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Abstract: The research on family businesses in former socialist countries in general is very scarce and research

findings about family businesses in other contexts may not be directly applicable to economies in Central and

Eastern Europe. The aim of the present study is to explore differences in firm performance between Bulgarian

family and non-family firms. It contributes to the fields of family business hiterature and performance research

by providing hypotheses about organizational characteristics which mediate the effect of the family business

status on firm performance. Our hypotheses are guided by the resource-based view of the firm and previous

empirical research on determinants of performance. The results reported n this study advance our knowledge

about firm performance among family and non-family businesses m a transition context and have mmportant

practical implications.
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INTRODUCTION
Although, entrepreneurship in the transition
economies in Central and Eastern Europe has attracted
some research attention, the role of family business is
largely neglected by academics (Gallo, 1995). However,
family businesses ncreasing in the
growth-oriented  economies in Central and Eastern
Europe (CEE) Gallo (1995) and Donckels and Frohlich
(1991). In one of the first studies on family business in the
Balkans, note that family busmess activity n Bulgara 1s
i the foundation phase. Almost 20 years after the

have role

Poutziouris research, the role of family businesses in
Bulgarian economy may have mcreased significantly. The
research on family businesses in former socialist countries
in general is very scarce because private business
ownership was not a legal activity during the period of
central planming (Duh et al., 2009). Research findings
about family businesses in other contexts may not be
applicable to economies in Central and Eastern Europe
due to differences m institutional environments, historic
development, culture, resources, entreprencurial role
models, etc.

The aim of the present study is to explore
differences in firm performance between Bulgarian
family and non-family firms. Firm performance, its
determinants and approaches for its improvement is an
important topic for both management research and
practice (Kamel, 2007; Ahmad ef af., 2010; Iwarere, 2010).
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The research exploring the differences between family
and non-family businesses constitutes one of the basic
fields of family business research (Gallo and Pont, 1996).
Chua et al (2003) emphasized the importance of
discovering and explaining differences in behaviour and
performance between family and non-family businesses
for the development of a theory of the family firm.
Identifying differences 1 management practices between
family and non-family businesses has mmportant
theoretical and practical implications. There is lack of
understanding about differences between family and
non-family businesses in the transition economies in
Central and Eastern Europe. Most research on this topic
has been conducted in other contexts (Donckels and
Frohlich, 1991; Daily and Thompson, 1994; Chhibber and
Majumdar, 1999; Daily and Dollinger, 1993; Gallo, 1995;
Cromie et al, 1995, Coleman and Carsky, 1999,
Claessens et al., 2002).

The study is structured as follows. The next section
describes the context of the research. The following
section includes a theoretical framework that discusses
the nature of family business and the role of firm
resources and capabilities for firm performance. The forth
section contains testable hypotheses derived from the
outlined theoretical arguments and past empirical
findings. In the fifth section, the research methodology
is described. The following section outlines the main
empirical findings. Fimally, the conclusions, limitations,
practical implications and future research
recommendations are discussed.
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The context of the study: During the period of central
planning, Bulgarian economy and other economies in
Central and Eastern FEurope were based on large
state-owned mndustrial enterprises using mass production
methods and relatively inflexible production processes,
producing for geographically restricted marlkets
(Tkachev and Kolvereid, 1999). In most planned
economies including Bulgaria, entrepreneurship was not
allowed (Tkachev and Kolvereid, 1999) while private
business was practically eliminated or part of the grey
economy (Smallbone and Welter, 2001).

As in other Eastern European countries, the
Bulgarian transition was a complex process involving
radical economic and political transformations which
resulted in the establishment of liberal democracy and
civic society and prompted the emergence of a
functioning market economy. The transition was not
completed even after the accession of Bulgaria to the
European Union in 2007 which may be attributed to the
fact that people’s mindset adapts slower than regulatory
reforms. The transition created many opportunities for
entrepreneurship which became an important factor for
the transition from centrally-plammed to market economy.
The major obstacles to business development in
transition countries were the heritage from the planned era
and the lack of appropriate institution.

The profound political and economic changes in
Bulgaria led to the emergence of privately owned
businesses some of which were owned and controlled by
a single family. Until recently there was no any official
statistical information about the number of Bulgarian
family businesses and their contribution to the economy.
The first survey on family business in Bulgaria conducted
i 2010 by the National Statistical Institute and mitiated
by the Association of the Family Business reveals that
farmly businesses represent >42% of all enterprises. They
employ 28.3% of the workforce in the private sector.
About >43% of the Bulgarian family businesses operate
n the trade sector and employ 34% of the total workforce
in family busmesses. About >37% of the Bulgarian family
businesses operate in the service sector and employ
>28% of the total workforce in family businesses. Only 9%
of the Bulgarian family businesses are mvolved in
manufacturing but they provide employment to almost
23% of the total workforce in family businesses. Other
sectors  with family businesses construction,
agriculture and the financial sector. The turnover of family
businesses 18 about 20% of total turnover of Bulgarian
enterprises, while the amount of investments in fixed
assets of family businesses are 16% of all investments in
the country. Family busimesses provide >17% of the total
amount of products and services produced by the

are
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Bulgarian enterprises. Most family businesses have to
transfer the ownership and management control to the
next generation m the next 5-10 year because they were
founded 1n the period 1990-1995.

Theoretical framework: Family business: a specific
organizational form: Although there 1s no widely accepted
family firm defimtion several studies have detected that
family firms differ from otherwise similar organizations
because of the critical role that family members play in
business processes at many levels (Davis and Harveston,
199%; Chua et al ., 1999). Chrisman et af. (2005) find that in
the literature a family business is defined either by a
combination of the components of a family’s involvement
in the business (involvement approach) or by focus on
the intention, visiorn, familiness and/or behavicur that
constitute the essence of a family business (essence
approach). These approaches may be used hierarchically
to differentiate family from non-family firms and to
distinguish different types of family businesses. The
criteria most often used to define family business include
ownership, family mvolvement in management and family
involvement m the board of directors of the business. It
was acknowledged that family businesses represent a
heterogenous group of businesses which may extubit a
great diversity in the stages of development of the family,
ownership and business systems the level of complexity
and the degree of structure development, culture (Dyer,
1988), family involvement, emotions, sentiments and
relationships within the controlling family (Twarere,
2010), ete.

Differences between family and non-family business
concern the basic core of the firm. Family influences all
aspects of the business (Bresciami et al, 2015).
Family businesses tend to pursue both economic
and non-economic goals and their competitive strategy
emphasises on quality, reputation and long-term
relationships. Longevity 1s very mmportant for family
businesses and this influences all aspects of their
business activity. Despite many advantages, family
businesses face specific disadvantages, conflicts and
challenges. Family business exhibits a focus on the local
community. This tendency 1s strong “because its
resources are established and or utilized at a local level”
(Fragoso, 2015). Local community may affect strongly the
ability of family businesses to be successful through
network ties. Family businesses tend to rely on internal
financial resources as sources of capital and are reluctant
to use other sources of capital. Small family businesses
lack critical resources and capabilities including human
capital, financial resources, marketing resources,
international experience and foreign language skills
(Leomdou and Constantine, 1996).
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Resource-based view of the firm: The Resource-Based
View of the firm (RBV) (Wernerfelt, 1984; Barney, 1991)is
considered as an appropriate theoretical framework for
research n the field of firm performance as well as in the
context of emerging and transition economies. RBV posits
that strategic formulation and competitive advantage are
dependent on the resources and capabilities of the firm.
Central to the resource-based view of the firm are the
assumptions of heterogeneity and immobility of resources
(Barney, 1991). RBY assumes that strategic human capital,
physical capital and orgamzational capital resources may
differ across firms m an industry or a group (Barney,
1991). Resource immobility refers to the inability of a firm
to purchase or create strategic resources held by a
competing firm (Barmey, 1991). According to RBV, firm
resources are sources of competitive advantage (Bamey,
1991). Competitive advantage is defined as occurring
when a firm “is implementing a value creating strategy not
simultaneously being implemented by any current or
potential competitors” (Barney, 1991). In contrast, a firm
has a sustained competitive advantage “when it is
implementing a value creating strategy not simultaneously
bemmg implemented by any cumrent or potential
competitors and when those other firms are umable to
duplicate the benefits of this strategy” (Barney, 1991).
One of the principal insights of the resource-based view
15 that not all resources are of equal unportance or
possess the potential to be a source of sustamable
competitive advantage. Barney (1991) argues that
sustained competitive advantage can only be established
through implementing umque product market strategies
and points out that the key to understanding what makes
strategies valuable and sustain their uniqueness are the
resources controlled by the firm. Wemerfelt (1584)
stresses that one could identify type of resources
leading to high profits. Much attention has focused
therefore, on the characteristics of advantage-creating
resources including value, rareness, non-imimitability,
non-substitutability, non-tradability, durability,
transparency, transferability, replicability, appropriability,
competitive superiority (Dierickx and Cool, 1989; Zahra,
1991, Barney, 1991, Collis and Montgomery, 1995).

Literature review: Family businesses exlubit some
disadvantages and shortcomings including institutional
overlap between family and business norms and
principles, low access to financial resources, confusing
organization, nepotism, paternalism, altnusm, conflicts,
financial strain by unproductive family members and
succession problems which may lead

performance in comparison with non-family firms. Family

to lower

businesses tend to rely on internal financial resources as
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sources of capital and are reluctant to use other sources
of capital. Family businesses lack not only critical
resources and capabilities including human capital,
finencial resources, marketing resources and mtermational
experience (Leonidou and Constantine, 1996) but also the
ability to make appropriate shedding decisions about
which may mfluence negatively their
performance. Although, recent studies of large publicly
traded US family and non-family firms reveal that family
firms have superior market valuations in comparison with

TEsOuUrces

non-family businesses a large number of empirical studies
from other countries and contexts and based on more
inclusive samples demonstrate that non-family businesses
tend to outperform family businesses (Claessens et af.,
2002, Barth et al, 2005, Miller et al., 2007). The
contradictory empirical evidence about performance
differences between family and non-family businesses
may be explained with the high sensitivity of findings to
the nature of the sample and the adopted family business
defmition (Miller et al., 2007). Therefore, we suggest that:
¢+  H,: Family business status influence negatively firm
performance

Entrepreneurial orientation of an orgamzation may be
seen as valuable resource which leads to superior
performance. Indeed, empirical research on the
consequences of  corporate  entrepreneurship  in
organizations from different countries, sectors and size
classes demonstrates that corporate entrepreneurship
improves various measures of firm performance mcluding
financial performance, value to stakeholders, profitability,
earnings per share, change in profits, employment growth
and sales growth (Zahra, 1991, 1993, Becherer and
Maurer, 1997, Barrett and Weinstein, 1998, Zahra and
Colin, 1995, Zahra et al, 2000, Caruana et al, 2002,
Covin et al., 2006, Hughes and Morgan, 2007, Moreno
and Casillas, 2008). The positive effect of corporate
entrepreneurship on organizational performance was
confirmed in transition economies as well (Chow, 2006;
Tang et al., 2007, 2008). The causal relationship between
corporate  entrepreneurship  and  orgamzational
performance has been identified in several empirical
studies with a longitudinal design (Zahra and Covin, 1995,
Wiklund, 1999; Antoncic and Hisrich, 2004; Madsen,
2007). Family businesses may be more conservative
and risk averse than non-family businesses and
therefore, unwilling to undertake entrepreneunal activities
(Zahra et al., 2005). Family firms take risks to lesser extent
(Donckels and Frohlich, 1991) tend to be less mnovative
and exhibit lower entrepreneurial orientation than non-
family businesses. Therefore, we suggest the following
hypothesis:
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+ H, Entrepreneurial orientation mediates the effect of

family business status on firm performance

Learning orientation refers to the mamfestation of
organization’s propensity and capacity to learn and adapt
(Mavondo et al., 2005) and may be considered as a crucial
resource necessary for achieving superior perfromance.
Slater and Narver (1995) argue that learming orientation
should lead to greater new product success and superior
growth. Empirical research on learning orientation
demonstrates that learming orientation has a positive
umpact on organizational performance. Descriptive studies
of various industries including automotive industry,
financial services and nuclear industry depict the “power
of learning” and the wnportance of leaming for winmng
competiive advantage. Learning orientation influence
performance not only indirectly through qualitative
improvements of market-oriented processes but also has
a direct positive effect on performance (Baker and Sinkula,
1999). Learning orientation contributes significantly to the
change in relative market share, new market share and
performance (Baker and Sinkula, 1999, Calantone et al.,
2002). Higher-growth manufacturing firms tend to exhibit
a more active leaming orientation and make greater use of
knowledge assets than lower growth firms. In the context
of emerging economies, state-owned enterprise exhibit a
higher level of changes in organizational outcome due to
stronger learmng orientation. Family businesses may lack
learning orientation and systems that allow leaming to
occur. Family and non-family businesses differ in their
learning behaviour in the context of mternationalization.
Compared to non-family busmesses, family businesses
exhibit worse sharing and institutionalization of
experience and impediments to knowledge diffusion.
Family firms are less likely to systematically analyze
training needs and to provide traning to employees.
Therefore, we suggest that:

*  H; Learning orientation mediates the effect of family
business status on firm performance

Resources are important for establishing competitive
advantage and aclieving superior performance
(Wernerfelt, 1984; Barney, 1991). Financial resources can
easily be converted in other resources and thus may help
the firm to overcome resource constraints in other types
of resources (Wiklund and Shepherd, 2005). Greater
access to financial capital stimulates risk-taking because
it improves the chance for success of risky projects
(Wiklund and Shepherd, 2005). The availability of
financial resources facilitates reinvestment and therefore
makes 1t easier for the firm to become proactive mn the
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marketplace (Wiklund and Shepherd, 2003). The access to
financial capital may provide slack which may enhance
experimentation, alleviate capital restrictions and improves
strategic choices of managers (George, 2005). Empirical
research suggests that availability and amount of financial
capital influences significantly firm performance
(Cooper et al., 1994; Bosma et al., 2004; Wiklund and
Shepherd, 2005, Coleman, 2007). Family firms may
experience difficulties to acquire the necessary financial
resources which may hamper their performance. Family
businesses prefer to use internal financial resources as
sources of capital and are reluctant to use other sources
of capital. Therefore, we suggest that.

» H, Access to financial resources mediates the effect
of family business status on firm performance

Companies in transition economies lack managerial
and entrepreneurial skills. Foreign investors in Central and
Eastern Burope may transfer products and marketing
skills, technology and management skills and know how
to local companies which may improve their product lines
and market penetration and thus make them more
competitive. Foreign ownership in companies operating in
Central and Eastern Furope may be associated with high
learning, high efficiency governance and high corporate
restructuring  effectiveness (Filatotchev et al, 2003).
Compamnies with foreign shareholdings may have greater
access to technical and financial resources and may
dispose with superior managerial capital which may
contribute to superior performance (Douma ef af., 2006).
Empirical findings from various countries show that the
presence of foreign owners is positively associated with
firm performance (Willmore, 1986, Boardmean ef af., 1997,
Chibber and Majumdar, 1999; Wiwattanakantang, 2001;
Douma et al., 2006, Aydm et al., 2007, Huang and Shiuy,
2009). Family businesses tend to keep the ownership
within the family and therefore may be less likely to have
foreign owners among owners than non-family firms.
Indeed, family firms have significantly lower percentage
of the firm’s equity held by foreign investors than non-
family businesses (Calabro et al, 2013). The share of
farmily ownership 1s negatively related to the proportion of
shares owned by foreign mvestors. Drawing upon these
considerations, we formulate the following hypothesis:

»  H.: Foreign ownership mediates the effect of family
busmess status on firm performance

Foreign market expansion is associated with net
positive benefits to firms mcluding learming, accumulating
international experience, accessing cheaper resources, etc.
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(Contractor, 2007). Internationalization may allow for
using otherwise locked resource pools and for creating
new resources (Bausch and Krist, 2007). Sapienza et al.
(2006) suggest that mternationalization exposes firms to
opportunities to grow, forces them to adapt to uncertainty
and risks through structural changes and generating new
capabilities, which may contribute to improvements m firm
performance. Glaum and Oesterle argue that mvolvement
in foreign operations may increase profits and therefore
may lead to superior performance. Empirical findings
demonstrate that internationalization has overall positive
umpact on firm performance (Germnger et al., 2000, Elango
and Sethi, 2007). Family business internationalization may
be hindered by various organizational factors (Gallo and
Pont, 1996). Empirical research demonstrates that family
businesses are less likely to get involved m mternational
activities than non-family businesses (Fernandez and
Nieto, 2005, 2006, Cerrato and Piva, 2012). Family
businesses neither monitor regularly the mternational
marketplace nor integrate global developments mto
domestic decisions. The knowledge gained from the
internationalization process remains concentrated in the
family business founder. The lower export propensity and
mtensity of family firms compared with non-family firms 1s
explained with the difficulties for acquiring essential
resources and capabilities for building competitive
advantage in international markets (Fernandez and Nieto,
2005). Family ownership mfluence negatively scope and
rhythm of internationalization. Therefore, we suggest that:
* H,;: Intemnationalization mediates the effect of family
busimess status on firm performance

MATERIALS AND METHODS

This study aims to explore the ability of several
organizational factors to mediate the effect of the family
business status on firm. The proposed hypotheses are
tested in a sample of 235 comparies operating in Bulgaria.
Respondents are the Chief Executive Officers (CEOs) of
the compames. Due to high financial costs for obtamning
a representative sample of Bulgarian enterprises, this
research relies on a convement sample of Bulgarian
companies. The structured questionnaire used m the
study contains questions about the characteristics and
performance of the organization and the attributes of the
chief executive officer. Since the indexes of some of the
variables used were adopted from previous studies, the
items included in these indexes were translated from
English to Bulgarian and then translated back to English
to ensure accuracy. A pilot study was conducted among
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5 companies in order to pre-test the initial version of the
questionnaire. Due to comments from these respondents,
miner changes were mtroduced in some questions. The
share of family businesses in the sample (37.4%) is close
to the share of family businesses among Bulgarian
enterprises announced by the National Statistical Tnstitute
http://www.fbn-bulgara.org/bg/mews/59/17/nad-42-ot-k
ompaniite-v-blgariya-sa-familm. Accessed on 20 January
2012. Most sample firms are located in Sofia (70.6%).
About >63.4% of the sample compames operate
predominantly in the service sector while 17% of the
compamnies are involved mn a wholesale or retail trade.
As 1n the population of Bulgarian enterprises in general,
the great majority of the enterprises in the sample used in
this study are small and mediums sized enterprises
(80.9%).

Following Ruzzier m this research nternationalization
15 defined as “geographical expansion of economic
activities over a national country’s border”. As there is no
commonly accepted measure of internationalization,
researchers use varlous approaches to operationalize
internationalization. Some authors explore one or more
specific modes of entry to foreign markets such as
exporting and/or foreign direct investment (Lu and
Beamish, 2001; Chiao et al., 2006, Armario et al., 2008).
Empirical research on internationalization in family firms
also examines exporting (Fernandez and Nieto, 2005).
Empirical studies on internationalization using data from
Bulgana or other Eastern European countries are also
focused either on exporting (Smallbone and Welter, 2001)
or on foreign direct investment. Therefore, the present
investigation examines the involvement of the sample
companies in exporting and/or foreign direct investment.
The variable internationalization is a binary variable. It
takes value 1 if the company exports products or services
and/or has made foreign direct investments and value
0 if not.

The most common defimition of family business
applied m literature on mternationalization of family
businesses 1s based on a combination of ownership and
management criteria. Therefore, n this study family firms
are firms where one family controls the company and 1s
represented n its menagement team. This approach to
defining family business will increase the comparability of
ow results with previous empirical findings about
internationalization of family businesses, which was
recommended by Kontinen and Ojala. The dummy
variable family indicates whether the company is a family
business (value 1) or not (value 0).

The variable EO reveals the level entrepreneurial
orientation of the sample firms. EO is measured with
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S-item, 7-point Likert scale proposed by Covin and Slevin
(1989). Tts validity and reliability was poven in previous
research (Wiklund, 1999). In thlis study the EO scale
reports acceptable reliability (Cronbach alpha’s value is
0.858).

The variable 1.O indicates the level of learning
orientation of the studies companies. LO 1s measured
through a scale developed by Sinkula. The scale 1s
retested by Baker and Sinkula who provide further
evidence for its validity and reliability. The Cronbach’s
alpha of the learning orientation scale adopted in this
study 1s 0.833.

Following Wiklund and Shepherd (2005), this study
uses a subjective measure of the owner-manager’s access
to financial capital. The dummy variable resources 1s
coded 1 if the respondent’s answer to this question is
somewhat satisfactory, mostly satisfactory or fully
satisfactory for the firm’s development and O if the
respondent has given another answer.

The dummy vanable foreign indicates the presence of
foreign owners (value 1) or otherwise (value 0). Tt was
acknowledged that self-reported performance measures
are valid and reliable measures of firm performance
1987). This study
measures organizational performance (performance) in

(Venkatraman and Ramanujam,

relation to the performance of a firm’s competitors using
4 items adopted from previous research (Hult et al., 2004,
Wang, 2008, Wiklund and Shepherd, 2005, Tang et al.,
2007, 2008). The chief executive officers were asked to
compare the growth of sales, market share, growth of
profit before tax and overall performance of their
own firm with those of their main competitors in the past
three years on a 5-pomt Likert scale ranging from “much
worse than our competitors™ to “much better than our
competitors”. The variable performance is the sum of the
four items. The Cronbach’s alpha of the scale 1s 0.867
which exceeds significantly the minimum acceptable
level of 0.6.

In this study, we attempt to clarify how the family
business status and other independent variables
account for differences in the performance of family and
non-family firms. Specifically, we focus on the mediator
function which will help us to “to probe more deeply into
the nature of causal mechamsms™ (Baron and Kemny,
1986) underlying performance of family and non-family
firms. The most widely used method to assess mediation
is Baron and Kenny (1986)'s approach (MacKinnon et al.,
2007). Since Baron and Kenny (1986)'s approach may
suffer from low statistical power (MacKinnon et al., 2007),

a formal test of mediation should be performed. The

mediation effect can be assessed with the procedure
developed by Sobel (1982) which is superior in terms of
power in comparison with 14 methods for assessing
mediation (MacKinnon et al, 2007). Standardized
regression coefficients can be used to estimate mediation
if the mediator and/or the dependent variable are binary
(MacKimnnon et al., 2007). MacKimon et al (2007)
suggest another approach for testing mediation which
does not require the independent variable to be a
signmficant predictor of the dependent variable. To have
a more complete picture, this study tests mediation using
both Baron and Kemny’s (1986)
MacKimmon et al. (2007) approach.

approach and

RESULTS AND DISCUSSION

In this study, we test the hypotheses about possible
mediation effects of several characteristics of the studied
organizations on the relationship between the family
business status and firm performance. The analysis
combines Baron and Kemmy (1986)’s approach and
MacKinnon et af. (2007) approach to testing mediation
(MacKimmon et al., 2007). Baron and Kenny (1986)’s argue
that one of the conditions for mediation to occur is the
presence of a significant relationship between the
Independent Variable (IV) and the Dependant Variable
(DV). Perfect mediation occurs if the independent variable
has no effect on the dependent vamable when the
mediator 1s controlled (Baron and Kenny, 1986). Partial
mediation occurs when the effect of the independent
variable on the dependent variable is less in the third step
than in the second step but is different from zero (Baron
and Kenny, 1986). MacKinnon ef al. (2007) demonstrates
that it is not necessary the independent variable to be a
significant predictor of the dependent variable in order
mediation to occur. Table 1 presents the results of several
regressions models involved in Baron and Kenny (1986)’s
procedure for testing mediation. According to Step 1 in
Table 1 the mndependent variable family 1s a significant
negative predictor of the dependent variable performance.
The requirement that the independent variable 15 a
significant predictor of the dependent variable proposed
by Baron and Kenny (1986) and later rejected by
MacKinnon et al. (2007) has been met in the studied
sample. The hypothesis H; cannot be rejected. In Table 1
we also test whether:

¢+ The Independent Variable (IV) is related to the
mediator (M) (Step 2 in Table 1)

¢  The Mediator (M) is related to the Dependant
Variable (DV) controlling for the effects of the
Independent Variable (IV) on the dependent variable
(DV) (Step 3 Table 1)
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Table 1: Testing mediation effects on performance

Variable Step 1 Coeff.(8E) Step 2 Coeff. (SE) Step 3 Coeff. (8E) Sobel test Z-value
IV: Family -0.83%% (0.40) -4.01 (1.32) -0.26 (0.36) 2,864+
M: EO 0.14%+* (0.017)
Model fit Adjusted R? Adjusted R? Adjusted R?
0.0] 4+ 0,03t 0,236% %
IV: Pamily -0.83%% (0.40) -2,15%%%(0.41) -0.39(0.43) 2428
M: Foreign 1,20%%
Model fit Adjusted R? Nagelkerke R? Adjusted R?
0.0] 4+ 0.215 0.40%*
IV: Pamily -0.83%% (0.40) (0.019)
M: LO
Model fit Adjusted R? Adjusted R? Adjusted R?
0.0] 4+ 0.00
IV: Pamily -0.83%% (0.40) 0.16
M: Resources
Maodel fit Adjusted R? Nagelkerke R* Adjusted R?
0.014%* 0.01
IV: Pamily -0,83%% -0,69%% -0.71% (0.39) -1.47
(0.40) (0.28)
M: Intemationalization
Model fit Adjusted R? Nagelkerke R? Adjusted R?
0.014%+# 0.036 0.024 **

*#p<0.1, #* p < 0.05,*** p < 0.01; A constant has been estimated in Step 1, Step 2 and Step 3 but is not included in the Table

The mediation effect 1s assessed with the procedure
developed by Sobel (1982). Standardized regression
coefficients are used to estimate mediation when the
mediator is binary (MacKinnon et al., 2007).

In Step 2, the mediator (M) (EO, foreign,
internationalization, resources, 1.0) is regressed on family
(IV). The independent wvariable FAMILY has no
statistically significant effect on the variables T.O and
resources. Therefore, theses variables cannot act as
mediators of the effect of the family business status on
mtermnationalization because one of the conditions for
establishing mediation proposed by Baron and Kenny
(1986) 1s not accomplished. The hypotheses H, and H, are
rejected.

Only  the EO, foreign and
mternationalization may possibly mediate the effect of
family on internationalization and the statistical analysis
will check if these variables meet all the conditions for
establishing mediation proposed by Baron and Kenny
(1986). In Step 3, performance is regressed on both family
(IV) and the mediator (M) (EO, foreign and
internationalization). The VIF values for the two
regressors in all regressions in Step 3 indicate that there
are no serious multicollinearity problems. To address the
possibility of auto-correlated error  terms in the
regressions, we employ the Durbin-Watson statistic
for error terms 1n the estimated models and the estumated
values are between 1.73 and 1.91 which indicates absence
of any first order correlation. The last column mn Table 1
reports the results of the Sobel test. Residual plots were
reviewed and there were no heteroscedasticity problems
in the data.

The conditions for establishing mediation suggested
by Baron and Kenny hold for the variable EO. Family has

variables
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a significant effect on EO. Controlling for family, EO has
a significant effect on performance. The results from the
Sobel test reveal that there 1s a strong mediation
effect (7 = -2.86, p<0.001). The variable EO is able to
mediate perfectly the effect of the independent variable
family on the dependent variable performance because
after controlling for the mediator EO the independent
variable family has no effect on the dependent variable
performance. The hypothesis H, carmot be rejected.

The variable foreign also fulfils the conditions for
establishing mediation suggested by Baron and Kenny
(1986). Family has a significant effect on foreign.
Controlling for family, foreign has a significant effect on
the dependent variable performance. Controlling for
foreign, family has no effect on the dependent variable
performance. The varable foreign is able to mediate
perfectly the effect of the independent variable FAMILY
on the dependent variable performance because after
controlling for the mediator foreign the independent
variable family has no effect on the dependent variable
performance. The results from the Sobel test indicate that
there is a strong mediation effect (7 = -2.42, p<i0.05). The
hypothesis H; cannot be rejected.

The conditions for establishing mediation suggested
by Baron and Kenny (1986) do not hold for the variable
internationalization. The results from the Scobel test reveal
that there 1s no mediation effect (Z = -1.47, p=0.1). The
variable internationalization is not able to mediate the
effect of the family business status on the dependent
variable internationalization. The hypothesis H, can be
rejected.

Transition economies in Central and Hastern Europe
have experienced profound economic, political and
institutional changes which have led to the emergence of
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a large number of private enterprises including family
businesses. In order these enterprises to remain
competitive in both local and international markets it
15 of the utmost importance to gam understanding what
factors may account for inferior performance among
groups of enterprises with significant economic and social
importance for the society such as family businesses.
Prior research has found that family businesses tend to
exhibit inferior performance than non-family businesses
(Claessens et al., 2002, Barth et al., 2005, Miller et al.,
2007) but failed to determine what factors account for the
observed differences. This study creates a more complete
picture of the effect of family business status on firm
performance and a deeper understanding of the
relationship between the family business status and
various organizational factors. The research i1s among the
incipient investigations that attempts to compare
performance m family and non-family firms and to identify
organizational factors that account for the effect of the
family busmess status on performance in a sample from
Central and Eastern Europe. Tt contributes to the fields of
family busmess literature and performance research by
providing hypotheses about organizational characteristics
which mediate the effect of the family busiess status on
firm performance. The hypotheses are guided by the
resource-based view of the firm (Barney, 1991) and
previous empirical research on determinants of
performance. The results reported n this study advance
our knowledge about firm performance among family and
non-family businesses in a transition context.

Empirical findings of the present study demonstrate
that family business status has a significant negative
effect in firm performance. As in other countries and
contexts (Claessens et al., 2002; Barth et al, 2003,
Miller et al., 2007), non-family firms tend to outperform
family firms in the studied sample from a transition
economy. Our analysis of possible mediation effects of
various orgamzational factors on the relationship between
the family business status and performance reveals that
entrepreneurial orientation and the presence of foreign
owners account for differences m firm performance
between family and non-family firms.

The presence of foreign owners mediates completely
the effect of the family business status on entrepreneurial
orientation. Family firms exlubit inferior performance
because they are less likely to have foreign owners than
non-family firms. The presence of foreign owners may
stimulate the transfer of products and marketing skills,
technology and management skills and know-how to
comparies which may improve their product lines and
market penetration and therefore may enhance their
performance. The presence of foreign owners
companies operating m Central and Eastern Europe may

in
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also improve other aspects of the business including

learning, efficiency governance and  corporate
restructuring effectiveness (Filatotchev ef al.,, 2003) which
may enhance their competiive advantage and

performance. The foreign owner(s) may demand the local
company to achieve higher profits and greater market
share than competitors.

Entrepreneurial orientation 1s also able to mediate
completely the effect of the family business status on firm
performance. Non-family
superior performance because they possess higher
entrepreneurial orientation than family businesses. This
finding is consistent with resource-based perspective that
entrepreneurial orientation may be seen as an important
resource driving firm performance. In economies, where
business environment i1s characterized by scarcity of
resources and lack of entreprensurial tradition and
adequate institutions, entrepreneurial orientation appears
as a strong driver for superior firm performance. Risk-
taking, proactiveness and mmnovativeness may create
sustained competitive advantage which helps companies
to outperform their competitors in the marketplace.
Empirical research in other countries demonstrates that
the lnk between corporate entrepreneurslup and
organizational performance is highly significant in
organizations operating in hostile environments (Zahra
and Covin, 1995) such as the context of the present study.
Although, entrepreneurial orientation may be a resource
consuming strategic orientation, both family and non-
family organizations may benefit from it in the long run
(Madsen, 2007, Wiklund, 1999).

The hypotheses that learming orientation, access to
financial resources and internationalization are able to

businesses tend to have

mediate the effect of family business status on firm
performance were rejected. These orgamzational factors
cannot explain differences i entrepreneurial orientation
between family and non-family busmesses. Family and
non-family businesses do not differ in relation to
learning orientation and access to financial resources.
Therefore, these variables cammot act as mediators of the
effect of family business status on firm performance.
Although family businesses are less likely to have
international involvement than non-family businesses,
internationalization is not able to mediate the effect of
family business status on firm performance. Involvement
in foreign operations may increase profits and therefore
may lead to superior performance but the analysis
indicates that this does not contribute to differences in
firm performance between family and non-family
businesses.

Before discussing the implications of the findings,
some limitations of the study should be noted. First, this
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study uses a convenient sample of family and non-family
businesses and therefore the findings should be
mterpreted with caution. Second, data was collected
through a self-reported survey and thus may be subjected
to cognitive biases and errors. Third, the findings may be
influenced by specific features of the Bulgarian cultural
and institutional environment and therefore may not be
applicable to other transition or mature economies.
Finally, due to the cross-sectional design of the research
causal relationships cannot be deduced.

In order to enhance the understanding of
performance in family and non-family businesses in
various contexts, future research needs to examine the
following aspects. The presented hypotheses should be
tested mm large representative samples of companies
operating n various contexts. New hypotheses about the
role of other individual and organizational characteristics
as mediators of the effect of the family business status on
firm performance may be devised and tested as well. A
longitudinal analysis of firm performance should
complement the findings of this research m order to
confirm causal relationships. The multiple measurements
of mediators and firm performance in the study over time
will allow examining the bhidirectional relationships
between the variables studied.

CONCLUSION

The findings reported here have several mmportant
implications for practitioners. Tt is clear from the results of
our study that owners and managers in organizations,
especially family SMFEs, must foster entrepreneurial
culture throughout the orgamzation m order to achieve
superior performance. Loan nstitutions, risk capitalists,
business partners and business angles trying to identify
(potentially) successful businesses should pay more
attention on the entrepreneurial orientation of the
business. Entrepreneurially oriented businesses may
achieve superior performance. Attracting foreign
investors appears as a critical factor for firm performance.
Family and non-family businesses should be aware that
foreign investors may provide valuable resources such as
know-how finance and other resources, knowledge,
information about foreign clients and marlkets, etc.,which
may enhance their chances to enter successfully foreign
markets and to achieve competitive advantage in these
markets.
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