically. Dealing with
time and change is measured by the generation of the entrepreneurial family, not
by the market volatility of the current competition. The family heritage includes the
management of the family-run company according to proven principles (Carlock &
Aronoff, Strategic Planning for the Family Business: Parallel Planning to Unite the

Family and Business, 2001). The handover, as an already difficult transformation,
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also calls into question tradition and its validity, which should be passed on and
continued. If the handover happens and succeeds, it shows a special awareness of
traditions, which continue to prove themselves as success principles on the level of
values and actions. Even if the business concept is put to the test, the foundations
are not or only rarely shaken. However, this causes irritation for the well-rehearsed,
well-established system of action (Astrachan & Botero, 2018).

6.3.3 Relevance in Family Business Succession

All parties interviewed talked a great deal about tradition and their pride in
the family history of their companies. Although with no exception they all claimed
that there was no obligation for the successor to take over the family business, this
factor played an important role when making the decision whether to take over the
family business or not. As the management of change and the development of the
company is highly dependent on the person in charge, the reasons for taking over
that position are also highly relevant (Mandl, 2008). The reason why the family
business is taken over shows the attitude of the successor to change and defines
his or her actions and interactions about change and company development (Barki
& Huff, 1985).

Company-specific tradition also provides significant information about these
issues. Certain lived values, entrepreneurial patterns of action, rituals and customs,
beliefs, proven production methods, processes and, for example, recipes can be
hidden behind the tradition (Aleem & Islam, 2009). The transmission of tradition
takes place within a social structure or between generations, mostly the

predeceasing and succeeding parts. In these ways, the relationship between the
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successor and the predecessor is also key, which is discussed in more depth in a
following chapter (King, 2003).
6.4 Female Business Successors

Although there were no outspoken obligations, the interviews have shown
that there is a clear preference of family business successors towards family-
internal business succession?®. In the building material trade industry, female
business successors where of rare occurrence and most businesses were handed
over one or multiple sons of the family business owner.3° Multiple research papers
(Ahrens, Landmann, & Woywode, 2015; Dahl & Moretti, 2008; McGowan, Cooper,
Durkin, & O'Kane, 2015) have shown that this observed lack of female business
successors could have an impact on the succession process in family businesses.
The topic is therefore relevant in regard to this research as well. Since not many
female business successors could be found in the industry, no comparison could
be drawn at this point. Thus, the possible impact justifies a deeper literature about
the topic at this stage of the research.

A study by Dahl and Moretti (2008) demonstrates a clear preference for
sons rather than daughters as business successors. This study is confirmed by
Ahrens (2013) and the interviews showed a similar direction. According to the
study, on average, a predecessor is more likely to hand over the business to family
members if there are sons involved. There are even indicators that senior
entrepreneurs are already considering these aspects when planning a family. In

these cases, they continue to have children until a son is born (Dahl & Moretti,

29 See chapter 5.2.4
30 See chapter 5.2.3
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2008). A rise in nepotistic behavior among predecessors is also observed when
sons are involved. However, it is noted that when a woman is considered as a
business successor, she is likely to have higher human capital on average
compared to successor sons. As a result, companies with women as business
successors show a better business development on average, which leads to
another conflict that needs to be analyzed (McGowan, Cooper, Durkin, & O'Kane,
2015).

Female leaders tend to take fewer risks and invest less compared to male
counterparts. Multiple papers (Lane, 2005; Linstead, Brewis, & Linstead, 2005;
Robert & Dempster, 2002; Ely & Meyerson, 2000) have addressed the differences
between males and females in the implementation of change. Women are also
considered to be more risk averse than men (Chien, Cole, & Lustig, 2014,
Sapienza, Zingales, & Maestripieri, 2009; DellaVigna, List, Malmendier, & Rao,
2013). The lack of female successors could have an impact on the type of changes
and the ease of implementing change during times of business succession.

Although these findings underline the importance of objective selection and
evaluation criteria during the succession process, they do not explain why family
businesses often show higher operational margins and higher ROIs and are
therefore considered to be more successful (Miller & Le Breton-Miller, 2003; Bozer,
Levin, & Santora, 2017; Miller D. , Le Breton-Miller, Lester, & Cannella Jr., 2007).

Especially in the business areas covered by this research, female business
successors were rare. The lack of female business successors in the wholesale

building materials and home improvement retail industry is partly occasioned by
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the norms of society. The widespread traditional views of the senior entrepreneurs
who are transferring their power and the barriers that potential female successors
face are further reasons (Vera & Dean, 2005). Thus, due to a lack of (potential)
female successors, this topic could not be addressed throughout the interviews.
However, the topic is addressed in this research as the literature showed that it is
an important factor regarding the impact of business succession on change
management.

The most effective support that a predecessor can provide a successor is
absolute confidence and trust (Ahrens, Landmann, & Woywode, 2015). Since this
trust was apparently not present in many cases, doubts of their own abilities were
raised in many of the interviews with female successors in Ahrensetal 1V VWXG\
(Ahrens, Landmann, & Woywode, 2015). It remains the case that, despite
successes in achieving occupational equality, only a few entrepreneurs consider
transferring their company into the hands of their daughters (Moog & Soost, 2014).
For many entrepreneurs, this is only an option when no suitable male successor is
available. Even when a female successor was an only child, the transfer to the
daughter was first denied by the senior manager in many cases. This occurred
primarily in industry sectors that are traditionally dominated by men (Kay &
Guterberg, 2019).

In cooperation with the BMFSFJ,3! Haubl and Daser (2006) examined 53
extensive interviews with entrepreneur daughters who either successfully took over
a family business or who have strong intentions to take over the family business

within the next few years. The interview partners came from families with

81 Bundesministerium fir Familie, Senioren, Frauen und Jugend
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companies of all sizes in different industries throughout Germany. The aims of the
study included finding the success factors in the transfer of companies into the
hands of daughters and identifying better ways to design the succession process
DQG WR LPSURYH WKH GDXJKWHUVY FKDQFHV RI VXFFHV'
interviews revealed that both a persistent conflict with the preceding generation
and a too close father idaughter relationship can threaten the takeover and the
successful management of the company. Overall, it was shown that female
successors at the management level are equally successful as succeeding sons,
even in sectors that are generally dominated by men. However, in relative terms,
women are chosen less often than men when it comes to the succession within a
family-owned company. This even applies when the women have higher
qualifications than their male competitors. Haubl and Daser (2006) highlight that
family-owned companies are often still organized as male associations, in which
women operate in the background and defuse conflicts between male family
members.

Based on an analysis of secondary statistical data, Isfan (2002) found that,
compared to men, the potential for a company takeover by a woman are limited to
the very restricted professional specialization of female workers in commerce and
service-provider sectors. Since founding or taking over a company is generally
associated with a learned profession, the small proportion of women, who make up
around 30% of all self-employed persons and entrepreneurs, is limited to few
sectors (Rohl & Schmidt, 2010). These sectors also exhibit a lower development

potential compared to, for instance, companies founded in the processing sector,
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which can grow quickly and exploit transregional markets. Isfan (2002) therefore
suggests that the typical female-specific employment selection limits the circle of
potential female successors. For several years, in Germany, ranking lists for
female and male apprenticeships and preferred study programs have consistently
provided little encouragement that anything has changed since the study was
conducted in 2002 (Schulte, 2019). Exacerbating the situation, women tend to
show less variation in their occupational choices than men, who scatter into the
numerous existing professions. Notably, women much more rarely select
professions in the industrial-technical sector.

Another finding of the literature review was that women more often aim for
self-employment with a more manageable lateral load, particularly when leading a
smaller company: Part-time or full-time self-employment is still typical for women
(Kay, 2020). This is due to the family situation: Employment histories of women are
marked by more frequent interruptions compared to those of men. The main factor
is the birth of children (Jakel-Wurzer & Ott, 2014). Women with children use the
flexibility that a self-employed occupation offers much more often than men, since
their goal is to better reconcile work and family (R6hl & Schmidt, 2010). It is
important for them that the total number of work hours within the company still
leaves time for the family.

According to an analysis by the German Economic Institute (Rohl &
Schmidt, 2010), family time is restricted when leading a larger company.
Particularly for male successors, who tend to lead larger companies than women

on average, the workload in the case studies is remarkably high. The possibility of
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using all-day child-care facilities can at least partially alleviate the load for both
women and men. In addition, quality time can be increased by effective time
management and by using opportunities to delegate tasks while leading the
company.
6.4.1 Human Capital and Success

The interview section showed that mainly sons took over the family firm,
although some of the succeeding sons claimed that they had sisters32. A study by
Ahrens (2013) has shown that in 79% of the cases where the predecessor had at
least one son and one daughter, a son took over the family firm. This preference
toward male business successors could be detected even more clearly when the
predecessor had either only sons or only daughters. When there were only sons in
the family, in 94% of the cases, the son took over the family business; when there
were only daughters, a daughter took over in only 21% of the cases. The chances
of a family internal business succession were significantly higher when male
children were involved. The study also supports the thesis that family business
owners who wished to hand the business over to their children planned the family
VWUXFWXUH DFFRUGLQJO\ DQG 3LQFUH Bx\ebsGongsonl QXPEH
ZDV E RAW@rs, 2013, p. 103).

At the same time, compared to male business successors, the female
business successors were equipped with significantly higher human capital. Apart
from being older by 11 years on average, female business successors had a

significantly higher mercantile education. The higher human capital led to 14%

82 See chapter 5.2.3
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higher profit margins for the family firms that were taken over by female
successors, while their male counterparts decreased profit margins by more than
7%. This observation remained even when taking industry and performance trends
into account and neutralizing external industry factors (Ahrens, 2013).

+RZHYHU $HROUI) fndifgs must be contextualized, as his study also
states that the general CEO labor market for family businesses is limited to family
members. The fact that mostly men take over the family firm leads to the fact that
there are more men in the sample compared to women. While the low percentage
of women suggests that the selection of a woman for the position as business
successor is more selective (cherry picking), it is likely that there are more weak
male candidates in the sample pool (Akerlof, 1970). This would in turn lead to
higher human capital among the female business successors compared to the
male counterparts (Kay, 2020).

According to Pahnke et al. (2017), the gender of the business successor
has no impact on the sales development and accompanying success of a family
firm. This thesis is supported by Moos and Soost (Moog & Soost, 2014), who have
considered multiple factors such as sales, employment, and satisfaction as
possible success factors.

In summary, it can be said that the gender of the business successor has no
WR OLWWOH LPSDFW RQ D FRPSDQ\TfV SHUIRUPDQFH DIW
Female business successors were on average at least as successful as their male
counterparts. There is slight evidence of higher human capital and better company

performance for females in family businesses when the pool of potential
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successors is strictly limited to family-internal business successors. However, this

must be contextualized, as there is a clear preference for male business

successors in this case. Although there is no clear conclusion whether female

business successors have a positive impaFW RQ WKH FRPSDQ\fV SHUIRUF
IS enough evidence to show that, on average, female business successors do not

DILTHFW WKH FRPSDQ\YfV SHUIRUPDQFH QHJDWLYHO\ ZKHQ

counterparts.

6.4.2 Change Management with Female Business Successors

The preference for male business successors over female ones might have
OLWWOH WR QR QHJDWLYH LPSDFW RQ WKH FRPSDQ\TV S
impact on the management organizational change. Research has shown that there
is a difference between males and females when it comes to change management
(Lane, 2005; Linstead, Brewis, & Linstead, 2005; Robert & Dempster, 2002; Ely &
Meyerson, 2000). In addition, women are more risk averse than men (Chien, Cole,
& Lustig, 2014; Sapienza, Zingales, & Maestripieri, 2009; DellaVigna, List,
Malmendier, & Rao, 2013). Since the lack of female successors could have an
impact on the type of changes and the ease of implementing changes, it is highly
relevant for the research area of this paper and is considered in more depth in
section 7.3.2.
6.5 Educational Background

The interviews showed that even though there was no outspoken obligation
for the successor to take over the family business, they often wanted to continue

WKH IDPLO\ OHJDF\ 7KLV JRHV LQ OLQH ZLWint&hkdlH SUHG
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business succession and was underlined by an early preparation of the potential
business successor for their role in the family firm.23 According to Ahrens (2013)
this preference towards family-internal business succession however leads to a
OLPLWHG SRRO RI VXFFHVVLRQ FDQGLGDWHY DQG FDQ K
implementation of change. The study shows that on average family-internal
VXFFHVVRUV Kunih @it Hsuch*ds academic degree and leadership
H[SHUL EAQréns,22013, p. 11) compared to external successors due to a less
strict selection process. Thus, especially regarding the academic degree, the
interviews of this research showed different findings. Except for one business
successor all interviewed successors went to business schools or universities and
KDG DW OHDVW D EDFKHORUYY GHJUHH

Apart from the fact that business successors in family businesses grow up
with the company, they often start working in the family business at an early age.
With no exception, all interviewed business successors claimed that they started
working in the family business at an early age, started at the bottom of the
company hierarchy, and went from there through different stages of the
organization. This led to a high level of acceptance among employees. Combined
with positive relationships to the family members in the business, the level of
conflict was reduced in this way and a trust base with shared values was
generated among all individuals. Morris et al. (1996) report similar findings in their
study.

For a successful business succession, a high level of education and training

is fruitful (Davis & Harveston, 1998). A high level of training paired with a good

33 See chapter 5.2.5
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educational level correlated positively with company performance after the
transition process (Morris M. H., Williams, Allen, & Avila, 1997) and may lead to an
increase in company profits (Rowe, Cannella, Rankin, & Gorman, 2005). More
company involvement and education also improved the picture regarding the
succession process and may lead to better understanding among the individuals
affected, even when no formal succession plan has been written (Handler, 1994).

$OWKRXIJK WKHUH LV RQO\ OLPLWHG UHVHDUFK RQ W
on the succession process, in Ahrens study (2013), human capital was not only
correlated to the educational background, but experience was linked to the
VXFFHVVRUfY DJH +RZHYHU $KUHQV DGGUHVVHV PXOWI
explain this conclusion. In contrast, the age of the predecessor is often linked to
succession planning (Murphy & Lambrechts, 2015), which is mainly linked to the
SUHGHFHVVRUYV DQG FRM®6&ayQit]Wedhhdry, Baul&HteNerstedt,
2013). The age of the predecessor, in turn, is linked to specific business
succession characteristics (Morris M. H., Williams, Allen, & Avila, 1997).

The limitation of the pool of potential succession candidate in family
businesses is one of the main points raised by Ahrens (2013) in his quantitative
study on the combination of business succession and change management and in
therefore also addressed in the course of work of this research. Summarized it can
be said that the limitation of the pool of potential candidates could have an impact
on the business succession and on the implementation on change (Ahrens, 2013).

However, in this study, the interviews showed different results. Although the
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business successors entered the company at a relatively young age, their

academic degree and their level of training was remarkably high.

6.6 Financial Aspects of Family Business Succession

The interviews showed that besides the subconscious obligation to continue
the family legacy and fulfill family pride and the early education and preparation of
the successor, there were other factors that influenced the decision to take over
the family business. According to the interviews, the decision towards family
business succession was also based on financial aspects.®* Family businesses in
Germany are often more profitable, stable, and viable than all other forms of
business (Miller & Le Breton-Miller, 2005). Especially in the building material trade
industry, mostly family businesses are leading the industry.

Many research papers focus on reasons for family-internal business
succession (Bennedsen, Meisner Nielsen, Perez-Gonzalez, & Wolfenzon, 2007,
Miller, Steier, & Le Breton-Miller, 2003; Sharma, Chrisman, & Chua, 2003; Aleem &
Islam, 2009). Most DQDO\]H WKH SUHGH F lnd\aitudg Yoviaid EheVL R Q V
succession process of the company. However, throughout the interviews it became
clear that the succession process in family businesses is highly dependent on the
family of the predecessor (Aronoff, McClure, & Ward, 2003). According to the
interviews, not even half of the predecessors interviewed had a written succession
plan, even those who had prioritized family-internal succession.3® For all parties
involved, passing the company to the next generation seemed the rational and

normal way of continuing the company. To be able to do so, the willingness of the

34 See chapter 5.2.7
35 See chapter 5.2.5
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children, nephews, and other relatives was needed. Even though some
predecessors had thoughts about other succession scenarios and took them into
consideration, with no exclusion they all stated that the family-internal succession
was the most favorized solution.3¢ After developing the family firm for many years
and putting in a lot of work and effort, the interviewed predecessors seemed to
have the wish to hand it over in caring hands. For them it seemed to be important
to hand the business over to someone they have the trust in that the company is
further developed in their interest.®” Since the trust in the own family is often higher
than the trust in external third parties this underlines the wish of the predecessor
towards a family-internal successor (Sundaramurthy, 2008).
In most of the cases the family firm was not seen as the company of the
predecessor, but more like an asset that is owned by the entire family. According to
Isaac (2014) D IDPLO\ ILUP FDQ HLWKHU EH VHHQ DV DQ 3LQY
SRSHUDWLQ JCQHB MR WBDsiheg3ds, the family firm is not only the biggest
asset but also the greatest investment (Bennedsen & Foss, 2015). It is often not
only seen as an investment of the managing family member but of the entire family
and, therefore, also the potential business successors. As a result, not only the
FRPSDQ\ RZQHUYYVY RU SUHGHFHVVRUYTV RSEQHRQ LV NH\
entire family, especially those of potential business successors (Shepherd &

Zacharakis, 2000).

3% For example, ,QWHUYLHZ 2*7KHQ ZH WKR XJ&x¥mal Bnayer, bl it @adeQJ LQ D Q
PXFK PRUH VHQVH WR NHHS LW ZLWKLQ WKH IDPLO\ ~

37 For example, ,QWHUYLHZ A,W ZRXOG EH UHDOO\ QLFH LI VRPHRQH IUR
OHDYH -
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Although the firm often represents the largest financial asset, the owners
often do not pay attention to the value of this asset. However, a (potential)
business succession process, no matter if it is a family-internal generational
transfer or an external sale, makes considering the value of the asset inevitable.
Reasons for this can be multi-dimensional. In family-internal evaluations, reasons
are often tax-related, while externally the evaluation is inevitable when discussing a
potential sales price (Csakné Filep & Karmazin, 2016). Tax-related aspects, for
example, were often addressed by the interviewee and will be readdressed in more
depth in the course of work of this research.38

During the interviews, all interview partners said that the family, or at least
multiple family members, were involved in the decision to pursue a family-internal
succession or a divestment process. While considering these matters, it is
inevitable to be confronted with the company { Value and its accompanying future
financial possibilities (Gallo, Tapies, & Cappuyns, 2004). Many interviewed
business successors felt that taking over the family business was not only a matter
Rl SULGH DQG OHJDF\ E X WsbtheyY ®otddl tdVaRd biveK thevfahQly
business themselves. Besides the emotional aspects linked to tradition and pride,
financial aspects played an outstanding role in the interviews. The more financial
freedom and future are expected when taking over the family business, the more
appealing the firm becomes and the more eager and willing a family member will
be to take over the family firm. Therefore, family members are more likely to strive
for a position in the family business when the family business is highly profitable

(Bjornberg, Dias, & Elstrodt, 2016).

38 In chapter Fehler! Verweisquelle konnte nicht gefunden werden.
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6.7 Conclusion

Summarized, it can be said that family businesses and the succession of
family businesses show some unique characteristics. The interviews showed a
special pride among family business predecessors and successors. This pride is
described as Socio-emotional Wealth or SEW aspect in the literature (Gomez-
Mejia, Cruz, Berrone, & De Casto, 2011; Gomez-Mejia, Makri, & Kintana, 2010;
Gomez-Mejia, Takacs Haynes, Nufiez-Nickel, Jacobson, & Moyano-Fuentes, 2007;
Gomez-Mejia, et al., 2014; Gomez-Mejia, Welbourne, & Wiseman, 2000; Berrone,
Cruz, & Gomez-Mejia, 2012) and has an influence of both, the decision towards
the family business succession of the aspiring business successor as well as
decisions made by the person in charge. Although the SEW aspect is not the only
driver for business successors towards family business succession, it was
mentioned by most interviewed successors as the main reason for family business
succession.

SEW aspects can not only be found among the business successors. They
also play an important role for predecessors whose underlying wish is often the
family internal business succession. Although this underlying wish is often not
outspoken and there is no obligation for the business successor to take over the
family business, predecessors start to prepare the (potential) business successors
already at an incredibly early age. Business successors often start joining company
events as children and work in the company in their vacations while predecessors

ILQDQFH WKHLU \HW SRWHQWLDO EXVLQ.HMiyVX&iEHYVVRU 1

business are often considered as something that cannot be separated as the family
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is part of the family business which strengthens the drive towards the family
business.

However, the SEW aspect is not the only driver of family business
succession. The interviews showed that financial aspects and the possibility to
develop and shape a company that is facing various investment opportunities are
also important drivers for the aspiring business successors. These aspects boost
the propensity towards change among the family business successors and are

therefore important for the further development of the thesis. Figure 8 provides an

overview of these family business succession drivers:

Figure 8: Drivers for Family Business Succession (own figure)
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7 Change Management in Family Firms

This chapter aims to provide a deeper understanding of change
management and characteristics of family businesses regarding change
implementation. It addresses key aspects of change management in family
businesses and provides the foundation for the combination of the change
management and business succession and the elaboration of the impact of
business succession on change management.® It addresses characteristics of
family businesses regarding change management from interview findings.

In order to get a better understanding of change management the base is
addressed throughout this chapter. As described in chapter 2.2 change
management refers to ongoing changes in an organization's structures. The
change can arise out of changing environmental or general conditions, while the
management of it can either be a planned process to adapt to these expected
changes or emerge unplanned as a reaction of the change (Cameron & Green,
2020).

While family businesses are often perceived as sluggish, old-fashioned, and
plagued by nepotism and family disputes, systematic studies have shown them to
be extremely successful (Miller & Le Breton-Miller, 2005). In 2019 alone, the
largest family businesses in Germany grew by 4.8%. In addition to flexibility and
speed in adapting to markets, research and innovation are the cornerstones of the
success of German family businesses. With 6.1%, the top 1000 family companies
reported a high average research and development share to the German economy

ranking editors. In addition, 44% of the companies stated that they are active in

%9 Following in chapter 8
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research collaborations, and as many as 61% have university partnerships (DDW
Redaktion, 2020). This provides an overview of how innovative family businesses
in Germany are in general.

7.1 Financial Aspects

On average, family businesses have a higher equity ratio compared to non-
family businesses (Gallo & Vilaseca, 1996). A reason for this is rooted in the fact
that family businesses have a strong desire for financial independence want to
prevent the loss of their business at all costs. Therefore, they drive for autonomy.
Some interview partners confirmed that drive towards autonomy, for example by
investing in own IT structures, or by putting family members in key positions to stay
independent of family-externals. This striving is highlighted as one of the most
important goals of family businesses (Achleitner, 2010). Conversely, this means
that external shareholders do not represent an alternative to external capital for
family businesses (Achleitner, Braun, Engel, Giffe, & Tappeiner, 2010). These self-
imposed financial restrictions have negative impacts on the implementation of
change and investment in innovation and could mainly be found among patriarchic
predecessors and decrease in the following generation (Blanco-Mazagatos, de
Quevedo-Puente, & Castrillo, 2007).

According to a study by Lichtenthaler and Muethel (2012), which took place
in 119 family businesses in Germany, the ability to innovate increased the higher
the family influence. However, family businesses were not able to successfully use
these advantages in the further implementation process. An explanation could lie in

the fact that different financial capitals are needed in different phases of the
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innovation process (Milling, 2002). The upstream phase 2 the observation of the
market to discover new developments, the assessment of their relevance, and
possibly necessary modifications to the company 2 does not require a high capital
input. It can be realized to a large extent using existing work processes. The
implementation from idea to marketability, however, is more resource-intensive and
therefore additional manpower and financial capital are needed. Due to the
financial independence requirements of family businesses, innovation projects are
often not progressed to the next development phase (Milling, 2002).
7.2 Specific Human Capital

The knowledge base is one of the most important factors when
implementing changes. Besides existing knowledge gained through training and
experience, this includes the ability to share specific knowledge within the
company and to absorb new knowledge (Wang, He, & Mahoney, 2009). Often, the
culture in family businesses leads to a closer relationship between the owner4® and
the employees, which leads to a higher degree of communication and knowledge
transfer and subsequentially increases the ability to innovate (Olson, et al., 2003).
This was also confirmed throughout the interviews. All companies had a low
employee fluctuation, exceptionally high length of service among the employees,
and a good relationship towards the employees.*!

An empirical study by Georg and Riisen (2011) confirms that young
professionals rate the general work atmosphere in family businesses higher than in

public companies. It is in the interests of the owner to create this culture and invest

49 In many cases, even the owner family
41 See chapter 5.2.2
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in the specific human capital of the employees as it leads to higher employee
satisfaction and less employee fluctuation. In turn, this low employee fluctuation
leads to the amortization of investments in training and strengthens specific
knowledge in the company. In this context, specific knowledge is referred to as
tacit or implicit knowledge and describes knowledge employee or company
knowledge that is transferred and expressed through behavior or actions. In
contrast to explicit knowledge that can be expressed and learned, implicit
knowledge cannot be expressed or learned easily (Williams & Mullane, 2019).
Since innovation activity is positively correlated to specific knowledge and the
company culture, companies with specific knowledge and low employee fluctuation
have a higher grade of innovation activity (Wang, He, & Mahoney, 2009).

On average, family businesses tend to employ fewer short-term employees
and rely on permanent staff, which also give rise to investments in specific
knowledge. Therefore, they have advantages when developing innovations or
individual customer solutions. In summary, it can be said that family businesses
tend to have a larger core employee base and invest more in specific knowledge,
which leads to an increased level of innovation capabilities (Werner & Mohr, 2013).
7.3 Risk Behavior of Family Businesses

The success of change implementation is highly correlated to risk taking and
risk behaviors (Decker, et al., 2012). As the interviews and the literature review
have shown special risk behaviors in family firms, this aspect is elaborated in more

depth throughout this chapter.
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%HVLGHVY WKH FRPPRQ FRPSDQ\ JRDOV SHUVRQDO
important role in family businesses*?. Family goals are goals that are exclusively
related to the family business and can only be pursued by them. The importance of
family goals is positively correlated to the family impact in a family firm and can
even overwhelm common company goals, such as increasing net revenue or
growth (Schomer-Laufen, Schroder, Kay, & Lamsful3, 2013). One major family goal
is the handover of the company to the next generation (Williams, Pieper,
Kellermanns, & Astrachan, 2019).43 Planning for the next generation implies a
long-term orientation, especially toward the employee base and market strategy
(Aleem & Islam, 2009).44 As a result, family business decisions are often not only
rationally inspired, but also take family goals into account (Gersick, Davis,
McCollom, & Lansberg, 1997). Especially, when these family goals are at present
corporate strategy can differentiate between family and non-family firms (Carlock &
Ward, 2001).

Due to this special behavior of family business owners, different risk
behaviors in companies managed by owners and those managed by external
parties occur (Sharma P. , 2004). In many family businesses, the family firm is not
only the main source of income but also the biggest financial asset. Riskier
investments are not only correlated to employment risks but also to substantial

asset risks. A failing innovation process could threaten the economic existence of

42 See chapter 6.2 and 6.3
43 See chapter5.2.1and 524 DQG IRU H[DPSOH ,QWHUYLHZ 3, ZRX0OG QRW K
, GLG QRW NQRZ DW WKLV SRLQW WKDW P\ FKLOGUHQ ZLOO HQWHU \
4 QW HU YWhen my fAther asked me, he was 50 years old. It was foreseeable that he would
continue for another 20 or 25 years, but in a family business you tend to plan more prospectively in

RU \HDUV 7KDW LV TXLWH D GLIITHUHQFH ~
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WKH RZQHUNcH &k © nore conservative investment decisions.
Therefore, the family business owner will carefully weigh in advance what risks are

associated with an investment (Rondi, Massis, Alfredo, & Kotlar, 2019).

7.3.1 Socioe motional Wealth Aspect

The SEW approach states that the risk behavior of decision makers in family
businesses depends on problem framing and risk bearing.*® The neutral reference
point is the current SEW of the company or family (Berrone, Cruz, & Gomez-Mejia,
2012). Before deciding, family members formulate and evaluate all entrepreneurial
problems either positively, as possible profits, or negatively, as possible losses, in
terms of SEW. In the case of positively formulated decision alternatives, family
members tend to act conservatively; they are prepared to accept higher risks in the
case of negatively formulated problems. In addition, decision makers perceive the
loss of socioemotional capital as a personal loss, which increases their willingness
to take risks in a neutral way. Under certain circumstances, this can lead to the
founding family accepting poor company performance or even risking business
failure to prevent a loss of emotional capital (Csakné Filep & Karmazin, 2016). The
risk that the failure of the company could result in the loss of the entire SEW seems
to be accepted by entrepreneurs.

According to the concept of loss aversion, losses are of greater importance
to the decision maker than profits. As a result, the preservation of the SEW (or
rather the avoidance of losses of SEW) becomes the most important goal of the

decision maker, while financial aspects are neglected. The BAM has developed the

45 See chapter 6.2
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idea that the strategic orientation of a company is significantly influenced by the
goals and ideas of the most important decision makers (Berrone, Cruz, & Gomez-
Mejia, 2012). Since such positions in family businesses are usually filled by family
members, their primary goal, the preservation of the SEW, also becomes the
primary goal of the company. As a result, the entire strategic orientation of the
family business is based on this maxim (Gomez-Mejia, et al., 2014).

In addition to the factors influencing the behavior of decision makers as
explained above, family businesses have another special feature. Due to the
overlap between family and company, there are particularly frequent cases in
which principals and agents are embodied in one person. This is the case, for
example, when the owner is also the head of the organization. In contrast to the
shareholders of listed companies, the owners of family-owned companies generally
do not have the opportunity to secure their assets by diversifying their investments
or to reduce their personal investment risk. Their private wealth normally depends
exclusively on the family-owned company.*® This special situation also influences
the risk behavior of the participants in a family business. However, the assumption
often presented in the literature that exempt private companies are, due to these
special conditions, always more risk-averse than other enterprises (Hernandez-
Perlines, Moreno-Garcia, & Yafiez-Araque, 2019).

7.3.2 Gender Aspect
Apart from financial and socioemotional aspects, there are also gender-

related aspects that must be considered. This is of relevance since the preference

46 In 7 out of the 8 interviewed companies, the family business represented the by far the biggest
asset.
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toward male business successors could have an impact on the implementation of
change throughout the business succession process in family businesses.*’

According to a study by Paton and McCalman (2008), females tend to have
a higher degree of multi-tasking abilities and prefer less systematic mapping and
analyzing techniques, while having a broader view of change management
approaches. In this study, men appeared more straightforward, with stronger
empowering approaches. Therefore, the management of change differs between
female and male leaders regarding their ways of working, socializing, and thinking.
Nevertheless, both male and female approaches can be beneficial depending on
the change scenario (Paton & Dempster, 2002). This study is supported by
Linstead et al. (2005). According to the study, female values and female
management styles are mainly adopted by women; however, they can equally be
adopted by men. In the same way, male values and management styles are mainly
found among men, but they can also be found among women. Therefore, it is
difficult to draw a conclusion regarding the gender perspective on change
management.

Summarized it can be said that the gender does not necessarily allow a
conclusion towards the likeliness of taking risks. However, when managing
change, most men tend to take riskier decisions compared to most women (Chien,
Cole, & Lustig, 2014; Sapienza, Zingales, & Maestripieri, 2009; DellaVigna, List,
Malmendier, & Rao, 2013). As men often appear more straight forward, they tend

to make decisions faster which leads to greater investments in riskier assets.

47 See chapter 6.4
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Women in contrast tend to weight-out more and therefore are often more risk-

averse (Charness & Gneezy, 2012).

7.4 Conclusion

Summarized, it can be said that change management and the decision
towards change implementation in family firms show some special characteristics
that stand out from non-family firms. These characteristics are pointed out in the

following Figure 9:
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Figure 9: Change Management Characteristics in Family Firms (own figure)

The first pillar describes the financial aspects of family firms. In general,

family firms have a higher equity ratio compared to non-family firms. A reason for
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that is arises from the pursuit of financial independence. However, this pursuit of
financial independence can hinder the change implementation process if the
financial restrictions predominate the propensity towards change implementation. A
good financial basis on the other hand and the aim to develop the family firm for
the next generation can boost the change implementation.

The specific human capital in family firms represents another pillar that
partly support the first pillar. Specific knowledge describes employee or company
knowledge that is transferred and expressed through behavior or actions. Family
businesses tend to have a lower employee fluctuation and a higher degree of
communication and knowledge transfer. Therefore, the investment in training and
knowledge is more likely to amortize which fosters the decision towards the
investment in potentially beneficial changes. The knowledge exchange and the
high communication among the employees as well as between the employees and
the company owner triggers improvement ideas and fosters the implementation of
change.

As a third pillar, family firms show special characteristics regarding their risk
behavior. In many family firms, the company represents by far the biggest family
asset which can be endangered when major changes occur, or changes are poorly
implemented. Therefore, family businesses are often more conservative when it
comes to change implementation and the acceptance of risks going in hand with it.
However, apart from company goals, family businesses also peruse personal
family goals which are related to the family. One major family goal can be the

handover of the business. These family goals are sometimes ranked higher than
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the common company goals and family business owners are willing to take extra
risks to achieve these goals. In this context, SEW plays an important role as well
as the potential loss of SEW can also lead to a higher acceptance of risks.

Whether gender has an impact in this context stays unanswered and can be
developed in more depth in a separate research. Some literature indicates that
there are differences in risk behavior between female and male decision makers,
but apart from a brief literature review this topic is not further developed in this

research.
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8 Impact of Business Succession on Change Management

An important observation throughout the interviews was that, in many
business succession scenarios, there was a high level of potential for success-
driving developments within the company. These include, among others, online
strategies to extend customer range and IT supported ERP systems to reduce
costs. In many cases, this potential is simply due to opportunities or developments
missed by the retiring senior entrepreneur who did not feel comfortable following
these developments anymore. Business successors often entered the family
business without a specific task and made use of these missed opportunities by
tapping into them and finding their way in the company through project
implementation.*8

,Q KLV HVVD\ 36RPH 2UJDQL]DWLRQDO &RQVYHTXHQFH
Miller (1993) shows that organizations experiencing times of business succession
are more likely to implement change. Especially when considering a succession
process during a crisis, such as a turnaround or restructuring, companies with
relatively low profit margins or in recessing markets demonstrate a higher degree
of organizational change. However, relatively little is said about the nature of the
change and the effect on the business  $uccess.

Thus, studies have shown that the implementation of change is not only
inevitable for the long-term survival of a company but also has a positive effect on
the company  Success (Bhasin, 2012; Smith, 2007; Applebaum, Profka, Depta, &
Petrynski, 2018; Lefort, McMurray, & Tesvic, 2015). This is especially the case

when the business successor has a high level of human capital that allows him to

48 See chapter 5.2.8
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spot the necessary implementation of change and implement the right steps
accordingly (Ahrens, 2013). At the same time, however, the intensity of change
and its implementation are also dependent on the company itself and may vary in
different scenarios: In times of turnaround, for example, the intensity of change
iImplementations is significantly higher compared to in normal conditions (Kim &
Choi, 2020; Ford, 2009). The interviews have shown that the intensity of change
also rose during the business transition process*.
8.1 Business Transition

The business transition process is often understood as a change
implementation and has therefore been delineated. The transition process is multi-
dimensional and affects not only people who are directly involved, such as the
predecessor and the successor, but also company internals, such as employees,
and even externals: business partners such as banks, customers, and competitors
(Barnes & Hershon, 1994).
8.1.1 Theoretical Background

A business transition can be seen as a process with multiple stages
(McCann & Gilmore, 1983; Vancil, 1987). Throughout the stages, problems with
different characteristics can occur. To be able to overcome the problems and reach
the next stage different skills, family developments, and organizational
developments must be achieved (Davis & Harveston, 1998). Handler (1994)
considered findings from other researchers (Kelly, 1955; Longenecker & Schoen,

1978; Churchill & Hatten, 1987; Lansberg, 1983), combined them with the findings

49 See chapter 5.2.11
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from interviews with thirty-two predecessors, and formed a model to illustrate the

succession process (see Figure 10):

Predecessor
Sole ————— = Monarch o Overseer/ » Consultant
Operator Delegator P
I \ \ //
/
K
No Role » Helper ———  Manager - Leader/Ch1ef

Decision Maker
Next-Generation Family Member

Figure 10: The Succession Process: Mutual Role Adjustment Between Predecessor and Next-Generation
Family Member(s) (Handler, 1990)

The predecessor develops from sole operator to monarch to overseer or
delegator to consultant. At the same time, the successor moves from having no
role to helper to manager and finally to leader and decision maker. The interviews
have confirmed that the business successor often enters the family business
without a specific task or role and takes over project-based tasks. Except for one
interviewee®® who remotely takes over projects in the family business while working
for another company in the same industry, all interviewed business successors
followed the way as described in Figure 10 DQG KDYH HLWKHU UHDFKHG W
SRVLWLRQ RU HYHQ WKH 3/HDGHU &KLHI '"HFLVLRQ ODNH
Thus, it is essential that both parties understand their respective roles and
act accordingly. If roles overlap, conflicts arise. At the same time, if a gap between
roles emerges, certain tasks will not be fulfilled and, as aresult, the FRPSDQ\TV
performance will suffer. At a certain point in time, the predecessor must be willing

to relinquish responsibility and the successor should be ready to take it over. In

50 Company 3
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additon WKH IDPLO\YY UROH LQ WKH VXFFHVVLRQ SURFHVYV
They might not be directly involved in the process but still have a huge influence on

both predecessor and successor. Problems within the family usually affect a firm { V
performance and vice versa (Handler, 1991).

With the illustration, Handler (1994) describes the transition process as a
mutual role adjustment process between the predecessor and the successor. He
states:

37TKLV UROH DGMXVWPHQW SURFHVY W\SLFDOO\ LQIOXH
parallel process of the next-generation family member(s), who move through

phases of increasing involvement. The lag ? the fact that it takes the

predecessor longer to move into his roles than the heir 2 means that the founder

or owner may hold onto a former role while the next-generation family member

moves intR D Q H Z (MaRdDeH 1994, p. 136).

Key for the success of the transition process is not only the transfer of the
equity but more importantly the transfer of decision-making power and experience.
The transition process for the predecessor®! can be as challenging as, or even
more challenging than, the transition process of the successor®? (Barnes &

Hershon, 1994). Nevertheless, both transitions must occur in parallel to finish the
transition process successfully. Some companies fail to complete the transition
process due to the inability of the predecessor to relinquish control, as the
successor can only take over the new role once the power exchange® is

authorized by the predecessor. Although both parties must work through the

51 From sole operator to consultant
52 From no role to leader
53 Dispensed from the predecessor to the successor.
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WUDQVLWLRQ SURFHVV WRJHY2K mhost su@essbrQsBaded the V. VW X C
LPSUHVVLRQ WKDW WKH SUHGHFHVVRUfV LQIOXHQFH RQ
in the illustration the lines from the predecessor to the successor are solid while
they are dotted in the other direction.
The transition process is complex and requires complex management
abilities combined with multiple financial aspects. It can be an exceedingly difficult
process with multiple steppingstones (Williams & Preisser, 2003). Especially in
family firms, not only company goals, but also family goals and interests of other
family members can play an important role (Williams, Pieper, Kellermanns, &
Astrachan, 2019).5* Throughout the interviews, family goals and interests of family
members were mostly mentioned and played an especially important role

throughout the business succession.

8.1.2 Transition v ersus Change
While a change is an event, transition describes the process from start to
finish. In the business succession context, the succession event itself is considered

as change while the process of the succession is the transition (see Table 4):

Change Transition
- External - Internal
- Situational/physical - Psychological
- Event-based - Experience-based
- Defined by outcome - Defined by the process
- Can occur quickly - Takes time

Table 4: Change versus Transition (Luecke, 2003)

54 Compare chapter 7.3
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On the one hand, change is often externally forced: the people affected
have only a limited choice in participating in it. Therefore, change can lead to
resistance (Zafar & Naveed, 2014). Sometimes, however, it can be planned in a
rational manner. Transition, on the other hand, is an internal process. It may lead
to change as an outcome, but transition is the psychological process of reaching
that point. While change is defined by an event that may occur quickly, transition
describes the process before that event (Luecke, 2003).

According to Bridges (1991) transition consists of three stages:

1. Endings

2. Neutral zone (explorations)

3. New beginnings

It may sound contradictory to start with endings, but to start a new chapter
and begin the transition process, specific processes, habits, ways of engaging, or
ways of accomplishing tasks must be ended (Bridges & Mitchell, 2000). In the
business succession context, this means that the predecessor must relinquish not
only the company or his or her shares but also the way he or she has lived for
probably a major part of his or her life. 2QH LQWHUYLHZHG VXFFHVVRU V|
JUDQGIDWKHU VWLOO FRPHVY WR ZRUN HYHU\ GD\ DW WKl
had many conflicts of authority in the past, because my grandfather could not let
J R* During the interview session, more predecessors talked about this process
and the difficulties connected with it. Most of them grew up in the family business,
started their professional career there, and had never seen anything else. Some

claimed that the company was part of their life and daily routine, so although it

55 Interview 5
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sounds logical that an old path must be left to be able to start a new one, it can be
exceedingly difficult to implement (Aronoff, McClure, & Ward, 2003).

Bridges says, 3(YHQ DIWHU SHRSOH KDYH OHW JR RI WKHL
themselves unable to start anew. They are entering the second difficult phase of
WUDQVLWLRQ :H FD O O(Britiges\&<Mitciel X000UD 2). Te@dditral
zone is the intermediate zone that contains many uncertainties: the old path has
been left, but the new route has not yet been defined. As this in-between state
conceals many uncertainties, it consumes a great deal of energy, and individuals in
the process try to escape as quickly as possible. In some cases, they try to go
back to old practices and in some cases, they rush into any new situation that
occurs without the necessary thought. However, the exploration of creativity is key
to successfully steering through the transition process (Luecke, 2003).

The final step is moving forward on the new path. When the change is
applied, the new beginnings step is reached. However, it is only successful when
subsequently maintained. The entire transition process fails when individuals
involved fall back to old manners or processes and do not follow the new path
(Bridges & Mitchell, 2000). According to the marathon effect, the higher the
management or leadership level of an individual, the faster they go through the
transition process, as their experience and goals allow them to see the destination
before others even understand the importance of it, as Figure 11 illustrates

(Bridges & Mitchell, 2000):
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Figure 11: Transition: The Marathon Effect (Morrison, 2012)

Change is inevitably the result or endpoint of a transition process (Bridges,
1991). With an increased level of change implementation among the family
business successors, the interviews have confirmed this.>® Therefore, the business
succession process is positively correlated to change. Regarding the research
topic, however, this does not answer the question regarding the impact of business
succession on change management. This is therefore elaborated in more depth
throughout the following chapters.

8.1.3 Business Transition Process

To be successful, a requirement for every individual involved in a business
succession or business transition process is to understand the process (Bridges &
Mitchell, 2000). However, predecessors often note the lack of room for maneuver
caused by the requirements of daily business as the reason for insufficient

strategic planning and inadequate succession planning (Bozer, Levin, & Santora,

56 See chapter 5.2.11
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2017; Besel, Flores, & Chang, 2021). Waiting usually is the worst solution, while an
early, clear definition offers advantages for all parties involved. As unexpected

events can occur at any time, the transition and different succession scenarios
VKRXOG EH SODQQHG DQG UHHYDOXDWHG UHJXODUO\
current stage (Morris M. H., Williams, Allen, & Avila, 1997).

One of the problems of handing over family businesses is the link between
succession in the shareholder role and succession in the management of the
company (Aleem & Islam, 2009). In smaller family businesses, and especially in
the first transition from the founder to his or her heirs, the two roles are usually
interlinked, which can become a particular threat to the survival of the business.
The founder's interest in fairness 2 that all children should be treated equally and
thus have an equal share in the company inheritance 2 and the interests of the
company 2 that there must be a clear succession plan 2 cannot always be
reconciled (Handler, 1991). Often there is a lack of comprehensive and well-
functioning communication within the family to discuss this conflict with those
affected and thus find a solution.

For a successful transition process, it is beneficial to ensure continuity within
the company against threatened structural breaks. A one-sided orientation of
succession planning to the interests of the company is as inadequately goal
oriented as a sole orientation to family matters (Wang, He, & Mahoney, 2009).
Both must be considered, as both can lead to structural breaks in the handover
phase that endanger the company (Letmathe & Hill, 2006). A pure focus on family

matters leads to an undervaluation of company goals which in turn can lead to
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modernization and investment backlogs and threaten the long-term survival of the
company (Miller, Steier, & Le Breton-Miller, 2003). Leaving family matters
completely out, can in turn lead to disparity within the family and among the
shareholders which is the most common reason for failure in many family firms®’.

To reduce the risks associated with the transition process, a well-prepared
and structured succession plan is needed. The predecessor needs to be aware of
the importance of a succession plan to make time available. The succession plan
should incorporate company goals and personal goals (Miller & Le Breton-Miller,
2005). A CEO should start thinking about the succession process at the age of 50
if he or she plans to retire aged 65. Developing a succession plan can take two
years or more and implementing it can take up to 10 years (Hillstrom, 2017). This
is a total of 12 years and, especially when facing a lot of external changes,
planning 12 years ahead is an exceedingly difficult task (Herstatt & Lettl, 2000).

Despite the importance of a succession plan (Besel, Flores, & Chang,
2021), most interview partners did not have a succession plan and preferred the
family-LQWHUQDO VXFFHVVLRQ 7KHUHIRUH WKH\ LQYHVWH
Investing in the educational background of their children and hoping that one of
them will take over RQH GD\ VHHPHG WR EH WKH PRVW .FRPPRQ 3
Except for one business successor, all had studied at universities or colleges and
worked in the family business part-time.

Thus, the theoretical knowledge gained through education does not
necessarily provide the needed capabilities to manage complex change projects

(Finke & Huston, 2003). Since family-internal handovers usually do not require a

57 See chapter 6.1
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payment by the successor, the entry costs are low. The low entry costs lead to a
low potential loss and a higher likelihood of taking riskier decisions (Forlani,
Parthasarathy, & Keaveney, 2008) that is also reinforced by their enthusiasm to
drive changes within the company (Finke & Huston, 2003). A higher enthusiasm
towards change implementation and a greater willingness to take risks could

therefore also be observed among the interviewed successors.

8.1.4 Challenges in Business Transition

The transition process is extremely complex and requires a complex mix of
both management abilities and financial aspects, regardless of the type of business
succession (Center for Family Business at the University of St. Gallen, 2009).
Thus, a family-internal transfer requires more creativity, financial planning, and
foresight than a sales process (Csakné Filep & Karmazin, 2016). Nevertheless, in
Germany, about 54% of all family businesses are taken over by family members
(Kay & Suprinovic, 2013) and only 30% of them survive this handover (Gunterberg,
2012). Business successions to the third and following generations have even
higher failure rates (Kay & Suprinovic, 2013). Therefore, in the further context of
this research, a business succession process is assumed to be successful if the
company does not fail (Walsh, 2011). There have been various studies into why
company transitions within family businesses fail (Cespedes & Galford, 2004;
Miller, Steier, & Le Breton-Miller, 2003; Aronoff, McClure, & Ward, 2003; Long &
Chrisman, 2013; Besel, Flores, & Chang, 2021).

Since managing a family business is a very people-related topic, most of the

reasons for failure are also people-related (Schwass, 2013). According to Williams
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and Preisser (2003), more than half of the failures (about 60%) are grounded in a
lack of communication and trust, and another quarter are attributable to the
VXFFHVVRUYYV ZURQJ RU PLVVLQJ SUHSDUDWLRQ 2QO\
people-related reasons, such as a lack of capital or poor financial planning
(Williams & Preisser, 2003).

The thesis considers eight of the many different reasons more deeply since
they are highly linked to the topic in general. The first major problem in the
succession process is that the involved parties often have no clear understanding
of their roles in the process (Aronoff, McClure, & Ward, 2003). Thus, it is necessary
to understand the different functions of the predecessor, the next-generation family
member, and the other family members who are not actively involved in the
process (Bozer, Levin, & Santora, 2017). These relational influences mainly occur
between the incumbent, the successor, and other family members (Besel, Flores,
& Chang, 2021). Mutual respect and understanding, trust, and commitment to
family-business perpetuation particularly influence the effectiveness and quality of
a succession (Handler, 1990).

A second reason is a lack of planning and preparation on the part of the
incumbent. Planning is a key requirement for an effective succession process.%® It
is never too early to start planning for a business transition (Gilding, Gregory, &
Cosson, Motives and Outcomes in Family Business Succession Planning, 2015).

In case of unexpected health problems or the sudden death of the incumbent, a

58 Especially the missing succession plan was mentioned throughout multiple interviews (see
chapter 5.2.5)
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succession plan is essential to ensure the continuity of the organization. This plan
should be generated according to the following steps (Barnett J. J., 1999):

1. '"HILQH WKH LQFXPEHQWYfV DQG WKH IDPLO\YV REM

N

. Collect the relevant business and family information

3. Include current organizational and personal circumstances

4. Choose and analyze the tools required to meet the objectives

5. Develop an integrated plan

6. Implement the plan

A third reason deals with missing commitment on the part of the successor
(Long & Chrisman, 2013). Since a committed family member is more likely to take
over responsibility in the family business and to experience succession in a
positive manner, both the quality and effectiveness of the succession are
enhanced. Therefore, the potential successor should have four types of

commitment (see Figure 12):
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Figure 12: Four Bases of Family Business Successor Commitment (Sharma & Irving, 2005)

1. Affective commitment, which is based on the perceived desire
2. Normative commitment, which is based on the perceived sense of
obligation
3. Calculative commitment, which is based on the perceived opportunity
costs involved in leaving the company
4. Imperative commitment, which is based on the perceived need due to a
lack of external opportunities
If these types of commitment are encouraged, the potential successor is
more likely to pursue a career within the family business and, thus, is more likely to
take over the leadership role in the company (Sharma & Irving, 2005).5°
A fourth issue in business succession failure concerns insufficient training

and preparation for the successor (Besel, Flores, & Chang, 2021). Throughout the

59 See chapter 5.2.4
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interviews this was not the case.®® Thus,oQH RI WKH NH\ HOHPHQWYV LQ D
preparation is also the transfer of knowledge (Ward, 2004) 7KH EXVLQHVYV RZQF
knowledge and experience are two of the most important assets in a family
business and can even lead to a competitive advantage. Therefore, it is essential
that this knowledge is transferred to the successor before the predecessor leaves
the company. A helpful model for successor preparation was developed by
Lambrecht (2005). His six stepping-stones are entrepreneurship, studies, formal
internal education, external experience, an official start in the family firm at a low
level, a written plan, and a written agreement.

Neglecting transaction costs and agency costs is the fifth error in the
succession process (Lambrecht, 2005). Most business owners wish that a family
member continued their company.! Therefore, they often disregard the
competencies and skills required to take responsibility for the organization. In some
industries, a high degree of technical knowledge is required, and family-internal
knowledge is only second rate. In these cases, it is usually preferable for the owner
to hire an external successor who already possesses this type of knowledge.
Transferring this type of knowledge to a next-generation family member who may
not have any experience in the field may be extremely costly in time and
resources. Therefore, succession is likely to be unsuccessful if the incumbent
ignores the requirements for his or her successor (Sund, Melin, & Haag, 2015).
This issue could not be confirmed throughout the interviews as no such tacit

knowledge was needed in the interviewed companies. Thus, Ahrens (2013) has

60 See chapter 5.2.6
61 See chapter 5.2.4
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mentioned similar findings in his research. As they are important for the topic in
general, they are mentioned even though they were not confirmed throughout the
interviews.

A sixth major reason for failure®2, which is highly relevant in the context of
the thesis, is an inappropriate change of business strategy after the successor has
taken over responsibility (Lambrecht, 2005). The three typical types of problematic
succession are conservative succession, rebellious succession, and wavering
succession (Miller, Steier, & Le Breton-Miller, 2003). Conservative succession
implies that the successor is afraid to implement changes. This type usually occurs
if the predecessor has an extremely dominant personality, and the successor is still
somewhat dependent on him or her. Rebellious succession is characterized by
dramatic changes in business strategy, objectives, or values. The successor wants
WR HQIRUFH KLV RU KHU RZQ LGHDV UHIJDUGOHVV RI WKI
objectives. Wavering succession denotes the combination of both types in an
inappropriate manner. The successor tries to hold on to the former strategy and
structure but at the same time implements changes that cannot be combined with
the old structure (Miller & Le Breton-Miller, 2005). For succession to be successful
DQG WR VHFXUH WKH FRPSDQ\YfVY FRQWLQXLW\ H[LVWLQJ
need to be linked to new innovations and ideas in a reasonable manner. Family
dynamics, personality and experience, firm context, and market context influence
the type of succession chosen (Poutziouris, Smyrnios, & Klein, 2006).

Seventh, besides the already mentioned managerial issues, ownership

issues also have an essential impact on the success of the succession process

62 That could not be confirmed throughout the interviews either
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(Letmathe & Hill, 2006). It is assumed that ownership succession within the family
enhances the value of the firm. In this case, country-specific inheritance and gift
taxes must be considered. The tax issue was addressed multiple times throughout
the interviews and were one of the rare acts that were planned by most family-
businesses from beginning.®® If ownership succession within the family is not
possible, MBO,%* MBI,%® and BIMBO®® are some alternatives worth considering
(Odefey, Prinzenberg, & Gunther, 1998). In any of these cases, the value of the
company must be determined. The two most common methods to do so are the
gross rental method and calculation of the net asset value (Walsh, 2011).
+RZHYHU PRVW LQWHUYLHZHG SUHGHFHVVRUV FODLPHG
about other solutions, the family internal business succession is the preferred
RQHM ~

The eighth problem hindering effective succession focuses on the
demographic situation. In many Western countries, birth rates are decreasing while
life expectancy is increasing. This leads to an overall aging of the population. For
family business owners, this may imply that there are no children within the family
and, thus, no potential successor available. In numerous cases, potential
successors are too young to take over the firm by the time the predecessor wants
to retire (Stavrou, 1999). This is another issue that might be at present in general,
but could not be confirmed throughout the interviews as only businesses were

interviewed that had a family-internal business successor already. Two

63 See chapter 5.2.12

64 Management buy-out.

65 Management buy-in.

66 Buy-in-management-buy-out (mix of MBO and MBI).
67 For example, Interview 2
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SUHGHFHVVRUY HYHQ FODLPHG WKDW WKH\ ZHUH 3LQ WK
young enough to work together with their business successors since they became
SDUHQWY DW D UHOBWLYHO\ \RXQJ DJH ~

In summary, succession is likely to be successful if the roles of the
predecessor, successor, and family are clarified (Cespedes & Galford, 2004). Apart
from considering a succession process as successful, when the company does not
fail %% an additional evaluation of a succession process can be made based on two
factors: quality and effectiven HVV 4XDOLW\ IRFXVHVY RQ WKH LQYRO
satisfaction with the process, while effectiveness depends on independent
REVHUYHUVY RSLQLRQV DERXW W (KandkeK Y9F0R MENnyRI WKH WL
business owners underestimate the importance of business succession planning,
and therefore the firm fails during the succession process (Lollitt, 2005). In these
cases, the succession process fails in at least one of the two factors as well and
the factors are therefore connected (Gilding, Gregory, & Cosson, Motives and
Outcomes in Family Business Succession Planning, 2015). The interviews showed
that especially the succession planning and the planning of specific tasks of the
people involved had direct or indirect impacts on change management in family

businesses and are addressed in more depth throughout the following chapters.
8.2 Change Implementation

8.2.1 Findings from the Interviews
The interviewed predecessors mentioned that at one point they could not

follow certain market developments and trends anymore. Therefore, they often

68 For example, Interview 2 and 3
69 As mentioned earlier in the chapter
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postponed the implementation of modern and trend related projects to the point
when the business successor entered the company so that he or she could take
over these responsibilities.”®
Young business successors often entered the company without specific
tasks. In the cases where the successors entered with project-based tasks, these
were tasks that the predecessors did not feel comfortable with, mainly because
they included new technologies. Half of the predecessors interviewed noted
specifically that they had left certain development areas for the business successor
WKDW WKH\ GLG QRW IHHO FRPIRUWDEOH ZLWK DQ\PRUH
difficult to follow trends and market developments. Therefore, a business transition
with new energy and new drive toward trends and market developments can be
greatly beneficial for a company,” RQH SUHGHFHV VR dotédHo® $QRWKHU
beneficial it is for the company { flevelopment to have fresh new inputs from the
younger generation. This phenomenon is useful for most business successors who
are in any case hoping to find their own way when entering the business.’?
Besides the business transition, which can be understood as an internal
change process,’? other change-related projects were initiated in almost all
companies interviewed.”® This contradicts the need for continuity that nourishes the
success of the business transition process (Morris M. H., Williams, Allen, & Avila,

1997). In addition, the successor in any event tries to find his or her way in the

70 See chapter 5.2.5
"1 See chapter 5.2.8
72 See previous chapter.
73 See chapter 5.2.9
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company and pushes for changes and the implementation of change.” In general,
it can be said that some investments are held back for the start of the successor
and in turn more projects and changes are implemented by the successors
compared to other companies. Compared to the predecessors, who mainly made
investment decisions based on financial factors, such as ROI, business successors
seemed to have a different view of the implementation of change. They were more
willing to implement changes that did not lead to a direct financial return. These
included mainly additional services that they said they would expect from a modern
company. This shows the movement of a conservative sector toward a more
modern view and an eagerness to implement changes.

These findings from the interviews YD O L G D W @993) @s2&r¢h fiMdings,
according to which the business succession process has an impact on the way a
company evolves. According to the study, the succession process is associated
with change in both directions, depending on the company. Although business
successors seem to be more likely to disperse power and to analyze data, in some
companies the level of these activities decreased according to Miller et al. (2003).
The phenomena of an increased power dispersion could partially be found among
the business successors interviewed, who were more likely to include external
advisors or project-based teams compared to their predecessors.” Fewer data
analysis, however, was not found in the interview section of this research.
Nevertheless, with varying intensities all interviews showed that the company

development has changes throughout the transition process. Succession seems

74 See chapter 5.2.8
75 See chapter 5.2.12
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to break organizational momentum > « [@b] may be most useful when
organizations are experiencing dangerous strategic stagnation, when their
environments are changing, and when performance is deteriorating “(Miller, 1993,
p. 656).

Another interesting finding from the interviews was the fact that multiple
successors within a family firm led to more diversification of the business.”®
According to the SEW aspect, family businesses tend to diversify less than non-
family firms. This is because a higher degree of diversification would lead to more
key management positions for the diversified areas, which would then lead to
decision-making powers being assigned to non-family members. This would
reduce the family Y Mfluence over the business units, and part of the SEW would
be lost (Gomez-Mejia, et al., 2014).”” Nevertheless, this aspect is voided when
these key positions can be filled with family members. This finding from the
interviews was also addressed in quantitative research by Muioz-Bullon et al.
(2018). Besides the validation of the finding that more family members lead to a
higher degree of diversification and therefore more change implementation, the
study also found that over the generations the willingness to diversify rises.

In summary, it can be said that at a certain point, predecessors do not feel
comfortable following up trends and market developments anymore which leads to
an investment backlog and lots of improvement potential. These included mainly IT

related changes. For the highly motivated and mostly well-educated business

76 The first company, for example had two business successors and diversified the business into
new fields. Similarities could be found in the second company with 3 successors while the company
with only one successor seemed to diversify less.

77 See chapter 6.2
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successors this comes in handy as they often enter the family business without a
specific task. Therefore, they start with project-base change implementations and
the business transition therefore leads to an increased number of implemented
change-related projects. As a result, the business succession process fosters the
implementation of change projects in family businesses in the wholesale building
materials and home improvement retail industry.
8.2.2 Influencing Factors and Problems
Ahrens states that during times of business succession, a restructuring of

the company organization is necessary:

S6LQFH DIWHU D ORQJ UHLJQLQJ SHULRG RI D &(2 FRPS

a competency trap. When optimal solutions to organizational challenges change

over time, change may become necessary. This is particularly true in old

organizations which respond more slowly to necessary change. The older the

organization, the stronger the inertial forces and the more complex and

hazardous becomes its reorganization (Hannan and Freeman, 1984, and

Amburgey et al., 1993). In this context the successor serves as a reset in the

organizational learning process and must assess the contemporary fit of the

RUJDQL]DWLR Q DNBreHsT 2008 ph.RQ)L D °

Although, generally, more change was implemented throughout the

business succession process, the level of change implementation was also
influenced by other characteristics. Besides the general willingness of the
successor to implement change, these include the following:

- The size and budget of the company
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- The predecessorfV KXPDQ FDSLWDO

8.2.2.1 Size and Budget of the Company

The fact that more change was implemented by the business successor was
DPSOLILHG WKH ELJJHU WKH FRPSDQ\TV EKiGJHW 6PDOO
implement less change and tended to make smaller investments due to their
limited financial abilities. For example, Company 7, with 17 employees, had not
made any moves toward online channels due to the high costs as the
implementation costs were too high according to the business successor.
Company 2, on the other hand with approximately 200 employees had invested
six-figure sums in online channels and other services and Company 6, with over
300 employees and high cash reserves, had even invested in three different online
strategies.

In general, change projects and innovations can be financed with the
FRPSDQ\TV ,Guch adr&dindd earnings or equity, or alternatively with
borrowed capital, such as bank loans and other debt contracts (Ghosh & Moon,
2010). In a fictional market without taxes, bankruptcy costs, or information
asymmetry, investments would be indifferent to capital structure and there would
be no differentiation in the sources of financing (Modigliani & Miller, 1958).
However, since this is not the case, investment decisions are influenced by these
factors (Brown, Fazzari, & Petersen, 2009; Kerr & Nanda, 2015; Hall, 2008; Stiglitz
& Weiss, 1981).

Specific characteristics of innovations cause information asymmetry, which

leads investors and lenders to demand a premium on their anticipated return
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(Akerlof, 1970). Since investments in innovations or other change-related projects
are usually intangible, lenders cannot redeploy sunk investments in case of failure,
and therefore costs for borrowed capital rise. A second drawback is the fact that
servicing debt requires a stable cashflow, and payback reduces the cash flow and
therefore limits the opportunity to invest in other innovation projects (Hall, 2008).
As a result, companies tend to prefer internal funds generated through retained
earnings or new equity (Brown, Fazzari, & Petersen, 2009).

Hottenrot and Peters note, 3, Q ValHUDd3, however, are naturally limited,
and raising new equity may be costly and often unwanted. Consequently, the
HIWHQW WR ZKLFK ILQDQFLDO FRQVWUDLQWY DUH ELQGI
funds under the conditions of imperfect capital market V (Hottenrott & Peters, 2012,
p. 1127). Although family businesses may have a better availability of external
funds than non-family businesses through good and long-established partnerships
with their house banks, they prefer to stay independent (Muller, 2013). Therefore,
they tend to discard projects that cannot be funded with internal funds (Kerr &
Nanda, 2015). The interviews showed that especially companies with greater
internal funds, such as company 2 or 6, made bigger moves towards online
channels and additional service investments compared to companies with fewer
cash reserves, such as company 7 for example.

8222 3UHGHFHVVRUYfV +XPDQ &DSLWDO

Apart from monetary aspects, the impact of the predecessor played an

outstanding role in some of the interviewed companies. While a predecessor with

an innovation and change-oriented mindset influenced the change implementation
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of the successors positively, a less innovative mindset or patriarchic trait also led to
fewer change implementations among the business successors.”®

According to a research by Ahrens (2013), in two out of three cases, the
predecessor retains an active part in the company during and even after the
succession process. This is especially the case when the successor can be
characterized as nepotistic, or the company is conducting business in an industry
that is highly dependent on specific or taciturn knowledge. However, a significantly
lower retention probability is demonstrated for cases in which the successor is
endowed with high human capital.”® At the time of managerial succession, the
ownership succession also appears to be prolonged by the activity of the
predecessor (Ahrens, 2013).

The ongoing activity of the senior entrepreneur also has an impact on the
FRPSDQ\TV VXFFHVV )XUWKHU preWlr&HaVé aldositiRd VHQLRU |
LPSDFW RQ WKH FRPSDQ\YV VXFFHVV LI WKH VXFFHVVRU
However, this effect diminishes the higher the human capital of the successor is
and becomes a negative effect due to potential conflicts between the business
VXFFHVVRU DQG SUHGHFHVVRU 7KH LQWHQVLW\ RI WKH
successor also plays an important role in this scenario. Therefore, the senior
HQWUHSUH Q H XtdUsibe_agjusiet racgadrdingly for the company to be
successful (Ahrens, Topics in Entrepreneurship and Family Business

Management, 2013). These findingsarealso D YDOLGDWLRQ19®D)+DQGOHUY

78 See chapter 5.2.11
7 such as academic GHJUHH DQG OHDGHUpAKrers, 2008, ULHQFH 3
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theory of the dance of succession, in which the succession is described as a
process of gradual role adaptation.

However, when the predecessor has patriarchal traits, this hinders the
implementation of change (Cabrera-Suarez, 2005). During the interview session,
one successor said that he entered the business with many ideas, especially
regarding digitalization; however, he did not implement these ideas. Apart from the
daily business that seemed to consume a great deal of the time needed for the
implementation of the project, a major impediment was the strong influence of the
predecessor, who did not believe in some of the proposed projects. In other
companies where the predecessors said that they allowed their successors more
space to implement projects and only commented when asked for feedback, more
change was implemented.

In a family-internal business succession, the bonds between the
predecessor and the successor and the successor and company traditions are
especially strong (Filser, Kraus, & Mark, 2013). This was also the case for all
interviewed predecessors and successors. One predecessor said for example that
WKH\ KDYH 3D YHU\ WLJKW DQG VWUR @dddodstabW LRQV KL S
exchange ideas "8 Respect for WKH SUHGHFHVVRUVADW&ELHYHPHQW\
constrained behavior may lead to a reduced drive to change the status quo
(Ahrens, 2013) and could be found in company 7 where the business successor
HQWHUHG WKH ILUP ZLWK 3PDQ\ LGHDV BXKHRY B WWXKHD (

did not meet the expectations of the predecessor.

80 |nterview 3
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As described by Barnes and Hershon (1994), letting go and leaving the
successor space is a difficult task for many predecessors. Two interviewed
SUHGHFHVVRUV VDLG WKDW WKLY KDV EHHQ D GLIILFEXOV
PDQ\ KREELHV DSDUW | UMEBrt¥okhthapRwes dpfedecessor must
give up, the SEW aspect plays an important role, as this is not only connected to
the founding family but also to the business leader (Gomez-Mejia, et al., 2014).8! If
the predecessor fails to let go and can be described as rather patriarchal, respect
forthrH SUHGHFHVVRUTV DFKLHY HP H Qatwedn QuEcedssridnd/ SHF L D (
predecessor can lead to a lower level of change implementation (Filser, Kraus, &
Mark, 2013).

If the willingness of the successor to implement change conflicts with the
SDWULDU FK { wal [eadd Bo\a cl&gh BXhough this was not the case
throughout the interviews, two business successors who have described
patriarchic traits among their predecessors mentioned conflicts. These two
business successions were still in the transition process and therefore not
successfully finished. Therefore, in this context, three common types of
problematic succession that arise are to be mentioned: conservative succession,
rebellious succession, and wavering succession. Conservative succession implies
that the successor is afraid to implement changes. This usually occurs if the
predecessor has an extremely dominant personality, and the successor is still
somewhat dependent on him or her. Rebellious succession is characterized by
dramatic changes in business strategy, objectives, or values. The successor wants

WR HQIRUFH KLV RU KHU RZQ LGHDV UHJDUGOHVV RI WKI

81 See chapter 6.2
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objectives. Wavering succession denotes the combination of both types in an
inappropriate manner. The successor tries to hold on to the former strategy and
structure but at the same time implement changes that cannot be combined with
the old structure (Poutziouris, Smyrnios, & Klein, 2006).

8.3 Impact on Change Management

Different methods of business succession can lead to different impacts on
the implementation of change. It can be said that more change was implemented
during the business succession process. This higher degree of change
implementation was enforced by postponed investment decisions and projects.??
While money was often a driver for change implementation, a continually active
and patriarchal predecessor was an impediment. Nevertheless, the fact that more
change was implemented does not imply anything regarding the ease of
implementing change.

All interview partners stated that the employee fluctuation in general was
low and that employees in family businesses tend to remain longer than those in
non-family firms.83 This creates stability in many family businesses; however, it
also means that the average employee age rises over time. In general, older
people tend to be more reluctant to change, which can lead to clashes when
implementing change (Scase & Goffee, 2017). Generally, the interviews showed
that the business transition process itself has no direct impact on the ease of
implementing change. The ease of implementing change is moreover influenced by

the people involved in the process, the company { $ize, and the succession plan. It

82 See chapter 8.2
83 See chapter 5.2.2
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is greatly infuenced by WKH ZD\ FKDQJH LV LPSOHPHQWHG WKH H
to change, the average age of the employees, and the attitude of the successor to
change. The most significant factor in implementing change, however, remained
the attitude of the predecessor to change. When the predecessor had a great deal
of trust in his or her successor and was also willing to try new ways, many more
changes and company-changing projects were implemented successfully.
Throughout the coding of the interviews, some sections were assigned to
more than one code as the topics and therefore the codes mentioned in these
sections overlapped. The amount and the relation of the overlapping codes are

mentioned in Table 5:

Codes Success Emplo Gene Attitude Educational Implemen Tradition ,
ion yees ral to Background tation of Obligation
Planning and Change Change and Pride

Culture

Succession 0 0 0 2 0 0 3

Planning

Employees 0 0 0 0 0 3 0

and culture

General 0 0 0 2 0 2 0

Attitude to 2 0 2 0 0 4 0

Change

Educational 0 0 0 0 0 0 1

Background

Implementatio 0 3 2 4 0 0 0

n of Change

Tradition, 3 0 0 0 1 0 0

Obligation,

and Pride

Table 5: Transcript Code Relationships

Table 5 shows some relationships between the implementation of change

and the employee base, the culture, and the attitude of the business successor to
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change. A deeper analysis of the coded segments of change implementation®
leads to the conclusion that, apart from the fact that more change is implemented,
the ease of implementing change and the success of change implementations is
rather individual and highly impacted by other variables. While the analysis of the
coded segments shows that the general comments are related to an open culture
and employee involvement, the attitude to change shows a relationship with the
VXFFHVVRUYYVY KXPDQ FDSLWDO
831 6XFFHVVRUTV +XPDQ &DSLWDO

With regard to their possible future as business successors, many
successors enjoyed a high level of training and education from a young age.® This
higher educational level may lead to a greater willingness to make investments. It
can therefore boost change (Kimberly & Evanisko, 1981; Datta & P., 1994) and
increase the level of project implementations through entrepreneurial intentions
(Mirjana, Ana, & Marjana, 2018). In this context, entrepreneurship is related to the
willingness to invest in innovations.® Thus, different factors, such as market-pull
and technology-push (LaZerte, 1989), must be considered. Belda and Cabrer-
Borras (2018) have confirmed Le Breton- 0L O O H U (200d) 6bSerfjation that
there is a higher probability of survival among companies that push technologies

compared to those that react to the market.8” The educational background and

84 For more details, refer to Appendix 5, Change Implementation (page LXIII et seq.)
85 See Section 6.4.1

86 See Section Fehler! Verweisquelle konnte nicht gefunden werden.

87 Also called market-pull
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strong willingness to implement changes among successors may therefore be
beneficial for a company { ¥evelopment.88

7KH VXFFHYVYVR UWfciamy@implevexi@tidn is closely linked to
entrepreneurial motivation (which in turn is determined by entrepreneurial
cognitions, entrepreneurial intentions, and the personality traits of the entrepreneur
or successor) and its conversion into entrepreneurial behaviors (Le Breton-Miller,
Miller, & Steier, 2004; Carsrud & Brannback, 2011) and self-efficacy (Porfirio,
Mendes, & Felicio, 2018) “(Porfirio, Feliciob, & Carrilhoa, 2020, p. 252). The best
basis for predicting future actions is therefore the general attitude of the
predecessor, and, according to Porfirio et al. (2020), family business succession
provides a good basis for determining that.

Nevertheless, in this context, not only the attitude to change but also the
general human capital of the successor is important. The successor must be able
to generate a technology-push strategy rather than a market-pull strategy (Belda &
Cabrer-Borras, 2018). Other factors, such as company culture, must be in harmony
with the innovation, as resistance can arise when the successor pushes in a
direction that conflicts with it (Doppler & Lauterburg, 2002; Zafar & Naveed, 2014).
Through their early involvement in the company and their progress through
different positions within the family firm, family business successors often have a
good connection with employees and therefore can mold the culture accordingly
(Morris, Williams, & Nel, 1996).

In summary, it can be said that, in general, family businesses show good

potential for a V X F F H Veh&gdimplementation plans. This is a multi-

88 See Sections 6.4.1 and 8.1.4
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dimensional process that requires specific capabilities. High human capital in the
person in charge supports successful change implementation. Due to their intense
training, educational background, and professional experience, which are gained
from a young age, family business successors are often equipped with the required
human capital. Nevertheless, other factors, such as company culture and
employee involvement, must be considered, as they have an essential impact on
the entire implementation process.
8.3.2 Employee Involvement

:KLOH WKH VXFFHVVRUfV KXPDQ FDSLWiBtberithé LPSR U
change event is planned or unplanned, employee involvement is only possible to a
certain extent when unplanned changes occur (Fugate, 2012). Therefore, in the
context of this section, the term ¥hange “refers to planned, project-based change
implementation.

A major influential factor on the change implementation process is the
involvement of employees and the sharing of knowledge. One interviewed
business successor for example described a failed change project in which he lost
almost 80% of the employees working in the sector affected. The company has
implemented changes throughout the entire ERP system that affected many
employees. According to the interviewee, a lack of employee involvement and
information-sharing before and throughout the implementation process led to the
complete failure of the project: | must admit that we failed to communicate and to
train the new system in time. By implementing a new hardware, a new software,

and new processes as well, we had massive problems”~ ,QWHI)YLHZ
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The affected employees developed resistance and rejected the change. At a
later stage, the same project was successfully implemented after involving affected
employees, building implementation teams, and constantly sharing information.
This example shows how employee involvement can change the outcome of a
change process. This phenomenon has also been observed by other researchers
who have confirmed similar findings (Luecke, 2003; Kotter, 2012; Gong, Pierce, &
Fox, 2009; Glew, O'Leary-Kelly, Griffin, & Van Fleet, 1995; Morgan & Zeffane,
2010).
8.3.2.1 Process Model

According to the process model, organizational change is described as the
movement from the current, known state toward a desired future state that is yet
associated with uncertainties. These uncertainties can lead to organizational
resistance among the employees (Zafar & Naveed, 2014). Organizational
resistance describes a situation in which planned actions or decisions that seem
logical, useful, and factual from an objective point of view face rejection from
individuals, groups, or whole business units (Doppler & Lauterburg, 2002). It arises
IURP SDUWLFLSDQWVY FRQFHUQV DQG IHDUV 7KHUH LV ¢
from anyone. It can arise when those involved do not understand the change
process, do not believe in the future vision of it, do not have the needed
capabilities, or simply do not like the idea. To counteract this, motivational aspects
must be considered and employee involvement in the change process must be

sought (Worley & Feyerherm, 2003).
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8.3.2.2 /HZL QCh&hge Model

There are several models of change that identify different relational, cultural,

and political implications (Peters & Waterman, 1984; Pettigrew, 1973; Burnes,

Complexity theories and organizational change, 2005). Although, other models

VXFK DV WKH FRPSOH[LW\ PRGHO PLJKW K@BXhesRXWGDWH

2004) it is still relevant for this research as it provides a good overview of the

different steps of change implementation that were also observed throughout the

interviews. The interviews have shown the special importance of employees in

family businesses and due to the focus on employee involvement, /H Z L QL947)

three-step model, which comprises unfreezing, changing, and refreezing, is central

for this chapter (See Figure 13):

Unfreezing

Change Process

Organizational change

————

—1

Employee Involvement in
change

—
I —————

Knowledge sharing

Refreezing

V

Change process

Change| [process

|

Implementation of change

e

Leadership

Organizational change process showing different stages

Figure 13: Lewin's Change Model (Hussain, et al., 2018)

IHZLQ TV &B&ReS th& the planning of effective change is possible and

necessary and depends on the unfreezingofa FRP SD Q\ TV s\and stfrlittires

177




(Lewin, 1947). This was one of the main challenges that addressed by
interviewees, such as interview 5 after introducing a new ERP system:
380G QRZ WKH HPSOR\HHV LQ WKIiKely knbWHikeReddf H ZKR PR
about IT, must handle all the technical equipment. As the user interface
functions like a smartphone, it is no problem for the younger employees, but the
older ones are struggling -

Such an unfreezing adds to the already mentioned transformational factors
and complements a new dimension, as it heightens both group and leadership
actions and leads to a smoother and more effective execution of the desired
change. Increased pressure from the leadership level on the pre-existing condition
of the company results in limited opposition and traction, in contrast to the
previously mentioned factors (Hussain, et al., 2018).

Employee involvement attempts to elevate the degree and level of
contributions employees can maketo GHFLVLRQV UHOHYDQW WR WKH F
performance and their own welfare (Glew, O'Leary-Kelly, Griffin, & Van Fleet,
1995). The four employee involvement elements are power, information,
knowledge or skills, and rewards. To effectively counter views opposing change,
and to organize and execute the change, employee involvement has been shown
to be not only the oldest but also the most effective approach, as it also results in
high quality change (Vroom & Yetton, 1973).

The management level is responsible for supporting employee involvement
to progress organizational change. Pierce et al. (2001) show in their study that the

members of an organization must be educated about the desired change to
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successfully implement it. The management level must transfer knowledge and

enter a discussion with the staff, thus generating involvement, emotional and task

support, and sources of motivation for change. Morgan and Zeffane (2003) show

that transparency on the management level reinforces and increases trust at the

employee level. Encouragement from the management level results in the

employees being supportive and offering suggestions during a company change,

thus benefitting the company with committed work and effectively implemented

change (Higgins, Judge, & Ferris, 2003). Furthermore, active participation in a
FRPSDQ\TV FKDQJH UHVXOWY LQ PRUky &&yde WLYH PLQGV
acceptance and support for change implementation (Hussain, et al., 2018).

/HZ L QL947) change model presents a model of change universally
applied in psychology 7KH H[HFXWLRQ RI FKDQJH WKH WUDQVIR!
present state into a desired state, is not a rapid or instantaneous process.
According to Beckhard and Harris (1987), there are three actions for the execution
of change: action-based preparation, commitment-based preparation, and the
creation of management structures for change. The first action relates to the
creation of a guide toward the change, describing essential actions necessary for
the effective implementation of the change. These include the integration of
change-oriented assignments, which are temporally scheduled and connected to
the changing of business priorities and goal setting. The second action concerns
the identification of relevant individuals and groups for the successful
implementation of the desired change. This identification makes possible the

expression and reception of their support, which can either manifest itself politically

179



or in their determination to meeting the goal of successfully implementing the
desired change. The last action concerns the structural and directional dimension
of change management; this involves change-encouraging resources, the present
management organization, advisors for change, and social and political
competences to commence the process of change.

To be able to proactively manage human resources in the change process,
an effective leadership and therefore specific human capital are needed. While
organizational resistance (Doppler & Lauterburg, 2002) can affect the process of
change negatively, a motivation toward change and the establishment of a change
vision can have a positive impact on the change implementation process.
Employee involvement can lead to a higher degree of change motivation and
generate a shared vision for change while organizational resistance is reduced
(Cummings & Worley, 2013). The leadership level within the process of change is
responsible for defining the present state and desired future state of the company
and presenting an effective method to reach these goals. Furthermore, the
management is responsible for the execution of change by developing a follower
base over which it has influence, by generating motivation to pursue the goals
effectively and industriously, and by mastering any complications that may arise.
Therefore, the leadership level is essential to change within a company (Hussain,
et al., 2018).

8.3.3 Employee Base and Culture
Apart from the required human capital and the involvement of employees

that are directly or indirectly affected by the change, certain company-related
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factors can positively or negatively influence the change management process.
There are some company cultures that are open to change implementation and
some that are not.

Although company culture is of particular importance, there is no common
understanding of the term and its meaning. As early as 1952, Kroeber and
Kluckbohn identified 164 different definitions of culture (Kroeber & Kluckhohn,
1952). As Schein { ¥efinition (1985) is most often used in the business context,
and it also best suits the research field of this paper, it is applied. According to the
definition, organizational culture is

3D SDWWHUQ RI E DWinvemed \Wseogvéd, Rr@eveloped by a
given group as it learns to cope with its problems of external adaptation and
internal integration *that has worked well enough to be considered valid and,
therefore, to be taught to new members as the correct way to perceive, think,
DQG IHHO LQ UHODWLR (3ch¢iR, M3ERVH SUREOHPV’

From this definition it can be deduced that organizational culture is not
causally linked to organizational structure. Nevertheless, organizational structure
can have an influence on organizational culture and vice versa.

Cameron and Quinn (2011) differentiate four different types of culture based
on the variables Jlexibility and discretion “versus %tability and control “and
{nternal focus and integration “versus ¥®xternal focus and differentiation”~ VHH

Figure 14):
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Figure 14: The Competing Values Framework in Organizational Culture (Cameron & Quinn, 2011, p. 39)

3 &an culture “describes a culture that is remarkably similar to a family.
Members of the culture share much information between themselves, and the
company leader is seen as a mentor. The level of loyalty and tradition is high. With
an emphasis on teamwork, consensus, and participation, success is defined when
customer satisfaction is achieved. Morale and long-term employees play an
important role. 3 4erarchy culture “describes a very formal culture with strict
positions, jurisdictions, and an efficiency-minded leader. The goal is a stable and
smooth operation with efficient processes that are managed top-down. 3 Garket
culture, “in contrast, is results-driven. Market leadership and competitive prices are
the goal. The business environment is competitive and results-oriented, and the
entire company focuses on a measurable emphasis on winning. In an adhocracy
culture, “the focus is on innovation, and product or service leadership is constantly
pursued. There is no clear hierarchy, as everyone in the organization is

encouraged to experiment (Cameron & Quinn, 2011).
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While adhocracy enforces innovation across the company, a strictly
hierarchical company culture reduces the capacity for innovation. Adhocracy
culture is often found among companies with high technology dynamics but is
independent of the technological standards in a company (Parikh, 2016). Although
adhocracy drives the innovation capacities of companies, it cannot be classified as
the most valuable company culture: the best company culture is dependent on the
company itself with its company structure and goals.

In this context, the employee base and company culture play major roles as
the commitment of the employees is an important prerequisite for successful
change implementation (Ernst, 2003). A company culture is individual to every
company and does not have to be or remain in one of the four sectors. The
appropriate form of corporate culture may vary depending on the stage of
development in which the company finds itself. It can be assumed that elements of
adhocracy culture dominate in a newly founded company, that these are
dismantled over time in favor of hierarchy cultures, and that they return in later
phases to prevent too much hierarchy from inhibiting innovation (Cameron &
Quinn, 2011).

Similar developments can be found in the interviewed companies. The
interviewed family businesses had long-term employees, some of whom had been
employees for over 40 years. The general employee fluctuation was low, and
hierarchies were rather flat (Reid & Adams, 2001; Querbach, Waldkirch, &
Kammerlander, 2020; Astrachan & Botero, 2018). The average age of the

employees was also relatively high in many of the companies that were
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interviewed. Therefore, the culture most closely resembled a clan culture.
However, when discussing the employee base, all interview partners claimed that
the attitude to the employer had changed over the years. Employees are not as
salary driven as they were in the past, according to the interviewees. They claimed
that employees are asking for more flexibility in working hours and more vacation,
and that employee fluctuation was rising. This was especially the case when
change was implemented. One of the interviewees changed the company
structures to promote a more adhocracy culture.8 When planning a new company
building, they introduced a new workspace concept: There were no closed offices
anymore, and employees from all different departments worked in the same open
plan office. Innovation was encouraged among all employees and business areas
by the owners. Nevertheless, hierarchies and responsibilities were communicated
clearly to keep a focus on the daily business. Thus, among all the interviewed
companies, this company had the highest rate of implemented change projects,
and they were all successful and this company showed the highest differences in
change implementation compared to companies with hierarchic traits.

In summary, a business culture is unique and individual to a company. Itis a
pattern formed by all individuals in the company and can therefore change with a
changing mindset or a changing employee base and be managed to a certain
degree by the company leader. There are certain company cultures that boost
innovation and others that slow innovation and change implementation. The
interviews have confirmed that finding and showed a higher degree of change

implementation among companies with low hierarchies and an open and

8 Company 2
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communicative company culture, such as company 2 or 6 for example, compared
to more closed structures as in company 6 and 7 for example.
8.4 Impact of Advisory Services and Externals

Medium-sized family businesses are subject to a tension between personal
ties and market economy rationality, which may indicate a limited profit orientation
and a higher level of orientation to other goals (Gomez-Mejia, et al., 2014). Thus,
medium-sized family businesses are often economically more successful than non-
family businesses (Miller D. , Le Breton-Miller, Lester, & Cannella Jr., 2007, p.
836). Especially in times of economic downturn, family firms are often able to show
their strengths.®° Since employees in family firms tend to commute for a longer
period, there is a stronger and more solid employee base compared to non-family
businesses. Through these long-term employees and a positive outlook, family
businesses can release unanticipated reserves of work motivation among family
members and among employees, who are then more willing to contribute extra
ZRUN IRU 3W K H (K&riydniRBUSiDe®, \2017).

With a low employee fluctuation, medium-sized family businesses, however,
often operate as "closed systems:" They try to generate the solutions to all their
problems themselves for as long as possible and do not rely on external experts
(van den Heuvel, Van Gils, & Voordeckers, 2006). In contrast to large corporations,
which often seek continuous professional advice, consulting is not a matter of
course in many family firms. The smaller the family firm is, the less likely it is to

utilize advisory services. Often, small family firms behave in a manner that is

% See chapter 6.1 and 6.6
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resistant to consultation (Melin & Nordgvist, 2007). In some cases, they only spend
their resources on advisory services in times of crisis. Thus, this is mainly strategy
consultancy, management consultancy, or project-based consultancy services.
Medium-sized family businesses are most willing to receive tax advisory services
(Strike, 2012). It is not uncommon for them to seek a tax consultant who is closely
tied to their company and even to the owner family personally.

According to a study commissioned by Impulse (MIND - Mittelstand in
Deutschland, 2005), 46% of the entrepreneurs surveyed said that there was
nothing they could learn from external advisors in their business area. Another
26% considered entrepreneurial success a matter of luck. A similarly stubborn
resistance to consulting can be found in many medium-sized family businesses
regarding management tasks and strategy and were also mentioned throughout
Interview 12 and 13. Thus, throughout the Interviews, this phenomenon only
occurred among the patriarchic predecessors. Leading is not considered a key
competence but a soft skill that management does not need to learn and certainly
does not need to professionalize. As a result, its relevance is systematically
underestimated not only for the working atmosphere but also for economic
success. There is a widespread view in medium-sized family businesses that the
organization of working relationships, especially those between family members,
does not require any special attention (Impulse Medien GmbH, 2005).

The fact that many family firms try to suppress advisory services is

connected to trust in externals and third parties. As for key positions within the
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company, family business owners do not want to share their company internal
information and trust in family-externals (Hennerkes & Kirchdorfer, 2015).

The theoretical approach behind this is called the Resource-Based View
and was devised by Penrose (1959). According to this theory, a company can be
understood as a compound of physical and human resources within the company
frame. These resources can be used to explore and exploit opportunities and to
repulse market threats. These resources are responsible for the company {V
performance and generate economic value. The higher the level of individuality
and the more difficult they are to copy, the more valuable they become for a
company, as they create competitive advantages (Mclvor, 2009). These resources
can be classified as tangible or physical and non-tangible or intellectual assets
(Hafeez, Malak, & Zhang, 2007). While tangible assets, such as equipment and
machinery, can be copied easily in most cases, intangible assets, such as the
employee base, tacit knowledge, skills, expertise, and competencies, are often
unigue. Since these firm-specific resources build the foundation of the company  V
performance (Irwin, Hoffman, & Lamont, 1998), family business owners do not like
to share them with external advisors (Hennerkes & Kirchdorfer, 2015).

Nevertheless, the interviews showed that companies with external advisors
seemed to manage change better than those who did not. Companies that
regularly used external advisors, such as company 2 or 5 showed a significantly
higher change implementation throughout their IT structure, process
automatization and online sales channels compared to those who refused to hire

consultants (such as company 6 and 7). The closed system that can be greatly
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beneficial during times of crisis can hinderthe FRPSDQ\TV GHYasI@WRSPHQW
many insights from external sources support the development process of the
company (Dyer & Ross, 2008). Different studies (Kamyabi & Devi, 2012; de
Brentani, 1989; Gebauer, Friedli, & Fleisch, 2006; Seewald, 2015) have supported
the thesis that external influence and insights from consultants and advisors have a
positive impact on the company performance of small and medium-sized
companies. According to Kamyabi and Devi (2012), consultancy services can also
have a positive impact on the relationship between complex decisions, knowledge
among the owner family, and competitive intensity in small and medium-sized
family firms.
8.5 Conclusion

The business transition process is already related to change but consists of
a time-consuming process rather than a (quick) event.®* The interviews show that
there is not only a greater propensity towards change implementation among the
business successors®?, but that employees are already expecting further changes
going in hand with the transition process. Both, the V X F F H Vpfdpeh§ity towards
change implementation as well as the expectation of the employee base are
drivers of actual change implementation. A great company liquidity is another
driver while a missing willingness of the predecessor to give up control and to
support the change implementation can be a big drawback in the actual change

implementation.

91 Compare Table 4 (page 149)
92 See chapter 6.7
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Thus, additional change implementation on top of the change related
transition process can endanger the company when poorly managed. The research
shows that the success of the actual change implementation is furthermore
dependentonthe VXFFHVVRUTV KXPDQ FDSLWDO cutikethsHP SOR\H
well as the employee involvement. If the business successor tries to implement
more change than he or she can possibly handle, it can not only endanger the
change implementation itself, but in the worst case the entire company. The same
can apply if the employee base develops resistance due to a missing involvement
or change implementations that do not go in line with the company culture.
Advisory services can be supportive for both steps, the actual change
implementation as well as the success of the above mentioned.

The following Figure 15 provides a simplified sketch of the findings of

chapter 8 Even though the impact of the different influencing factors may vary:
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Figure 15: Simplified sketch: Impact of Business Succession on Change Management (own figure)
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9 Conclusion

9.1 Summary

The business succession process is one of the most crucial transition
processes in a family firm, and change management is important for the long-term
survival of a company. Therefore, it is quite surprising that only a limited amount of
research has been conducted into the combination of these topics, although both
study fields have been researched in-depth individually.

7RGD\TV HF R&tHRpRded, ¥nd markets are changing quickly.
Technological change creates new information, communication, and production
technologies that then lead to shifts in comparative competitive advantages.
However, markets in different industries change at different paces. The less
conservative an industry sector is, the more quickly it adapts to change. Compared
to other industries, the construction industry is rather conservative and reluctant to
change, and not many wholesale construction materials and home improvement
retail companies have taken incremental steps toward new technologies and
change. However, there are only a few sectors that have been affected by
fundamental changes as much as the retail industry. These include, among others,
rising price pressures from a high level of competition and price sensitivity, shifts in
market shares, and changing consumer behavior toward more price sensitivity and
service orientation. Family businesses have a high economic significance. Due to
the necessity of change implementation and the rising number of upcoming family

business successions, compared with high failure rates in family business

191



succession, the impact of family business succession on change implementation is
addressed in this research.

Failure rates in family business succession are extremely high: In Germany,
only 30% of family firms successfully hand over the business to the second
generation, between 10% and 15% to the third, and only about 3% to the fourth
generation and beyond. Nevertheless, in family firms, family business succession
remains by far the most favored succession type. Reasons for this lie in the special
characteristics of family firms. While family firms are characterized by a strong
bond with employees, high profitability, flexibility, and speed in adapting to
markets, research and innovation are also cornerstones of the success of family
businesses. The interviews have shown that SEW, pride, tradition, and continuing
the family legacy were important factors in the decision-making process of the
successor to enter a family business succession. However, financial motives were
named as a close second factor as entering the family business was a reliable port
of call with a high financial potential and independence for aspiring business
SuCCessors.

The interviews showed that predecessors expressed their underlying wish
for a family-internal succession by preparing the potential business successor at an
early age. Some of the potential predecessors even received company shares
already before actively working in the company. All interview partners started
working in the family business at an early age, and most of them enjoyed a high
level of education. While in the last period of business, many predecessors tended

to lose their drive towards implementation of novelties. Therefore, the company
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experienced a lack of innovations. These include mainly technological innovations
and trends that the predecessor did not feel comfortable to pursue anymore due to
increased age and a lack of knowledge in the specific field. Many business
successors entered the family business right after their university degrees with no
fixed task and a great drive towards project-based change implementation in the
beginning. Therefore, their training from early age on came in handy. Among many
business successors an eagerness to implement changes, a drive to address
company developments, improvements, and innovations could be found.
Compared to the predecessors, who mainly made investment decisions based on
financial factors, such as ROI, business successors seemed to have a different
view of the implementation of change. They were more willing to implement
changes that did not lead to a direct financial return. These included mainly IT and
additional services that they said were what they would expect from a modern
company. This shows the movement of a conservative, ROI-oriented sector
towards a more modern and service-oriented view.

6 R D@&es business succession in family businesses have an impact on

FKDQJH PDQDJHPHQW LQ IDPLO\ ILUPV"’

According to the findings of the interviews, it can be said that business
succession has an impact on change management. One of the impacts of business
succession on change management is that the business succession process leads
to a higher degree of propensity towards change in general. Many business
successors enter the family business without a specific position or task. In these

cases, the successor usually picks a project-based task in a company field that has
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improvement potential. In most interviewed companies there were plenty company
fields with improvement potential, especially in IT and (web) service-related fields,
as the predecessor has left areas that he did not feel comfortable with anymore
untouched for the business successor. Most business successors tapped into
these field and pushed change implementation. As a result, more change was
implemented in times of business succession.

However, the type of impact of business succession on change
management is multi-dimensional and must be differentiated. The actual change
implementation throughout the business succession process is furthermore
affected by other aspects. While more capital drives the implementation of change,
the smaller budget of most small companies reduced the implementation of
development projects. Similar observations were made regarding the
SUHGHFHVVRUTV KXPDQ &predetéss@ higdesed tveJ L D U F K
implementation of change, while a more open attitude to change encouraged the
change activities of the business successors.

The impact of business succession on change management is consequently
that due to a higher propensity more change is implemented. However, this does
not answer the question of whether the timing of change implementation during the
succession process is beneficial or harmful or has no impact on the implementation
process and if there are further impacts of business succession on change
management. Whether the company transition process is fruitful to the change
implement process or whether it is not depends on multiple other aspects: the

HPSOR\HH EDVH WKH FRPSDQ\ FXOWXU klinguiskH SUHGHFH \
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responsibility, his or her attitude to change, the human capital of the predecessor,
and his or her attitude to change and to the company. All these dimensions played
significant roles in the ease of change implementation.

To achieve a better understanding, the characteristics of business
succession must be understood. Business succession is not an event; it is rather a
process with again many important aspects. 7KH SUHGHFHVVRUYV DELOLW
responsibility is important and his or her attitude to change must go in line with the
VXFFHVVRUYV YLVLR Q Wh¢/tRn&itibn peoceBd-bVafaily business
succession is already a change process that benefits from continuity. Every further
change implementation in the company could therefore impact the succession
process.

Nevertheless, with a successor arriving, employees already expect change
ZLWKLQ WKH FRPSDQ\ ,I WKH VXFFHVVRUTV KXPDQ FDSL
and the employee base and the culture can be managed accordingly, the business
succession in a family business provides a good foundation for the implementation
of change. High human capital in the person in charge supports successful change
implementation. Due to their intense training, educational background, and
professional experience, which are gained from a young age, family business
successors are often equipped with the required human capital. In this context,
however, employee involvement in the change implementation process is key.
While an early employee involvement is beneficial for the implementation of
changes, a missing involvement can lead to resistance among the employees and

lead to a complete failure of the process.
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Throughout the research, it was found that those companies who hired
external advisors tended to manage the transition and change implementation
throughout the succession process better. Many family businesses tend to avoid
consulting advisors, as they usually act as closed systems. Nevertheless,
especially in projects or special transition processes, these outside influences were
beneficial. This was particularly the case for strategic and managerial advisory
services.

7KH UHVHDU F KDdeX busingdsRugcéssion in family businesses
KDYH DQ LPSDFW RQ FKDQJH PDQDcHH pe-h@sWeredlasi DPLO\ ILU
following: Yes, business succession has an impact on change management in
family firms. The business succession process leads to a higher propensity
towards change implementation and consequently to a greater degree of change
implementation. However, the impact on change management and the benefit is
multi-dimensional. As the business transition process is also a change process
with many influencing steps, employees already expect change. If the
SUHGHFHVVRUYYV YLVLRQV JR LQ OLQH ZLWK WKH VXFFHV
the needed resources®, the succession process is a good turning point that drive
change implementation positively.

9.2 Concluding Framework

The research findings lead to the following theoretical framework (Figure 16)

of the research topic that addresses the beforementioned major findings of the

research:

93 Both financial and human
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Predecessor’s
willingness to give up Successor’s human
control and to support capital and employee
change involvement

Early implementation
preparation
and good
education of
successor

Risk behavior Advisory
services

Change Enthusiasm and Success of
project-based high propensity Actual change léhange

entry position t d h . =
in the owards change implementation implementation

company implementation

Investment
backlogs in Company Employee

tech-related size and base and

areas

budget culture

Figure 16: Theoretical Framework: Business Succession and Its Impact on Change Management in Family
Businesses (own figure)

The family internal business succession is largely influenced by SEW
aspects and the early preparation and good education of the family business
successor often leads to a high human capital among the business successors.
Investment backlogs (in tech-related areas) and a project-based entry position
drive the enthusiasm and the propensity towards change implementation among
the business successors.
Thus, the actual change implementation is furthermore influenced by the
FRPSDQ\ VLIH DQG EXGJHW DV ZHOO DV to/gveluB UHGHFH V"
control and to support change implementations in the family business. The actual
change implementation is also influence indirectly by SEW aspects. SEW has a
directimpact RQ WKH SUHGHFHVVRUfV ZLOOLQJQHVYV WR JLYH
actual change implementation moreover through the impact on the risk behavior in
family firms. 7KH S U H G H mHliNgviés&)t§ give up control and to support
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change implementation as well as the actual change implementation can be
supported by advisory services.
The success of the actual change implementation is then dependent on the
employee base and culture as well as the employee involvement and the
VXFFHVVRUYYVY KXPDQ FDSLWDO 5HJDUGLQJ WKH VXFFHV
preparation of the good education can come in handy. Just as with the actual
change implementation, advisory services can support the success or the ease of
the change implementation by supporting the successor directly and equalizing

missing human capital or by supporting employee involvement.
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10 Research Contribution and Limitations
10.1 Contribution to Theory
10.1.1 General Findings

Family businesses have a significant economic impact. Due to their high
place value a lot of research has been conducted about family businesses and
there are plenty of definitions on family businesses and family business
succession. A great amount of attention is also paid to change management. As a
result, a great deal of research has been conducted into business succession and
change management individually, but except for Ahrens (2013) qualitative
approach on some combining aspects, not much research has been conducted on
the combination of the two study fields. This research thesis therefore aims to tap
deeper into this gap by combining the two topics with a specific industry and a
specific succession type.

To do so, the specific characteristics of family businesses and family
business succession were drawn up at first. The research has shown that
compared to non-family businesses, family businesses tend to have higher
operational margins, higher ROIs and higher growth rates in both, revenues, and
assets. A reason for that phenomenon lies in the special connection of the
managing family business owner towards the company and the employees of that
company. Besides the fact that family members are more attached and passionate
about the company, they are also more driven by long-term results and other family
goals. This has also an impact on the business succession process which is often

part of the long-term plan of the family.
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10.1.2 Contextual Findings

The interviews provided evidence that emotional factors played an important
role in the decision-making process of family firms. Especially the pride that
business successors were experiencing seemed to have an impact on both
decisions regarding the business succession itself, but also decisions regarding
change implementations. This emotional, non-financial aspect is also addressed by
Gomez-Mejia et. al (Gomez-Mejia, Takacs Haynes, Nufiez-Nickel, Jacobson, &
Moyano-Fuentes, 2007; Gomez-Mejia, Makri, & Kintana, 2010; Gomez-Mejia, et
al., 2014) in multiple papers as Socioemotional Wealth approach or SEW
approach.

Although many predecessors do not have a written down succession plan,
they prefer a family-internal business succession. This is due to an underlying wish
of continuation of the family legacy, but partly is also influenced by non-financial
benefits like SEW. This family pride and the will to continue the family legacy is
also present among the potential family business successors. This is also
confirmed in Ahrens (2013) quantitative approach on the combination of business
succession and change management and described as limitation of the pool of
potential candidates. However, in contrast to Ahrens (2013) who demonstrates a
lower human capital among the business successors, this research has shown
different findings. The interviewed business successors are prepared at an early
age, often work in the family business part time during their educational career and
get in contact with the business extremely early. As they grow up with and

sometimes in the family business, they start to recognize the financial possibilities
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connected with the family business and pick-up business-related topics and
behaviors constantly.
When entering the family business, the trained and well-educated family
business successors are trying to make their way in the family business and tend
to take over change projects with improvement potential. The improvement
potential arises from investment backlogs of market developments that
predecessors do not feel comfortable with anymore at a certain age and in which
the successors tap in. Therefore, this research comes to the conclusions that the
business succession leads to an increase in propensity towards change
implementation among the business successors.
The actual change implementation is influenced by other factors, such as
size and budget of the company DV ZHOO DV WKH SUHGHFHNVa/RUYV ZL
control and to support the change implementation. In this context, SEW has a
GLUHFW LPSDFW RQ WKH SUHGH Fploontrial arfphandrid@etLQJQH VYV
impact on the actual change implementation through its influence on risk behavior.
Thus, although the business succession process leads to a higher
propensity towards changes and consequently more change implementation on
average, the success of the ease and success of change implementation is more
dependent on other factors VXFK DV VXFFHVVRUYV KXPDQ FDSLWDC(
involvement and employee base and culture. Advisory services can be beneficial
for the actual change implementation and its success, either directly or indirectly by
VXSSRUWLQJ VXFFHVVHRRIORARBE SDLELYRWLHRHQW RU WKH ¢

willingness to give up control.

201



Furthermore, the research delivers some interesting findings regarding the
combination of the two research fields in a specific industry and a specific
succession type and concludes with a theoretical framework. It also contributes to

theory by addressing further research needs (see chapter 10.3)

10.2 Contribution to Praxis

7KH WKHVLV 3%XVLQHYV N Bny&cEdt Chabhge@abdg«nent in
Family Businesses ’is targeted toward family businesses that are in a succession
process or those that will be facing one soon. It delivers theoretical background
and ideas for the correct timing of change implementation and notes some of the
influencing factors on change implementation throughout the transition process.
These ideas should allow family business successors in the wholesale building
materials and home improvement retail industry to successfully navigate the
transition process while attending to change implementation due to new market
requirements or the chance to change market positions. As some findings from the
interviews as well as most of the literature review is mainly detached from the
industry, the findings may be of interest for business owners and successors in
other industries. Conclusions can also be drawn for other industries and situations.

The entering family business successors showed a distinct drive towards
change implementation, not only to fulfill their ideas of the company, but also to
close the investment backlogs of their predecessors. This propensity towards
change implementation consequently leads to a higher level of change
implementation throughout the succession process. Thus, as the transition process

is already a change-related process, additional changes can endanger the success
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of that process. Therefore, all steps of the transition process and the
implementation of change must be handled with care and planned well.
This starts with the preparation of the potential business successors. The
research shows that for both, the business transition process itself, as well as
further change implementations, a high human capital among the business
successors is required. Therefore, a lot of knowledge and skills must be acquired
before starting the business succession process. Then, the leaving predecessor
must be willing to give up control and pass it on to the successor. For a successful
business succession process, all parties must pull the same strings, not only
regarding the transition process, but also for further change implementations of the
business successor.
Thus, all parties do not only include the predecessor and the successor, but
also the employee base. Therefore, it is important to involve employees throughout
the process and note the employee base and the culture. If changes do not go in
OLQH ZLWK HPSOR\HHVY H[SHFWDWLRQV DQG WKH XQLTX
resistance among the employees. While an open culture can push change
implementation, a missing employee involvement can lead to resistance among the
employees that are affected by the implemented changes. (PSOR\HHVY UHVLVWL
towards changes implemented by the successor can then lead to failure of the
specific change implementation, endanger the business succession process, or

even lead to a complete failure of the company.
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As a result, the business succession requires a high level of preparation of
all parties involved and can endanger the entire company, but also holds a lot of
improvement potential for the company when carried out successfully.

Furthermore, the thesis addresses additional gaps that might be interested
in praxis as well (see chapter 10.3)

10.3 Further Research Suggestions

As per the research aim, the research delivers some good findings and
ideas regarding the combination of family business succession and change
management, but also point out some gaps that need to be researched further and
in more depth. While the first two research gaps arise from general findings, point
three and four are contextual from interview findings.

10.3.1 Comparison to other Succession Types  and Industries

Throughout the research, only a regular business succession process was
considered which describes the business succession, because of a retiring
predecessor. Furthermore, no comparison to external business succession was
drawn. Additionally, the research was strictly limited to a certain industry.

Future research in the field could therefore address the same topic with a
larger sample size among different industries. In a second step, future research
could compare the findings to other business succession types, such as external
business succession through mergers, management buyouts, and sudden,
unexpected succession events, such as the sudden death or illness of the current

business leader.
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10.3.2 Female Business Succession

Apart from the limitation to one succession type there was a clear
preference for male business successors in family internal business succession.
Although the research was conducted in a mainly male-dominated industry, the
literature review has confirmed this finding also in many other industries. Some
papers show slight evidence of higher human capital among female business
successors. This phenomenon could be caused by the fact that the sample size
among female business successors is smaller. In addition, due to a favoring of
male business successors over female business successors, females make it to
the position only if they have a significantly higher human capital, while men are
pushed into the position despite their low human capital.®* In addition, the
difference risk behaviors of man in women can be addressed.
10.3.3 Non-Financial Behavior versus Financial Motives for Business

Succession

Another aspect that could be considered in more depth is the discrepancy
between the non-financial behavior of family firms and the financially motivated
decisions regarding business succession. While family goals and SEW aspects are
mostly non-financially driven, the motives of the successor were financially driven
in many cases. One interviewee said:

37TKH WRSLF RI KRPH L m&dlEeRaleHdhBlQAibnD@terials has
always played a big role in our family. Therefore, it had an impact when |

thought about my future. Nevertheless, at an early age | had already started

94 Compare Ahrens et al. (2015), Moog & Soost (2014), and Kay (2020)
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thinking that | would love to have my own company, and, at this point, it did not
matter to me what | would be selling £no matter if its dessous for women or
hammers and nails. In the end, it comes back to the same problems you are
facing and the same steps you must take. And since | was not creative enough
to find a better solution, | aligned myself with home improvement and wholesale
EXLOGLQJ PDWHULDOV ~ ,QWHUYLHZ

Nevertheless, successors showed that in contrast to their predeceasing
counterparts, they were more willing to invest in innovations and change that did
not have a direct return on investment but focused instead on a higher service
level. This mind changing in investment activities indicates a movement of the
conservative business sector toward a more modern view and an eagerness to
implement changes. This higher willingness to implement changes also indicates a
higher willingness to take financial risks which could be correlated with the low
entry costs the family business successor has when entering the family firm.

As these are non-financially driven, long-term goals, it is unclear whether
there really is a discrepancy between the financial motivation of the business
successor and non-financial family goals or not. Therefore, this could be analyzed
in future research.

10.3.4 Tax Aspects

Another factor that played an important role in many interviews was tax. The
avoidance of tax payments played an outstanding role in the transition process. It
seemed some predecessors had planned the entire transition process around the

tax topic. As taxes seemed to have a huge impact on the succession process and

206



the formation of the succession process, they may have an impact on this research
and are therefore of importance. In company 2 and 6 or example, the predecessor
had planned the succession process tax optimized. The mayor goal was the
avoidance of inheritance taxes and therefore company shares were handed over
before the business successor even entered the company. The interviews
furthermore showed, that in more than half of the cases, the predecessors had not
considered the start of the succession process and the further orientation of the
company until all legal and fiscal limitations had been discussed. In family business
succession, the optimization of inheritance taxes often has the highest priority. This
leads to the risk that tax targets are ranked higher than company targets, which
FDQ KLQGHU WKH FRPSDQ\YfY GHYHORSPHQW ZKHQ ORZH!
benefit the company development are postponed or left out in order to reach tax
goals.

In Germany, the charges for inheritance and gift taxes depend on personal
allowances, tax rates, and the type of assets that are being transferred. Transfers
of company real estate, business assets, and equity in corporations are treated
favorably in inheritance tax (Lorz & Kirchdérfer, 2011). Thus, the structure of the
assets to be transferred exerts a high influence on the tax burden.

In addition, significant savings in inheritance and gift tax can be achieved
through anticipated succession. Anticipated succession describes a succession
process that takes place in multiple stages (Tsoutsoura, 2015). In Germany, each
parent has a tax-free gift allowance for heirs that replenishes every ten years.

Since family businesses often have a value that is a multiple of this allowance, they
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start early to hand over company shares in tranches. Each tranche amounts to the
tax-free allowance and is handed over according to the replenishment period of ten
years (Lorz & Kirchdorfer, 2011).

In these cases, family members often become shareholders regardless of
their future in the company at an age when they probably have not planned
whether they want to work in the company or not. Especially when there are
multiple heirs, non-active shareholders can arise. Often non-active family members
pursue intentions that differ from those of the leader or the actual successor (Sund
& Bjuggren, 2013). Even when different shareholders follow the same goals and
intentions, multiple shareholders can slow down the decision-making process and
devastate the rapid decision-making that generates a comparative competitive
advantage for family firms (Schulze, Lubatkin, & Dino, 2003). This may lead to a
clash. Sometimes family members also join the company as employees instead of
taking over the managing director seat. If they are working with other employees,
their position as shareholder can also lead to difficulties (Mandl, 2008). Finally, the
receipt of company shares at an early stage can strengthen the already existing
subconscious feeling of obligation and can push successors into the position of
taking over the family business although they do not have the required capabilities
(Ahrens, 2013).

Predecessors are usually dependent on utilizing assets for their retirement.
Since most family businesses have a high level of assets tied into the company
andcannot EH OLTXLGDWHG HDVLO\ WKH FRPSDQ\YfV OLTXLG

(Tsoutsoura, 2015). When liquidation is possible, income tax effects arise due to
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the disclosure of hidden reserves and taxation as profits in the case of non-
targeted tax structuring. Hidden reserves are the difference between the current
value of an asset and its value in the balance sheet. Hidden reserves are
unintentionally disclosed, for example, when assets like real estate are withdrawn
from business assets as part of inheritance arrangements. Incorrectly formulated
transfers of assets for part consideration can have income tax effects, for example,
if the business is transferred to the junior free of charge in conjunction with pension
benefits, and the junior assumes the senior's liabilities (Schliessmann, Fandrich, &
Bloehs, 2001).

In summary, it can be said that taxes and the avoidance of taxes,
particularly inheritance taxes, play a significant role in family business succession
and can therefore impact the succession process, the implementation of change,
DQG WKH FRPSDQ\YYVY SHUIRUPDQFH 7KH LQWHUYLHZV VK
ranked the optimization of tax structures high and partly handed over shares to
family members at an extremely young age and before they even take over roles in
the company. This high ranking of tax avoidance strategies bares the risk of
prioritizing tax goals over company goals without sufficiently considering the impact
RQ WKH FRPS Bagm $ivvicaRo@dpects. Anticipated succession holds huge
tax-saving potential but introduces a high risk of false distribution of company
shares. It is therefore a double-edged sword that should be handled with caution.
Nevertheless, the general topic of taxes 2 the impact on taxes on the succession

process, the implementation of change, and the long-term company performance 2
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is an extremely broad topic that can be researched in more depth in a separate
study.

Therefore, the consultation of tax advisory services for the business
succession process is a double-edged sword. While tax consultation is commonly
used in family businesses, there is a risk of putting tax goals above family goals or
company goals. Taxes and the avoidance of taxes play a significant role in family
business succession and can therefore impact the succession process, the
LPSOHPHQWDWLRQ RI FKDQJH DQG WKH FRPSDQ\fV SHUI
prioritizing tax goals over company goals without sufficiently considering the impact
RQ WKH FR B®BRefm §ivtvival.

10.4 Limitation s of the Research

Despite the findings that were made during the research, there are a few
limitations that must be addressed. Business succession and the transition process
in family firms is a unique process. Due to the individuality of the process and the
companies, a direct comparison between companies is not possible. Thus, only
leads and hints can be drawn from the interviews that might be indicators for
certain findings. However, due to the relatively small sample size, 14 interviews,
these hints may need to be tested on a larger scale. Therefore, the research is
limited to the companies interviewed.

The interviews were only conducted in companies in one industry. This
makes it possible to compare the findings at a certain level, as external factors are
comparable. However, this limits the research to that specific industry. No direct

conclusions can be drawn for other industries in the same situation; assumptions
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can be made but must be researched in more depth. In addition, only a regular
business succession process was researched. In this context, a regular business
succession process refers to a business succession process in which the business
successor enters the family business because of a retiring predecessor. Sudden
unexpected events, such as the death of the predecessor, were not considered. In
addition, no comparison to external business successions or management buyouts
was drawn.

The fact that there was a personal contact with the interview partners is also
a limitation that must be addressed. Thus, the personal contact could have an
influence on the findings in two ways: On one hand, the personal contact with the
interview partners generated a basis for a more trustful and confidential interview.
It could lead to more information on the extremely sensitive topic of this research
such as other business succession scenarios planned by the predecessor and is
therefore beneficial for the course of the research. On the other hand, the personal
contact could also lead to more disclosure when the interviewees did not want to
address critical personal topics. The personal contact with the person interviewing
could lead to a higher sense of shame among the interviewees when talking about

critical points and therefore need to be addressed as a limitation.
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Appendix 1 +Privacy Note
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DATENSCHUTZERKLARUNG FUR FORSCHUNGSTEILNEHMER

Einflihrung

Ab dem 25. Mai 2018 ersetzt die Datenschutzgrundverordnung (DSGVO) das
Datenschutzgesetz und regelt die Art und Weise, wie Unternehmen personenbezogene Daten
verwenden. Personenbezogene Daten sind Informationen tiber eine identifizierbare lebende
Person. Transparenz ist ein Schliisselelement des GDPR und diese Datenschutzerklarung soll
Sie informieren:

e wie und warum die Universitit Thre personenbezogenen Daten fiir die Forschung
verwendet,

e was [hre Rechte unter GDPR sind, und,

e wie Sie uns kontaktieren kénnen, wenn Sie Fragen oder Bedenken hinsichtlich der
Verwendung Ihrer personenbezogenen Daten haben.

Ihre Rechte unter Datenschutz

Eines der Ziele der Datenschutzgrundverordnung (DSGVO) ist es, Einzelpersonen zu
befahigen und ihnen die Kontrolle tiber ihre personenbezogenen Daten zu geben.

Die DSGVO gibt Thnen die folgenden Rechte:

Das Recht auf Information

Das Zugangsrecht

Das Recht auf Nachbesserung

Das Recht auf Léschung

Das Recht, die Verarbeitung einzuschranken

Das Recht auf Dateniibertragbarkeit

Das Widerspruchsrecht

Rechte in Bezug auf automatisierte Entscheidungsfindung und Profilerstellung

Bitte beachten Sie, dass viele dieser Rechte bei der Verwendung der Daten fiir
Forschungszwecke nicht gelten, aber wir werden immer versuchen, auf Thre Bedenken oder
Fragen zu antworten. Weitere Informationen zu diesen Rechten finden Sie unter
https://www.shu.ac.uk/about-this-website /privacy-policy /data-subject-rights.

Warum verarbeiten wir Ihre personenbezogenen Daten?

Die Universitét forscht im Rahmen ihrer Funktion fiir die Gemeinschaft im Rahmen ihrer
Rechtsform. Die Datenschutzgesetze erlauben es uns, personenbezogene Daten fiir die
Forschung mit angemessenen Schutzvorkehrungen zu verwenden, die auf Basis der
Rechtsgrundlage fiir 6ffentliche Aufgaben, die im 6ffentlichen Interesse liegen, bestehen.

Informationen tiber die Rechtsstellung, die Verfassung und die 6ffentlichen Aufgaben der
Universitét finden Sie unter: https: //www.shu.ac.uk/about-us /governance-and-
strategy/governance /legal-status-and-constitution.

Wir werden Sie immer dartiber informieren, welche Informationen wir von IThnen sammeln
méchten und wie wir sie verwenden werden. Fiir die Erhebung und Verwendung Ihrer Daten
in bestimmten Forschungsprojekten werden wir Ihre Zustimmung einholen. Fiir Kinder,
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Jugendliche und andere schutzbediirftige Gruppen wird sich die Forschungsethik-
Kommission auf ein geeignetes Zustimmungsverfahren einigen, um den Schutz der
Teilnehmerrechte zu gewahrleisten. Ausfiihrliche Informationen erhalten Sie in einem
Informationsblatt.

Die Forschung an der Universitat unterliegt Richtlinien und Verfahren, und alle Forschungen
werden einer ethischen Priifung unterzogen, um sicherzustellen, dass sie so durchgefiihrt
wird, dass sie Thre Interessen schiitzt und auf einem hohen Niveau stattfindet.
https://www.shu.ac.uk/research/ethics-integrity-and-practice

Erhebung und Nutzung personenbezogener Daten

Alle Forschungsprojekte sind unterschiedlich und die Informationen, die wir sammeln,
variieren. Die Forscher werden jedoch nur Informationen sammeln, die fiir den Zweck der
Forschung unerlésslich sind. Forschungsdaten werden in der Regel so schnell wie méglich
nach der Datenerhebung anonymisiert, so dass Personen nicht erkannt werden kénnen und
Thre Privatsphare geschiitzt ist. Nach diesem Zeitpunkt kénnen Sie Thre Daten nicht mehr
widerrufen. Einige Daten, wie z.B. Umfragedaten, werden haufig anonym erhoben, so dass sie
nicht mehr zuritickgezogen werden kénnen, wenn Sie die Erlaubnis zur Nutzung erteilt haben.
Wenn Sie in einer Forschungspublikation (z.B. durch ein zurechenbares Zitat oder ein Foto)
identifizierbar sind, werden wir Thre ausdrtickliche Zustimmung einholen.

An wen geben wir Thre Daten weiter?

Um unsere Forschung der Offentlichkeit und der akademischen Gemeinschaft zu vermitteln,
ist es moglich, dass Thre anonymisierten Daten Teil einer Forschungspublikation, einer
Konferenzprésentation oder eines 6ffentlichen Vortrags werden. Wenn Forscher
Informationen verwenden méchten, die Sie identifizieren, wird eine besondere Zustimmung
eingeholt.

Der Schutz Threr personenbezogenen Daten ist von gréfster Bedeutung und wird nur dann
weitergegeben, wenn ein berechtigter Zweck erfiillt ist. Die Universitét verkauft niemals
personenbezogene Daten an Dritte.

Thre Daten konnen an folgende Dritte weitergegeben werden:

e Direktes Projektteam, das berechtigt ist, an dem Projekt zu arbeiten und auf die
Informationen zuzugreifen. Dies kann Mitarbeiter der Sheffield Hallam University oder
Mitarbeiter anderer Organisationen umfassen, die zur Bearbeitung des Projekts
berechtigt sind. Dies wird in Threm Informationsblatt deutlich gekennzeichnet.

e Wenn ein Student die Forschung durchfiihrt, werden die Daten an seine Vorgesetzten
weitergegeben.

e Unsere Recherchen kénnen tiberpriift werden, und es kann ein Zugang zu den Daten
erforderlich sein. Die Universitat hat Vorkehrungen getroffen, um sicherzustellen, dass
die Audits sicher und vertraulich durchgefiihrt werden.

e Im Falle von Beschwerden tiber ein Forschungsprojekt kann der Leiter der
Forschungsethik im Rahmen unseres ,Research Misconduct Procedure” Zugang zu den
Daten verlangen.

Lagerung und Sicherheit

Die Universitat verfolgt einen robusten Ansatz zum Schutz ihrer Informationen mit speziellen
Speicherbereichen fiir Forschungsdaten mit kontrolliertem Zugriff. Wenn Sie an einem
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besonders sensiblen Projekt teilnehmen, setzt die Universitat zusatzliche
Sicherheitsschichten ein. Die Universitét ist Cyber Essentials zertifiziert.

Neben diesen technischen MaRnahmen gibt es umfassende und wirksame Richtlinien und
Verfahren, um sicherzustellen, dass sich die Nutzer und Verwalter von
Hochschulinformationen ihrer Pflichten und Verantwortlichkeiten fiir die Daten, zu denen sie
Zugang haben, bewusst sind. Standardmafig erhalten Personen nur Zugang zu den
Informationen, die sie zur Erfiillung ihrer Aufgaben benétigen. Neue Mitarbeiter, die an der
Universitit einsteigen, werden geschult, und die bestehenden Mitarbeiter verfiigen bei Bedarf
tiber Schulungen und Expertenberatung.

Aufbewahrung

Thre Daten werden nicht ldnger als nétig aufbewahrt und in der Regel in einem
anonymisierten Format. Die Dauer der Aufbewahrung Ihrer Daten hangt von einer Reihe von
Faktoren ab, darunter die Bedeutung der Daten, der Finanzierungsbedarf, die Art der Studie
und die Anforderungen des Herausgebers. Einzelheiten dazu finden Sie im Informationsblatt
zu den einzelnen Projekten.

Nach der Anonymisierung kénnen Ihre Daten im Forschungsdatenarchiv der U niversitat
gespeichert werden, wo sie von anderen Forschern mit Erlaubnis der Universitat abgerufen
werden kénnen.

Kontaktieren Sie uns
Sie sollten sich an den Datenschutzbeauftragten wenden DPO@shu.ac.uk, wenn:

e Sie eine Anfrage haben, wie Thre Daten von der Universitat verwendet werden

e Sieeine Verletzung der Datensicherheit melden méchten (z.B. wenn Sie der Meinung
sind, dass Thre personenbezogenen Daten verloren gegangen sind oder unangemessen
weitergegeben wurden)

e Siesich dartiber beschweren méchten, wie die Universitét Thre personenbezogenen
Daten verwendet hat

Sie sollten sich an die Leiterin der Forschungsethik (Professor Ann Macaskill)
a.macaskill@shu.ac.uk wenden, wenn Sie Bedenken haben, wie die Forschung durchgeftihrt
wurde oder wie Sie behandelt wurden.

Unsere Postanschrift lautet: Sheffield Hallam University, Howard Street, Sheffield S1 1WB
Unsere Telefonnummer lautet: +44 114 225 5555

Weitere Informationen und Unterstiitzung

Weitere Informationen zur Verwendung personenbezogener Daten durch die Universitat
finden Sie unter https://www.shu.ac.uk/about-this-website /privacy-policy#this-section.

Der Informationskommissar ist die Regulierungsbehérde fiir GDPR, und Sie haben das Recht,
Bedenken gegeniiber dem Kommissar vorzubringen. Das Information Commissioner's Office
(ICO) verfiigt tiber eine Website mit Informationen und Leitlinien fiir die Offentlichkeit:

https://ico.org.uk/for-the-public/
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Das Biiro des Informationskommissars betreibt eine Telefon-Hotline, eine Live-Chat-Funktion
und einen E-Mail-Auskunftsdienst. Sie k6nnen Bedenken auch online melden. Fiir weitere
Informationen besuchen Sie bitte die Seite ,Contact Us" auf ihrer Website:

https://ico.org.uk/global /contact-us/
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Appendix 2 *Participant Information

Sheffield
Hallam
University

TEILNEHMER INFORMATIONSBLATT

Titel: Family Business Succession and its Impact on Change Management
Untemehmensnachfolge  und  ihr  Einfluss — auf  Veranderungsmanagement in
Familienunternehmen

2. Rechtliche Grundlage fiir die Studie
Es werden Daten zu Forschungszwecken erhoben. Persénliche Daten werden anonymisiert.
Weitere Informationen zum Thema Datenschutz kénnen Sie der beigefugten
Datenschutzerkléarung entnehmen.

3. Forschungsgrund
Um in einer schnelllebigen Wirtschaft konkurrenzfahig zu bleiben, sind permanente
Anpassungen und Veranderungen im Unternehmen notwendig. Ob und in welcher Form sich
eine Unternehmensnhachfolge auf die Umsetzung von Veranderungen im Unternehmen
auswirkt, soll im Zuge der Forschung beantwortet werden.

4. Teilnehmer
Die Studie richtet sich an Teilnehmer, die sich derzeit in einer Unternehmensnachfolge
befinden oder eine Unternehmensnachfolge in den letzten 5 Jahren abgeschlossen haben.
Teilnehmen sollten nach Mdéglichkeit immer Vorgénger und Nachfolger eines
Familienunternehmens.

5. Teilnahme
Die Teilnahme an der Studie ist freiwillig. Teilnehmer kénnen sich jederzeit ohne Angabe
von Griinden dazu entscheiden von der Studie zurlickzutreten oder bestimmte Fragen nicht
zu beantworten.

6. Hergang
Im Rahmen der Studie wird ein einmaliges Interview gefihrt, in dem die/ der Befragte tber
seine Erfahrungen aus dem Unternehmensnachfolgeprozess erzahlt. Die Interviews werden
aufgenommen uns transkribiert. Pro Teilnehmer findet lediglich ein Interview statt.

7. Teilnahmeort
Die Interviews finden am Unternehmensstandort der/ des Befragten statt.

8. Dauer
Da die individuellen Interviews im offenen Dialog stattfinden, kann die Dauer der einzelnen
Interviews je nach Interviewpartner variieren. Die Dauer wird auf 20 — 45 Minuten pro
Interview geschétzt.

9. Anonymitat
Die gefuhrten Interviews werden aufgenommen und transkribiert. Die Daten werden streng
vertraulich behandelt und im Zuge der Arbeit anonymisiert, sodass keine Ruckschlusse zu
einzelnen Teilnehmem erfolgen kénnen.

10. Informationszugang
Nachdem persénliche Informationen anonymisiert wurden, wird die Studie im Rahmen einer
Doktorarbeit veréffentlicht und somit &ffentlich zugénglich sein.

11. Rohdaten
Die Rohdaten der Studie (Aufnahmen der Interviews) werden nicht Teil der Veréffentlichung
und werden ausschlieRlich zu Zwecken dieser Studie verwendet. Sie werden mit Ablauf der
Aufbewahrungsfrist vernichtet.

Teilnehmer Informationsblatt Seite 1 von 2



12. Ergebnisse
Die Ergebnisse der Studie werden allen Teilnehmern auf Anfrage mit Abschluss der Arbeit
zugeschickt.
Teilnehmer haben jederzeit die Mdglichkeit weitere Informationen zu der Studie zu erfragen.

Kontaktdetails bei Fragen oder Bedenken zur Studie:

Forscher/ Doktorand:

Julius Bornschein
Wildburgstr. 30
55469 Simmern

Tel.: +49 175 7505064
E-Mail: j.bornschein@wbsim.com

Sie sollten den Datenschutzbeauftragten Sie sollten den Leiter der Forschungsethik
kontaktieren, wenn (Professor Ann Macaskill) kontaktieren,
wenn
e Sie ein Anliegen haben, in welcher Form e Sie Bedenken haben, in welcher Form
die Daten von der Universitat genutzt die Studie durchgefuhrt wurde und wie
werden die Teilnehmer behandelt wurden.

e Sie einen Daten-SicherheitsverstoR (z.B.
bei verloren gegangenen oder
missbrauchlich genutzten Daten)
melden mdéchten

¢ Sie sich dartber beschweren méchten,
wie Ihre Daten genutzt wurden

DPO@shu.ac.uk a.macaskill@shu.ac.uk

Postalische Adresse:
Sheffield Hallam University
Howard Street
Sheffield S1 1WBT
England

Tel.: +44 114 225 5555
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Appendix 3 *Research Consent Form

Sheffield ' Munich
Hallam _ Business
University School

EINVERSTANDNISERKLARUNG DES TEILNEHMERS

SCHWERPUNKT DER FORSCHUNGSARBEIT:  Unternehmensnachfolge

Bitte beantworten Sie die folgenden Fragen, indem Sie die zutreffende Antwort ankreuzen.

JA NEIN
1. Ich habe das Informationsblatt zu dieser Studie gelesen und mir Details der Il |
Studie erklaren lassen.
2. Meine Fragen zur Studie wurden zu meiner Zufriedenheit beantwortet und O O
ich verstehe, dass ich jederzeit weitere Fragen stellen kann.
3. Ich verstehe, dass es mir freisteht, innerhalb der im Informationsblatt O O
genannten Fristen von der Studie zurtickzutreten, ohne einen Grund fiir
meinen Austritt anzugeben, oder die Beantwortung bestimmter Fragen in
der Studie abzulehnen, ohne Folgen fiir meine zukiinftige Behandlung
durch den Forscher.
4. Ich bin damit einverstanden, dem Forscher Informationen unter den im | |
Informationsblatt festgelegten Vertraulichkeitsbedingungen zur Verfligung
zu stellen.
5. Ich méchte an der Studie unter den im Informationsblatt genannten O O
Bedingungen teilnehmen.
6. Ich bin damit einverstanden, dass die fiir die Zwecke dieser O O

Forschungsstudie gesammelten Informationen, sobald sie anonymisiert
sind (sodass ich nicht identifizieit werden kann), fiir andere
Forschungszwecke verwendet werden.

Name des Teilnehmers:
Kontaktdaten:

Datum und Unterschrift des Teilnehmers:

Name des Forschers: Julius Bornschein
Kontaktdaten: Wildburgstr. 30, 55469 Simmem
j.bornschein@wbsim.com
+49 175 7505064

Datum und Unterschrift des Forschers:

Bitte bewahren Sie eine Kopie der Eimvilligungserkldrung und des Informationsblattes zusammen auf.
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Appendix 4 +Excerpt of Interview Transcripts (translated)

1 Name of the file: 02.06.20, 11-29
2 I: You never know what it is for.

3 B: Back then | did not really think about it. It always seems weird to
see a builder’s merchant, owning a doctor’s title, standing at the

counter. But it is always the question what your plans are.

4 I: | agree. | was quite young when | graduated from university, so |

thought, | am young, uncommitted, and resilient, | can take the time.

5 B: We have a big competitor here in Southern Germany, his name is
[company name]. And the boss is a very strange guy. So, | thought
this might be a pre-taste for us. Above all, he insists on the "Dr". He
also flies in a Japanese guy first class twice a year, who practices a
Japanese philosophy to improve the production in the automotive
industry. His name is Taketa, but | forgot the name of the philosophy.
He does warehouse round tours to check everything. We have
requirements around how many items are allowed on your desk. And
on his tours, he sometimes throws items on the floor. Dr Kemmler
believes in this 100 percent. And | am sure there is something right
about this, but there are certain things in our industry which you can’t
compare to the automotive industry. When | worked at Woelpert, there
were a few colleagues who had worked for Kemmler before, who told
us a lot of strange stories. Maybe that is the reason, why | don’t want
to have a builder’s merchant with a doctor’s title.

6 I: How far is it for you to Um?
7 B: 130 kilometres.
8 I: And the employees still-?

9 B: No. They has his head office in Tibingen, the two | mentioned
before here next to us and a big one close by. And he has another 10
offices in the whole area of Baden-Wuerttemberg. But he performed
this madness everywhere. And the employees at my last employer
have been working there before. Very strange. It costs about 50.000
Euro each time to fly this guy in, only for the tickets. And then you have
his fees on top. But he likes it, he has worked in Japan for several
years.

10 I: Iwould never do something like this, even if | had tons of money.

112
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13

14

15

B: For this amount of money you could also have a huge party for the

employees.

I: Yes, the employees would much more satisfied than with only being

allowed to have three items on their desks.

B: Three weeks before he came, the employees checked the files
from the last visit and reorganized their offices and desks according to
those files. As soon as he had left, they removed everything back to
the way they wanted it. | spoke to some managers. They wanted to
move forward in their projects and then had to practice Zen
Buddhism. They had trainings in Japan as well.

I: How can someone be that crazy? Okay, let's start. The topic has a
lot to do with family and family succession, so it would be wonderful if
you could talk about the company and the history of the family.

B: Okay. Like | said before, the company [company name] was
founded in 1886, when my great grandfather as a professional builder
moved from Lower Saxony to this area. There were a lot of building
projects at that time and as a professional builder he also built his own
storage facility for building materials and later started trading the
materials he didn't use himself. Over time the building company
became a building materials trade and even a forwarding company.
With his first wife he had three sons and later another three sons with
his second wife. The company was split, so that one son inherited the
building company, another the building materials trade, the next one
inherited the forwarding company. That went well for a while. Then the
forwarding company was closed. The building company still exists
and is being run by distant cousins. Then my grandfather's dad took
over and lead the company through challenging times because of his
father's early death. He supported his mother, who was also working
in the company at that time. My grandfather married my grandmother
after the war. She had the timber trade [company name] in her family.
Her brother was a war invalid and because of his condition did not
want to take over the company. He decided to follow are career in
science and my grandmother brought the timber trade into the
marriage. At first my grandfather managed the timber trade, while his
father ran the building materials trade and later, he managed both
companies. When my father joined the company, he also started in
the timber trade because it was the smaller part of the company. And
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when my grandfather had to spend some time in hospital, he also took
over [company name]. From 1886 until around 2000 it went well quite
well at three locations. It was a little bit inefficient, as they always had
to drive back and forth between the warehouses, which were spread
all over the city. Therefore, there have been efforts since the Sixties to
unite the company at one location, which finally happened in 2005,
after 40 years of planning. Since then they operate together under the
name [company name], timber building materials.

I: But they have been independent companies before?

B: Yes. They were connected in an administrative limited liability

company but operated independently.
I: And the systems are united since the merger?

B: No. We introduced Hibis at an early stage. My father joined the
company in the Eighties at the age of about 30 and one of his first
measures was to accelerate digitalization. Back then this meant
switching from hand-written sheets to Hibis and MS-Dos. | believe,
this happened in 1989 for both companies. Later we bought a third
company, for which we adapted the system directly. When Prohibis
was published, we didn't want to be the first ones, but we have been.
We wanted to implement the new system right away after the move,
wo people would get used to it. In connection with the new location we
had to suffer quite hard. We introduced a chaotic storage, which is
possible with Prohibis. Logistics has always been important to us. We
were among the first companies which pulled through with inventory
...H##, because you must know the content of your storage to be a
good merchant. And we made a huge effort to optimize the
warehouse in order to minimize searching for items. In the end we
decided that we need a warehouse management system. My father
was already dreaming about such a system in the Nineties when the
technical requirements were not ready yet. Afew years ago, | saw it
again at a trade fair, so we started planning together, but unfortunately
forgot to inform the others involved. My father and | were 100 percent
sure about it, but the others didn't really know what we were doing, so
we had a conflict of interests and problems after the implementation
as well. The logistic part worked well, but we underestimated the

distribution.

I: And how did you solve the problem? It is an advantage if the vendor
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knows the number of the bags of cement in the warehouse.

B: Our earlier system was not prone to error as well. The vendor was
able to estimate the stock. The problem was that it became much
more intricate to write or change a delivery note. | must admit that we
failed to communicate and to train the new system in time. By
implementing a new hardware, a new software, and new processes
as well, we had massive problems with interfaces, between Prohibis
and LVS. So, we did intensive trainings for distribution and we still do
to fine-tune processes. We pushed Hagebau and the software
developer to improve the systems, and we drove new developments,
which will hopefully help the whole Hagebau if Hagebau as a general
contractor offers these solutions to other partners too.

I: If you're involved from the beginning, you will suffer the most, but

you will probably be one of the first to enjoy the benefits.

B: It works much better now. We are about to finish the second year.
The first six months we spent in the Valley of Tears, lost a lot of
customers, because they had to wait for hours to get a bag of cement
and other problems like this. | spent three months of the
implementation working in the warehouse for 10 to 12 hours, seven
days a week, trying to get on top of the situation. It was very
educational, and we finally made it through. We got customers back,
who never wanted to come back again. We could have had it easier,
but we have been too stubborn. It might have been better to have a
pause in between, but as we put enormous investment into new

hardware and software, we also wanted to follow through.

I: It is really hard to stop something | am convinced about and say,
maybe | will continue at a later point. Do you have your own software
or are you linked to Hagebau head office?

B: We are linked to the head office. We are a building materials dealer
and not an IT company. We have no idea about IT, and it is not our job.
We have a young lady, who knows her way around. She is in contact
with the data centre and also capable to deal with some things locally.
And there is also a substitute, who would be able to deal with these
things too. But we don't employ an IT expert, as we can’t use him to
capacity and we could not pay him as well.

I: There are great advantages to outsourcing. Of yours you are
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dependent and less flexible, but when an issue arises you know there

are experts who do nothing else than taking care of this problem.

B: Exactly. That's why we focus on our competence as building
materials dealer. Although we still must deal with the programming
and the settings. And now the employees in the warehouse, who most
likely know the least about IT, must handle all the technical equipment.
As the user interface functions like a smartphone, it is no problem for

the younger employees, but the older ones are struggling.
I: Do you use software and hardware from ... ##?

B: Yes. We decided to buy this ...##. There was the possibility to buy
the hardware ourselves but owing to our lack of IT knowledge we
decided against it. Now that Hagebau is offering this as a prime
contractor, it would be useful for them to take over buying with their IT
department, because they get better conditions from suppliers and
can buy larger quantities. For us as a smaller partner it was more
practical back then. Probably we could have saved a few thousand
Euros, but it would have been much more complicated. They
delivered it complete with the service contract.

I: It is the same everywhere. When there are interfaces involved and

problems arise, one always blames it on the other.

B: That is why we decided to purchase it from one source, including
the recommended equipment. It has improved a lot in these two
years. | have worked in the warehouse myself last weekend to give an
employee a long weekend and to see how it all works now. It worked
much more smoothly than | remembered. | also enjoy seeing that
everything interlocks, it has a logic, | have no more paperwork and
don’t need to search for my slips of paper everywhere. Well,
sometimes you misplace your device, too, but it will be much easier to
find. And so far, only one time someone ran over the device with his
forklift, which made everybody understand to never place the device
on the floor.

I: You have taken an unusual path. You went to university and then
went to a fellow partner, and later to the next one. But at the same
time, you always had one eye on this place. Could you say a few
words about this?
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B: Yes. As already mentioned, it became clear at the beginning of
2000 that the new building would come. At that time, it was clear that
none of my two older siblings would be interested in joining the
company. My brother helped out in the warehouse in his holidays, but
always said it is not his thing. Our parents never pressured us. My
sister had no ambitions, either, but she stepped a little bit into that
direction by becoming an architect. She helped out in the tile
department and of course was in contact with interior designers back
then. Also, our grandfathers' brother was an architect, so there was a
certain imprint through the family. When | was 15, my grandfather
called me into his office and told me about the history of the company.
And in the end, he asked me if | could imagine taking over the
company in the future. Five minutes later my dad called me into his
office, and we discussed everything as well. Then | took two weeks to
think about it and finally told them that | agreed. More or less based on
this statement they started the replanning of the location. If nobody
would have taken over the company, they would have stayed in the old

location for another 25 years and then would have sold it.

I: One of the smaller partners | worked with invested on a similar

scale, and he said the same thing.

B: When my father asked me, he was 50 years old. It was
foreseeable that he would continue for another 20 or 25 years, butin a
family business you tend to plan more prospectively in 50 or 100
years. That is quite a difference. For me it then went clearly in the
direction of the building materials trade. University entrance diploma,
studies. My studies were also without pressure. My parents still said
you can study whatever you want. | decided on the wood industry
because pure business administration was not my thing. Wood
industry was interesting because as a timber merchant we had
access to the subject, and it holds a lot of natural science. | thought
there would be enough business management included to make it all
worthwhile. Afterwards | wished it had been more business
management and less chemistry. Then | had to practice learning by
doing.

I: If you are active in a business enterprise and have the basics, you

can learn everything. And there is no doubt that you have them.

B: In an entrepreneurial family they often talk about business, so | had
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