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11 Family firms and regional
development

Evidence from China

Xinrui Zhang, Junsheng Dou and Hanging
“Chevy” Fang

Introduction

In recent years family business literature has started recognizing the im-
portance of context (Gomez-Mejia, Basco, Miiller, & Gonzalez, 2020;
Morck & Steier, 2005) to better understand family firm behavior. This is
because context might affect the size and structure of the business family, re-
source endowment, and feasible governance mechanisms that business families
use to protect their economic and non-economic endowments (Chen, Fang,
MacKenzie, Carter, Chen, & Wu, 2018; De Massis, Ding, Kotlar, & Wu, 2016;
Janjuha-Jivraj & Woods, 2002; La Porta, Lopez-de-Silanes, & Shleifer, 1999).

Since opening up to global trade and implementing free-market reforms
in 1978, China’s economy has experienced tremendous growth, with a 9.5%
average annual growth rate in gross domestic product (GDP). Indeed, China
has grown from a low-income economy with a GDP per capita of less than
$200 to a middle-income country with about $8,800 GDP per capita. Market
reforms have also nurtured a large population of entrepreneurs, who have
become the driving force behind the increasingly important private economic
sector in China (Tsang, 1996). As China’s economic system continues to ma-
ture, entrepreneurs who were able to capture the opportunities of the reform
in the 1980s have reached an age where they need to consider the possibility
of passing their business to next-generation family members (Pistrui, Huang,
Oksoy, Jing, & Welsch, 2001).

Nonetheless, most research in family business is contextless and scholars in
this field have recognized that more studies are needed to better explore the
interaction between family firms and context (James, Hadjielias, Guerrero,
Discua Cruz & Basco, 2020). At the same time, despite the strong interdepend-
ence among family businesses, business families, and the Chinese context, we
still lack a thorough understanding of how the Chinese context might contrib-
ute to unique specificities of Chinese family firms. It is an emerging economy
but at the same time is also a transitional one. Hence, federal and regional gov-
ernments play an important role in designing policies that eventually impact
how family firms behave and perform.

Our evidence shows that, just like in other economies, family firms are a
relatively common phenomenon in China across regions. Additionally, we
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observe that even though there is a prevalence of family firms, its presence
varies across geographical regions. Finally, our findings show that, compa-
rable to other national and regional economies, Chinese regional develop-
ment seems to have substantial effects on family firm behaviors in terms of
R&D investment, industrial diversification, and internationalization.

The Chinese context, institutional transition,
and family entrepreneurs

Just like in other economies, family firms are highly prevalent in China, if not
more so (Sharma & Chua, 2013). Different from other cultural environments,
business leadership in China is inextricably tied to the central role that family
plays in business (Liden, 2012), largely stemming from the Confucian norms
and values deeply embedded in Chinese society. In China, the idea of “fam-
ily” (Chinese: %) refers to a unit of members related to each other by blood,
marriage, or adoption, characterized by culturally defined role differentiations
and solidarity among members, the owning of common property, the sharing
of common production and common consumption, as well as the practice of
common social activities. Here, “family” would go beyond simply a biological
unit bonded by marriage and blood. In fact, Chinese family can be conceptual-
ized as a social unit in which family members’ roles and solidarity relations are
defined by underlying Confucian values; it is an economic unit in which living
members produce and consume in common and also a cultural unit where the
family is responsible for performing certain anthropological rituals such as an-
cestor worship for the wellbeing of both living and deceased members.

Note that, Confucian norm specify a unique relationship between the
family and the individual. In the West, the family often serves the basic
function of raising and preparing an individual before he/she goes out into
the world and becomes a full member of society. As a result, families of-
ten experience a “break up” when children reach adulthood, depart from
the original family, and start to build their own nuclear families. In other
words, the family system in Western society exists to nurture junior family
members. The situation in the traditional Chinese context is the exact oppo-
site: the purpose of family members, especially junior males, is to nurture
and continue the family, which is often aligned with a shared family sur-
name, history, and antecedents. As Baker puts it,

There is an underlying assumption in Chinese thinking on the family
that there is such a thing as a “Continuum of Descent”...Decedent is
a unity, a rope which began somewhere back in the remote past, and

which stretches on to the infinite future . . . the individual alive is the
personification of all his forebears and all his descendants yet unborn.
(1979, 26)

Hence, it is not a surprise to see that Baker concluded that the “individual
was dominated by the family (in China)” and “the actions of individuals
were geared to the requirements of the (Chinese) family” (1979, 27).
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Given its prevalence and strong influence, the family-centered culture in
China often makes family business the default form when entrepreneurs
start their ventures (Aldrich & CIliff, 2003). Also, family members are so-
cially and culturally obligated to support each other’s business initiatives
and family-endowed financial, social, and human capital are often used in
the family system (Arregle, Hitt, Sirmon, & Very, 2007). In addition, busi-
ness leaders in China are often considered “father figures”, who are ex-
pected to have proven capability and integrity, yet be considerate, and are
expected to take good care of even non-family managers and employees.
Taken together, it appears reasonable to conclude that the prosperity and
idiosyncrasies of Chinese family firms partially stem from traditional Con-
fucian culture, which emphasizes the inseparable connection between the
individual and the family system.

Besides informal institutions such as culture and value systems, formal
institutions also play an important role. Indeed, China is still a transi-
tional economy undergoing changes in its economic and political systems.
The most relevant part for our discussion is the adolescence stage of the
private sector, where economic activities led by entrepreneurs started
during 1980s and 1990s (Pistrui, Huang, Oksoy, Jing, & Welsch, 2001).
Prior to this, China was a planned economy largely controlled by state-
owned firms, with very few opportunities left to private enterprises. It
is family entrepreneurs/founders who started the first wave of privately
owned businesses immediately after the 1978 Open-Up and Reform era.
In addition, given the fact that formal institutions such as the protection
of property rights are still not fully developed in China, family govern-
ance is often used to “fill the voids”. Here, the family’s reputation often
serves as a reliable substitution for effective commercial laws and the fam-
ily network might help reduce the cost of searching for business partners
and maintaining business relationships (i.e., transaction costs).

Finally, because of the emerging nature of Chinese economy, all fam-
ily entrepreneurs and family firms in China are relatively young. In fact,
in Western economies some family firms have already been successfully
passed from the founding members to the second or later generations
(Chua, Chrisman, & Sharma, 2003; Morck & Steier, 2005). In comparison,
the majority of Chinese family firms have never experienced intra-family,
trans-generational succession (Janjuha-Jivraj & Woods, 2002). Further-
more, entrepreneurs and business families in China still lack experience
with family governance as well as talent in the family labor pool (Morris,
Allen, Kuratko, & Brannon, 2010). Finally, the global economy has entered
a period of recovery and China’s economy, which had been on the rise so
far, is facing a slowdown. In contrast to mature family firms in Western
countries, which have already experienced various economic cycles (La
Porta, Lopez-de-Silanes, & Shleifer, 1999), family firms in China are still
struggling to leverage technological innovation and strategic renewal in
order to maintain their positions in the market (De Massis, Frattini, &
Lichtenthaler, 2012; De Massis, Ding, Kotlar & Wu, 2016).
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To summarize, meaningful insights of family business in China cannot
be decoupled from (1) cultural heritage stemming from Confucian culture
and values; (2) institutional transitions that are strongly connected with eco-
nomic growth in China; and (3) family founders/entrepreneurs who started
the business. In the following sections, we will discuss the specific character-
istics of family entrepreneurs and family business, family governance, and
strategic and environmental issues in family business. In our discussions, we
will elaborate on the unique “Chinese characteristics” of family business in
the country, which either result from or contribute to the nation’s economic
growth and institutional transitions.

History and overview of Chinese family business

Data sources

All the following discussions are based upon information from two data
sources. The first is the China Stock Market & Accounting Research
Databases (CSMAR), which covers all publicly listed firms in China. In line
with existing research (Chua, Chrisman, & Sharma, 1999; La Porta et al.,
1999), we classify family business as those with (1) at least 15% family own-
ership and (2) at least two family members who currently serve as top man-
agers and directors. The second data source is the All-China Federation
of Industry and Commerce (ACFIC) database, which is based on a survey
effort of private enterprises in China from 1995 to 2016, with data collected
once every two years. We also include a data collection on the “health and
sustainability of Chinese family firms” jointly conducted by Zhejiang Uni-
versity and the All-China Federation of Industry and Commerce in 2015
and 2016. The nature of public and private family firms vary due to firm
size and goals that the dominant coalition pursues. Therefore, we used data
from public and private family firms and we separated the analysis because
both types may differ in terms of behavior and performance.

Furthermore, according to the China market index, we classify provinces
and areas in China into three categories: highly-developed, moderately-
developed, and under-developed. In general, most provinces along the east-
ern and southern coast fall into the highly developed category. Provinces
in the middle and mid-western parts of China are mostly moderately devel-
oped, whereas those in the west or south-western parts are under-developed.
This observation is consistent with the idea that the coastal areas are more
likely to be exposed to economic opportunities, hence more likely to experi-
ence higher economic development.

In the following sections, we draw attention to regional differences with
regard to family firm behavior, structure, and performance. Such an ef-
fort reflects our research intention of explaining the spatial distribution of
Chinese family firms as well as their differences and similarities across re-
gions. Additionally, when the data information allows, we will explore the
regional influence on Chinese family business.
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Private enterprises and family business in China: an overview

According to the National Bureau of Statistics of China, in 1996 there were
443,000 private enterprises. In 2017, the number reached 14.4 million with an
increase of 31.4 times and an average annual growth rate of 18.0%. The pro-
portion of private enterprises increased from 16.9% to 79.4%. In addition,
as of 2017 private firms have contributed to more than 60% of China’s GDP,
50% of national tax, 70% of investment in technological innovation and new
product development, and 80% of newly created jobs. According to China’s
National Bureau of Statistics, the number of private enterprises in China
has dramatically accelerated over the past few years (Figure 11.1). Among
them, the number of private enterprises in highly-developed areas have been
much higher than that in moderately-developed and under-developed ar-
eas. As shown in Figure 11.2, it appears that the level of regional economic
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Figure 11.1 The number of private firm registration in China by regions (unit:
million, 2010-2017).
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Figure 11.2 Publicly listed family firms in China and regional development (unit:
million, 2005-2018).
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Figure 11.3 Average family ownership of Chinese listed firms.

development is positively associated with the number of private sectors/en-
terprises, especially family-owned ones.

In the following part we briefly discuss the general features of family in-
volvement in ownership across publicicly-traded companies in China. Ac-
cording to the CSM AR database, average family ownership has increased
over the past 14 years. Family ownership is highest in highly-developed ar-
eas, second in moderately-developed areas, and lowest in under-developed
areas. However, the gap between moderately developed and under-
developed areas has been narrowing in recent years, maybe because of the
overall improvement of the institutional context across regions in China
(Figure 11.3).

Family entrepreneurs in China

As mentioned above, any discussion on family firms in China cannot ne-
glect the important role of family business leaders, who, in most cases, are
the founders of the business. Yet, in contrast to their descendants, family
entrepreneurs/founders might lack the formal knowledge, skills, and/or edu-
cation to run the business, partially due to the under-developed educational
system of China before the Opening-Up and Reform era. Nonetheless, in
alignment with free-market reforms, education has become increasingly im-
portant and family entrepreneurs have been active in obtaining education
in order to develop/maintain their competitive edges in the market. Indeed,
ACFIC data from 1995 to 2016 shows that the education levels of family en-
trepreneurs have significantly improved over time (Figure 11.4).
Additionally, consistent with existing studies on family leadership in busi-
ness (Chen et al., 2018), female family leaders have been on the rise. Ac-
cording to ACFIC data from 1995 to 2016, the proportion of female family
leaders has increased from 10.40% in 1995 to 20.40% in 2016 (Figure 11.5).
Such a change has also been observed in Western economies, which might
reflect a global trend where the function of female family members has
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Figure 11.4 The proportion of Chinese entrepreneurs with bachelor’s degree or
above.
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Figure 11.5 Proportion of female entrepreneurs in China.

transitioned from a supportive role in the family system into a leading role
in the intersection between the family and business systems (Curimbaba,
2002; Nelton, 1998).

In the absence of a mature market system, family entrepreneurs in China
often choose to develop political connections and/or join political alliances
to better exploit opportunities and absorb uncertainties stemming from
the context (Morck & Yeung, 2004). In fact, business families’ active po-
litical participation (the communist party) might facilitate access to valu-
able opportunities and resources, help overcome the liability of “newness”
and lack of legitimacy in entrepreneurial activities, and potentially expand
formal and informal networks (Tsang, 1996; N. Xu, X. Xu, & Yuan, 2013).
Indeed, according to the ACFIC survey, the proportion of family entrepre-
neurs with membership in the Communist Party of China (CPC) increased
dramatically from the 1990s to early 2000 (Figure 11.6). Nonetheless, we



Chinese family firms and regions 217

45.00% 40.50% 41.50%

40.00%
35.00%
30.00%
25.00%
20.00%
15.00%
10.00%

500% =—=—====C IR T00% 709,63 ==+
0.00% PST0% 830%7 50,
1995 1997 2000 2002 2006 2008 2010 2014 2016

The proportion of CPC ==== The proportion of other parties

Figure 11.6 Political background of entrepreneurs.
Note: CPC is short for Communist Party of China.

also observe strong fluctuations and the proportion has started to decline
in recent years.

Due to data limitations we were unable to specify the variation of family
private entrepreneurs across regions. Future researchers might want to col-
lect additional data to explore these differences and causes, and how they
might vary across regions.

Current status

This section intends to discuss critical issues related to current challenges in
Chinese family business. The topics cover governance mechanisms, innova-
tion, diversification, internationalization, and firm performance in Chinese
family firms across regions.

Corporate governance

Just like their Western counterparts, Chinese business families are inclined
to use governance mechanisms in enhancing their control over the business.
Certain mechanisms such as a board of directors and chair positions are often
used. These not only help the owning family supervise and control operational
activities, but also mitigate the tension of conflicts of interest among sharehold-
ers and stakeholders and may help maximize the value of the firm in the long-
run (Carney, 1998, 2005; Chrisman, Chua, Kellermanns & Chang, 2007).

Starting from 1995, the percentage of family firms establishing boards
of directors, boards of supervisors, and shareholder meetings has been in-
creasing (Figure 11.7). According to the ACFIC survey, from 1995 to 2016
this trend can be best described as a “rise and fall”. In 1995 only 29% of
respondents had a board of directors. This number jumped to 74% in 2004,
and then declined into 43% in 2016. Similar trends have also been observed
in the establishment of board of supervisors and sharcholder meetings.
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Figure 11.7 The governance institutions of Chinese private firms.
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Figure 11.8 Family members in top management teams, supervisor boards and di-
rector boards by regions.

Nonetheless, executive, supervisory, and director positions are often re-
served for family business founders or their relatives (Figure 11.8). In fact,
the proportion of family members in the executive team (10-20%) and the
board of directors (15-25%) are relatively high.

We notice substantial regional differences. In the more developed areas,
we tend to have higher proportion of family members in the executive team
and boards. This phenomenon may be due to the positive correlation be-
tween family ownership and regional development (Figure 11.3), as higher
family ownership might motivate the family to assign more members to
leadership positions. This might also stem from the improved education and
capabilities of family members in highly-developed regions, hence making
them more capable of management. Future researchers might want to col-
lect additional data to explore these possibilities.

Innovation

Innovation is the driving force behind business growth and superior perfor-
mance. Research and development (R&D) intensity, measured as the R&D
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expenditures/Sales percentage, is often used to capture a firm’s resource invest-
ment in technology innovation. According to the European Union standard,
firms with more than 5% R&D intensity are considered to have a high level of
R&D investment, with 2-5% a medium-level, and those below 2% a low-level.

Using the CSMAR database, we track R&D investment in 307 listed Chi-
nese family firms from 2009 to 2015. In general, half of them have an R&D
intensity between 2% and 5%; 15.72% have an R&D investment intensity
higher than 5%; and 21.21% below 1%. In addition, firms whose founders are
aged 41 to 50 have the highest level of R&D in business (4.01%). Also, family
founders who have at least a bachelor’s degree tend to invest more in their
businesses compared to those with lower levels of education. In addition,
family firms with both family owners and family managers have slightly
higher R&D intensity (3.69%) compared to those with family involvement
only in ownership (2.82%). Furthermore, those with second or later family
generation members in top management positions have higher R&D invest-
ment compared to those without.

Note that the abovementioned findings are somehow different from the
Western experience. As Fang et al. (2018) and Memili, Fang, and Welsh (2015)
show, compared to the founding generation, second- or later-generation mem-
bers in Western family firms are often more risk averse, reflected in lower
levels of R&D investment and internationalization. Our findings might im-
ply that the transitional nature of the institutional and economic context in
China, coupled with better overseas education among junior family members,
might motivate late generation-controlled family firms to be more innovative
and risk-taking compared to the founding generation-controlled family firms.

It appears that there is a positive correlation between a family firm’s R&D
investment and regional development as those in developed regions tend
to have higher R&D investments (Figure 11.9). Such a phenomenon might
be due to the prevalence of institutional voids in under-developed regions.
Hence, family firms in these areas might be more motivated to invest re-
sources in political connections rather than R&D and technology innova-
tion (Morck & Yeung, 2004). It is also possible that under-developed areas
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Figure 11.9 R&D investment intensity of listed family firms in China by regions.
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Figure 11.10 Average patens and invention patents of listed family firms in China
by regions.

are dominated by low-technology industries and that the demand for R&D
is not urgent. In addition, such a finding might be due to the fewer colleges
and universities, as well as the lack of supportive government policies, in
under-developed regions. While we are unable to test these propositions
given the data limitation, future studies may certainly further explore the
specific mechanisms behind these differences.

It has been found that the number of patents in highly-developed areas
is the highest, while those in moderately developed areas are the lowest
(Figure 11.10). Given the fact that a patent is an outcome measure of innova-
tion, this result might suggest that family firms vary in terms of innovation
productivity across regions. Future researchers might want to pay more at-
tention to this possibility.

Diversification

Diversification happens when the company expands its product lines and/
or enters a new geographic/industrial market. According to the CSMAR
database, for 305 listed Chinese family firms from 2009 to 2015, the overall
diversification index was 0.237, a moderate level of diversification. Its calcu-
lation takes into account the number of different products, the distribution
of products in the production line, and the dissimilarity or heterogeneity of
products, applying equally well to plants/firms/industries and bounded be-
tween zero and unity (Gollop & Monahan, 1991; Jacquemin & Berry, 1979).
Data from the United States in 1982 shows that the diversification index is
between 0.049 and 0.482 (Gollop & Monahan, 1991).

The proportion of non-related diversification is over 78%, meaning that
Chinese family firms tend to focus on market areas that are less related to
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their “core” business. Unrelated diversification can help neutralize risks
from same business areas, but may also increase the cost of resource allo-
cation and operational coordination (Jones & Hill, 1988). It is our belief
that the reason behind this unrelated diversification choice is the rapid
growth of China’s economy, which may create many new yet unrelated
opportunities that business families intend to exploit. Additionally, unre-
lated diversification may be influenced by political connections (Faccio,
2006). A series of studies find that political connections might result in bet-
ter firm performances in emerging economies (Li & Zhang, 2007; Peng &
Luo, 2000). This is because when market and political institutions are im-
mature, political connections can help companies better seek help from
the government and obtain valuable resources such as financial support,
novel technology, and monopoly permits (Peng, Lee, & Wang, 2005).
Furthermore, political connections are not bound to specific industries,
hence this encourages companies to enter new industries to avoid idle
resources (Li, He, Lan, & Yiu, 2011).

There are also notable regional differences. Family firms in under-
developed and highly-developed areas tend to have higher diversification
compared to those in moderately developed regions (see Figure 11.11). One
possible explanation is that family firms in highly-developed areas choose
to diversify due to acquisition and leveraging of superior knowledge
stemming from regional development. Conversely, family firms in under-
developed areas diversify into certain industries that are not developed yet
in order to exploit the first-mover advantage. In other words, in highly-
developed regions, family firm diversification is driven by the “supply” side
(capable of diversifying), while in under-developed regions it is driven by
the “demand” side (the industry is emerging or has not been exploited yet).

In addition, different types of family involvement may affect the degree
of business diversification. In fact, family involvement in both ownership
and management is coupled with lower level of diversification compared to
cases where families only serve as the owner (Figure 11.12).
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Figure 11.11 The degree of diversification of family businesses in different regions.



222 Xinrui Zhang et al.

0.35
0.30
0.25
0.20
0.15
0.10
0.05
0.00

0.24
0.20

Equity participation Equity and management Total average
participation

Figure 11.12 Types of family participation in business and enterprise diversification.

200
150

100

50

2009 2010 2011 2012 2013 2014 2015

Figure 11.13 Total overseas business revenue of listed family enterprises in China
(billion yuan).

Due to data limitations, we were unable to specify the particular causes
of family firm diversification across regions. Future studies might explore
the relationship between types of family participation in business, business
diversification, and regional contexts.

Internationalization

Internationalization refers to a strategic choice in which companies expand
the business territory into foreign countries. According to the CASMR da-
tabase, from 2009 to 2015 there were, in total, 2,053 firm-year observations
for publicly listed family firms in China. Among them, about 74.9% (1,538)
had revenue from internationalization, resulting in a total of 768.794 billion
yuan (about $109.83 billion).

As shown in Figure 11.13, the incomes of Chinese family businesses from
foreign operations has been increasing over time. The total overseas revenue
in 2015 was about four times higher compared to that in 2009. In terms of
regional differences (Figure 11.14), it appears that family firms in highly de-
veloped regions tend to have higher incomes (547 million yuan/year) from in-
ternationalization compared to those in moderately-developed (310 million



Chinese family firms and regions 223

600 547
500
400
300
200
100

310

0 H H 8
Highly-developed Moderately-developed Under-develope
areas areas areas

Figure 11.14 Overseas business revenue of family firms in different regions of China
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Figure 11.15 Annual sales of listed family firms by regions (billion yuan).

yuan/year) and under-developed (225 million yuan/year) areas. In China,
highly-developed areas are located in coastal areas where geographical
and transportation advantages may create more international opportuni-
ties. In addition, these regions might equip family members with better ed-
ucation and knowledge, which might help family firms benefit more from
globalization. Finally, there might be more supportive government policies
in highly-developed regions compared to others, stimulating more interna-
tional activities in family firms. Indeed, future researchers might want to
collect more data to explore the specific mechanisms behind our findings.

Firm performance

In the following analysis, we focus on two performance measures: sales and
net profit. Figures 11.15 and 11.16 report change in sales and change in net
profit in publicly traded family firms from 1999 to 2015. In general, family
firms in China have experienced a state of dramatic growth in firm per-
formance especially in highly-developed areas, which might be driven by
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Figure 11.16 Annual net profit of listed family firms by regions (billion yuan).

the improvement in institutional contexts and the embracing of free-market
reforms in those regions. Such a result may also be driven by the increas-
ing supply of high-quality human capital, as highly developed areas might
attract more and better non-family professionals. Finally, as we discussed
above, emerging economic opportunities in highly-developed arcas might
contribute to performance differences among family firms. Once again,
future studies are encouraged to explore the specific reasons behind these
findings.

Planning for the future

In this section, we will discuss issues related to the future of family business
in China based on regions, including intra-family, trans-generational suc-
cession and social responsibility in family business.

Succession

The family founder’s willingness to pass the business to later-generation fam-
ily members constitutes a major driving factor behind the succession pro-
cess. Nonetheless, according to ACFIC data 1997-2010, only about 32% of
family founders are willing to initiate the succession process (Figure 11.17).
In fact, in 1997 there was a higher proportion of family founders (42.8%)
who were willing to pass control to their children. This number declined to
24.8% in 2006 and then increased to 34.1% in 2010. The fluctuation might
be due to the 2008 financial and economic crisis, which might have sup-
pressed the intention of family succession. In fact, family decision-makers,
especially the founder, might choose more conservative ways to pass on the
family’s wealth, such as through family trusts, financial investments, etc.
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Figure 11.17 Succession intention of entrepreneurs.
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Figure 11.18 Succession intention of the next generation.

The children’s willingness to take over the business is also important.
According to the survey data in 2002 and 2010 (Figure 11.18), very few
late-generation family members were willing to become the successors of
the business (15.2% in 2002; 16.8% in 2010). This might be because they plan
to start their own businesses or because the owning family prefers a more
traditional way (i.e., financial investment) to protect the family’s wealth.

Even so, according to CSMAR, a large number of second- or later-
generation family members has chosen to work in family firms as chairs,
CEOs, top executives, and/or directors. There are certain regional differ-
ences (Figure 11.19). The second- or later-generation involvement is highest
in moderately-developed regions, followed by highly-developed and under-
developed regions. As the speed of economic reform varies by regions,
the economic opening of less-developed regions was relatively late, which
might explain why we have lower later-generation family involvement in
less-developed regions. Future researchers can further explore succession
issues in Chinese contexts as well as cross-cultural comparisons. For ex-
ample, what are the unique factors that motivate family founders to initiate
the succession process? What factors might enhance the second generation’s
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Figure 11.19 Percentage of second or later-generation involvement of listed family
firms by regions.
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Figure 11.20 CSR in Chinese family firms.

willingness to inherit the business? Affected by frequent changes in polit-
ical systems and economic policies, entrepreneurs of different ages may
have different cognitive models and, hence, we might need more “micro-
foundation” studies. Indeed, more studies are needed to explore cross-
individual, cross-border, and even cross-cultural possibilities.

Corporate social responsibility

Family firms in China have gradually increased their emphasis on corporate
social responsibility (CSR). According to the ACFIC survey (Figure 11.20),
56.2% of family firms consider CSR very important, 24.78% important, and
12.56% relatively important.

According to the China Charity Donation Report, in 2016 there were
in total 139.294 billion yuan made in donations, with private family firms
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Figure 11.21 Trend of charitable donations made by Chinese private firms in differ-
ent regions (thousand yuan).

contributing nearly 50%. Figure 11.21 reports the temporal trend in differ-
ent regions. In general, the annual amount of charity donation has been
increasing and the amount in 2015 was almost five times higher than in 1996.

One important part of CSR is the company’s intentional effort to reduce
damage to the environment and/or propose additional policies to enhance
the protection of it. In fact, a large share of the environmental pollution in
China is caused by commercial organizations. As the ACFIC survey shows,
family firms with 1) better educated family founders, 2) more effective gov-
ernance mechanisms, and 3) more international operations tend to have
heavier investments in environmental protection.

It appears that family firms in under-developed areas have higher
environment-related costs (Figure 11.22). This might be because family
firms in these areas often pollute more due to weak law enforcement, and
higher costs on environmental protection simply reflect the money paid for
violations of environment-related laws and regulations. This may reflect the
difference in the embeddedness of family firms between regions. Due to
data constraints, we cannot explore the relationship between family embed-
dedness and CSR. Future researchers can collect data in this area for fur-
ther research. Indeed, whether family firms have more or less CSR has been
under debate for a long time (e.g., Campopiano, De Massis, & Chirico, 2014;
Ge & Micelotta, 2019). Some studies have concluded that family firms might
actively engage in CSR activities in order to maintain their family reputa-
tion (Campopiano, De Massis, & Chirico, 2014), whereas some claim that
family owners are more “self-interested” and might refuse to invest (Cruz,
Larraza-Kintana, Garcés-Galdeano, & Berrone, 2014). Under the condition
of imperfect market competition, CSR of Chinese family firms may stem
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Figure 11.22 Environmental protection costs of private firms in different regions
(thousand yuan).

from government pressure. More studies are needed to explore the specific
causes of family business CSR in the Chinese context and how these might
differ from their Western counterparts.

Discussions
Theoretical implications

Comparing to the Western context

When comparing Chinese family firms with their Western counterparts, we
notice many similarities but also some substantial differences. Indeed, busi-
ness families in China often prefer to have stronger control in ownership, gov-
ernance, and management than their Western counterparts. This implies that
the owning family’s power in business is one of the fundamental features in
family firms all over the world, in both developed and emerging economies.

In the particular context of China, succession continues to be a critical is-
sue, as second-generation family members often refuse to take a leadership
role in business. This lack of motivation might stem from various reasons.
For instance, the rise of business opportunities after the 1978 Open-Up and
Reform might motivate later generations to start their own businesses rather
than succeeding their parents in family firms. In addition, strong dynamics
in the institutional and cultural systems might afflict traditional Confucian
norms, hence “generational conflict” might be further pronounced in con-
temporary China, as senior generations often assume traditional values
whereas younger ones might place more weight on realizing their individual
merits and might refuse to fulfill their family obligations. Of course, the lack
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of motivation among second-generation junior family members may also
contribute to the rise of professional non-family management in Chinese
family businesses.

Spatial difference and family business in China

Another issue worth noting is that family firms in China show a high level
of heterogeneity, which is largely captured by regional differences. In fact,
China is a country with the third-largest national territory in the world.
Thus, it represents a unique context to explore the interaction between busi-
ness families and external factors that result in heterogeneity in family firm
behaviors and performances.

As mentioned in the section “The Chinese context, institutional transition,
and family entrepreneurs” and throughout the chapter, the similarities and dif-
ferences can be best explained by the economic, political, and cultural context
in China. On one hand, given the long history of the country, power structures
and intra-family relationships in business families often reflect the patriarchal
traditions rooted in Confucian culture (Fei, Chang, & Ward, 1946). On the
other hand, the free-market system in China remains relatively young and the
political and institutional systems are still evolving. Such an issue is reflected
in the “unbalanced” distribution across regions, as highly-developed areas
might have better institutional context, more economic opportunities, and
higher-quality human capital and knowledge resources that family firms can
leverage in order to pursue superior firm performance.

As an example, it is found that Chinese family firms located in less-
developed regions are less motivated to take risks in strategic actions. It is
our suspicion that such regional differences might be related to unbalanced
development in institutional and political systems. Indeed, family firms in
these regions might be more motivated to develop political connections and
make profits from “rent seeking” (Morck & Yeung, 2004) rather than from
the Schumpeterian type of innovation and entrepreneurial activities. It is
also found that family firms in highly-developed regions tend to have more
revenue from international trade and better firm performance overall, which
might stem from the higher prevalence and quality of economic opportuni-
ties in these areas. Finally, we notice that family firms in highly-developed
regions have stronger control of the business, with more later-generation
family members involved as chairs, CEOs, top managers, and directors.

From the summary above, we can conclude that there might be two differ-
ent types of family firms in China and in other developing and transitional
economies according to firm’s location: family firms in developed areas and
family firms in under-developed areas. This finding seems to suggest that
even in one (developing/transitional) economy there still exists a high level
of heterogeneity among family firms, largely captured by economic and
institutional developments across regions. We encourage future research-
ers to further explore regional differences based on the characteristics and
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behaviors of family business, as well as factors that might contribute to
these differences. Future researchers can further compare this “regional
differences” in China with other economies, hence we might be able to de-
velop better understandings of how country-level factors such as culture,
economic development, and institutional stability might contribute to re-
gional differences and family firm heterogeneity in each country.

Family business and context

As entrepreneurship literature and the theory of endogenous development
remind us (e.g., Audretsch & Keilbach, 2004; Feldman, 2001), entrepreneurs
and business persons are adaptive agents who often actively adjust their
strategies to best capture opportunities and neutralize threats stemming
from the context, reflected in policies, financing, labor, and other aspects
(Acs & Varga, 2005; Black, Meza, & Jeffreys, 1996; Johnson & Parker, 1996).
While arguably both family and non-family firms are affected by context,
the uniqueness of family businesses lies in its deeper “embeddedness” in
the local community through family-centered and/or family-member-based
business connections and social relations (Basco, 2015). Such a high em-
beddedness might imply that, compared to their non-family counterparts,
family firms might be more “altered” to valuable information from the con-
text, hence are more “adaptive” as they are able to better and more quickly
identify upcoming opportunities and threats in the context. Another im-
portant insight is that, given an upcoming opportunity or threat, the strong
family-centered control in business can ensure that business families are
capable of responding more quickly without the interference from other
decision-makers. That means that not only can family firms better identify
unusual signals in the context, but that they are also capable of responding
even more quickly than non-family firms.

Practical implications

This chapter has some practical implications for designing government pol-
icies and nurturing next-generation family leaders. To begin, economic de-
velopment not only depends on the stock of capital, also on who owns and
uses the capital (Morck & Yeung, 1998). As mentioned above, family busi-
nesses and business families have been playing an important role in China’s
economic development. Indeed, given the strong focus on “family” in the
traditional Confucian culture, as well as the prevalence of family firms in
all regions, federal and local governments in China should maintain a high
degree of tolerance for family businesses and create an environment that is
conducive to business families.

Given substantial regional differences, local governments should design
specific family business-related policies that fit local context. For under-
developed regions, it might be important for local governments to increase
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transparency and reduce the costs of accessing and obtaining external re-
sources. In another word, local governments should find alternative meas-
ures to “substitute” political connections and establish a more mature
market system, so that the competitiveness of local family firms can be fur-
ther improved. Under such circumstances, local governments should open
more channels to communicate with family firms, and provide them with
more support in terms of expertise, infrastructure, and debt financing. Sim-
ilar measures have been implemented in large and more-developed cities
such as Beijing, Shanghai, Guangzhou, Shenzhen, and others.

It is important to note that, according to the ACFIC survey, most
second-generation family members refuse to take the leadership role in
family businesses partially due to the explosion of entrepreneurial op-
portunities and their ambition to start their own businesses. Given such
a context, it is important for the government to develop specific poli-
cies, such as those highlighting family tradition and the legacy of family
founders, in order to prepare future generations for assuming the lead-
ership transfer.

Indeed, second- or later-generation family members grew up during a
period of great social change in China and might possess a completely dif-
ferent mentality compared to their parents. Furthermore, the educational
background of the leadership seems to be important even in the family busi-
ness context. Hence, local governments need to design policies to motivate
second-generation family members to be more actively involved in their
family firms and design educational systems that nurture these junior fam-
ily members such that their knowledge and skill structures can match severe
market competition.

Limitations

There are limitations to the analysis conducted in this chapter, which might
shed light on future studies of Chinese family firms. First, we report our
findings based on two databases: the China Stock Market & Accounting
Research Databases (CSMAR) public database and the All-China Federa-
tion of Industry and Commerce (ACFIC) database. While these two cover
both publicly-traded and private family firms, future researchers might
want to use alternate databases, especially those with broader coverage of
family systems and members to better explore family business and regional
development in China.

Second, although we intend to compare Chinese family firms with their
Western counterparts, the two databases we used do not contain any in-
formation related to family firms in other economies. Future researchers
might want to develop some comparative studies with a focus on how the
respective economic and institutional contexts of China and Western coun-
tries might contribute to the similarities and differences of family firms in
these regions.
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Finally, it is important to note that our discussion is bounded by a lack
of historical longitudinal data. In fact, CSMAR started to include family
business data just a few years ago, ACFIC’s earliest survey data is from 1995,
and even data related to private firms offered by the National Bureau of
Statistics of China only started from 1999. Future researchers might want
to collect richer historical data, especially those related to family businesses
before and after the Opening-Up and Reform era that started in 1978.
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