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Abstract

Motivation: Organizational resilience, understood as an ability to survive in harsh market
conditions, captures increased research consideration in recent years. The same applies
to family businesses that attracted significant attention lately. Although the interest
in the topic grows, there are still remaining questions to be answered.

Aim: In the paper we focus on identifying factors affecting organizational abilities to adapt
to dynamic, hostile and complex environment especially when disruptive events occur
in the environment. Literature studies in the topic allowed development of research prop-
osition — organizational resilience should help to survive negative occurrences in the en-
vironment and family business should focus their attention on building resilience capacity
while it may allow and facilitate longevity and well-being of an organization.
Results: We illustrate this proposition with the use of two family company cases from
the Silesian Voivodeship. The first is a case of a large production company that existed be-
tween 2000 and 2013, and after receiving increased growth in 2005-2012 period it went
bankrupt in 2014 after two large contracts. The second is a case of a developer company
from the same region that started its operation in the same period and managed to develop
both its market and products in years. We compare the data flowing from interviews with
the owners (that are also managers of these companies) using Eisenhardt methodology
and that leads to creation of propositions for future research. Research results indicate

© 2018 Nicolaus Copernicus University. All rights reserved. @O


http://www.economicsandlaw.pl
http://doi.org/10.12775/EiP.2018.005

BB =<ONOMIA I PRAWO. ECONOMICS AND LAW, 17(1): 57-69

there are several factors influencing ability to cope with critical situations. Firstly, we
identified that professionalization of management of family business leads to better chanc-
es to survive in the environment. Secondly, we conclude that awareness to weak signals
diminishes the probability of risky behaviors and helps to survive in dynamic, hostile en-
vironment.

Keywords: organizational resilience; family business; case stucly
JEL: M20; HI2

1. Introduction

Family businesses play important role in the economy. Their significance for
societies is widely recognized and attracts increasing research attention in re-
cent years. Despite numerous studies there are still questions to be answered.
In particular, still little is known about family business responses to disturbing
environmental occurrences. The literature proposes the concept of organiza-
tional resilience as the answer to unforeseen critical situations, and numerous
scholars contributed to this field of knowledge (Somers, 2009, pp. 12-23). Or-
ganizational resilience is usually identified as the ability to survive in the criti-
cal situations by adequately responding to environmental challenges. Although
the theory was developed after natural disasters and is based on broadly un-
derstood systems theory, we believe it is a valuable approach to study survival
of family businesses in harsh market conditions (hostile competition, unreliable
clients, etc.).

In the paper we focus our attention on identification of factors influencing
family business’ abilities to adapt to ever changing, dynamic, hostile and un-
predictable environment. In particular, we concentrate on finding the answer
on the question of how successful family businesses respond to critical situations
and what differentiates them from the ones that fail to find adequate answers.
To do so we start with brief literature review on the topic of family business fea-
tures and organizational resilience concept. Secondly, using qualitative research
data coming from two companies, one successful and one that failed to sur-
vive a critical situation (now nonexistent) we identify characteristics, behaviors
and decisions made by the both companies. Their comparison leads to formula-
tion of propositions for future research.

2. Literature review

2.1. Family business — importance for the economy
and characteristic features

Family businesses, understood as a company being owned by a family in at least
50% and of which owners perceive it as a family business, play an important
part of the new national and global economy. Due to their specificity, fam-
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ily businesses faced many difficulties, one of which is to plan and implement
the succession strategy (Majda, 2015, pp. 194-209). Family firms play a big
role in the commercial life in the emerging markets of Asia and Latin America
and have a larger part than is generally acknowledged in developed economies
as well. In America, Germany and Italy, such firms create an extremely big
cumulative contribution to both labor market and export. It can be noticed that
during the last decade, the contest of a strong global economy, new technolo-
gies, increasing market opportunities and the participation of a new generation
of family members have together encouraged to the increased vitality of family
businesses (Carlock & Ward, 2001).

There is no doubt that the old industrial model government policy makers,
economists, and academics has been replaced by the twenty-first-century global
economic model. It turned to be helpful in recognizing that entrepreneurial
and family enterprises — the oldest form of commercial organizations — are
a prime source of wealth creation and employment in both developed and emerg-
ing economies. Families control 95% of the businesses in Asia, the Middle East,
Italy, and Spain. In profound industrial economies such as France and Ger-
many, over 80% of the companies are family supervised. In the United States,
with its strong public stock markets, families control 60-70% of the country’s
commercial organizations (Kets de Vries et al., 2007). 36% of companies in Po-
land have been declared as the family businesses, which are able to produce 18%
of GDP— it results from the report, which was presented in report prepared by
Instytut Biznesu Rodzinnego (2016). However, about 92% of companies are so
called ‘Potentially family’. They do not admit to their family, because they are
afraid of some bad associations resulting from the times of a centrally planned
economy in Poland. For comparison, in the United States and Canada, family
businesses account for 80% to 90% of companies, and in the EU — about 75%.

The contest of a strong global economy, new technologies, increasing market
opportunities and the participation of a new generation of family members have
together encouraged to the increased vitality of family businesses. Moreover,
family businesses are becoming more refined — not only by management but
also by more definitely about family business management. For many colleges,
universities, trade associations, professional consultants and family business or-
ganizations the given family business model is a legitimate subject of their study
(Carlock & Ward, 2001). It could be said that the strategic management process
is similar for both nonfamily businesses and family businesses. However, the el-
ement of family business makes affect strategy formulation and implementa-
tion. There are a few important characteristics of family business that influence
strategy, as follows: ‘inward’ orientation, slower growth and less participa-
tion in global markets, long-term commitment, less capital intensive, impor-
tance of family harmony, employee care and loyalty, lower costs, generations
of leadership, the board’s influence on implementation (Harris et al., 1994, pp.
159-176). The research highlights the need for strategic thinking and the role
of a shared vision of the future of family and business (Jezak, 2015).
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2.2. Organizational resilience — the state of the art and the family
business context

It is not denied that organizations operate in dynamic, highly competitive,
and very difficult to foreseen, as well as unstable, environment. This environ-
ment is created and shaped by institutions, markets, trends (Lumpkin & Dess,
2001, pp. 429-431), and sometimes by natural disasters (Boin & van Eeten,
2013, pp. 429-445). Research attention has been recently directed towards
these unpredictable occurrences (for example: terrorist attack of September 11,
2001, Katrina Hurricane, etc.) (see Butts et al. (2012, pp. 1-36); van der Vegt et
al. (2015, pp. 971-980)) and currently, scholars and entrepreneurs are search-
ing for managerial solutions that should help organizations in recovering after
disruptive events. One of the concepts created recently, that focuses on organ-
izational features and processes allowing quick response to disasters, is organ-
izational resilience, and the research in the topic has grown rapidly in number
and quality within last years.

Organizational resilience has its roots in the concept of individual resilience
and as such is the anthropomorphisation of individual posture and character-
istics (Shin et al., 2012, pp. 727-748); the second basis for studying resilience
resides in the field of ecology, as stated by Holling (1973, pp. 1-23). However,
there are much more perspectives to be taken into account when researching re-
silience, for example individual and organizational psychology (Powley, 2009,
pp. 1289-1326), strategic management (Hamel & Valikangas, 2003), safety
(Hollnagel et al., 2006) or supply chain management (Sheffi, 2005, pp. 1-11).
As Bhamra et al. (2011, pp. 5375-5393), conclude on the basis of literature
review covering 74 papers, topics studied in the resilience literature are mostly
focused on behaviours and their dynamics, capabilities, strategy and perfor-
mance and they are related to organizational, individual, socio-ecological (com-
munity), purely ecological, and supply chain perspectives.

The basic challenge in respect to organizational resilience is to understand
how the processes of guaranteeing organizational efficiency and continuity
co-exist with actions related to adaptability that are prerequisite for effective
dealing with unanticipated difficuldes and challenges associated with unpre-
dicted occurrences. Turner and Kutsch (2016, p. 11836), identify five modes
of operations in the critical, crisis situation, and they are: rule-based, resourc-
ing, focus, flexibility, and recovery response archetypes. They are all grounded
in the theory of ambidexterity and are related to interplay between exploita-
tive and explorative actividies. Such approach emphasizes the need for making
organizational decisions linked to the basic dilemma — whether organization
tends to exploit opportunities or focus on the process of exploration. The ba-
sis for actions in such situations requires adequate first order processes, which
are preparation, noticing, interpreting and responding. In the case of model
created by Turner and Kutsch (2016, p. 11836), it highlights strong interplay
and interrelationships between first order — individual — and second order —
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organizational — activities. As authors emphasize, exploitative and explorative
aspects are evident in the crisis, and it is hard to find forthright explanation
of why, how and when organization decision-makers focus their attention
on either exploration or exploitation. While the study was based on cases (quali-
tative research), results require confirmation in further, in-depth investigations
on organizational behaviors in the face of crisis. However, the study contributes
to management theory by showing a valuable lens — organizational ambidex-
terity — through which organizational resilience may and should be studied.

Kachaner et al. (2012), clearly argue that family businesses, in most cases,
are strongly focused on creating resilience capabilities and long-term perfor-
mance. They direct their attention to controlling expenses by not spending more
then they earn, they frequently carry limited debt, acquire fewer and smaller
companies, diversify their activity to the higher extent than larger companies,
are very ambitious in regard to internationalization, and focus on retaining best
employees — talents — more frequently than large organizations. Also, in re-
spect to family business resilience, Danes et al. (2009, pp. 333-349), empha-
size, on the basis of National Family Business Panel data, that organizational
resilience is strongly related to contribution of employees (human resources),
social support, financial capital, exposure to natural disaster and federal assis-
tance given to business-owning families. They conclude, that federal assistance
is negatively correlated to firm resilience in case of companies owned by males,
while positively in case of female-owned companies. Amann and Jaussaud (2011,
pp. 203-223), argue and find empirical evidence that in economic downturns
family businesses are more capable of organizing and mobilizing their resource
in comparison to non-family business. Their resilience lays in facing down busi-
ness reality, active searching for meaning of changes and ritualized ingenuity. In
sum, on the basis of short review of the literature, it may be argued that family
business are better prepared for the unexpected than non-family businesses.
However, it still remains a mystery what processes and mechanisms allow them
to respond effectively to disruptive events in their environment.

3. Methods

To meet the aim of the paper we decided to use qualitative approach focused
on identification and understanding of mechanisms by which family business
respond to disruptive events. We adopted the approach proposed by Eisenhardt
(1989, pp. 532-550) and we combined it with grounded theory approach as
suggested by Charmaz (2011, pp. 359-380) and ethnographic approach (An-
grosino, 2007). On the basis of literature review an open-ended questions list
was prepared, and it contained 18 questions to which respondents were asked
to answer. We focused on understanding what actions respondents chose
and why they decided to act in a particular way in a crisis situation, allowing
respondents to freely speak about their intents, situation they faced, actions
and results. Every interview lasted about two hours. All interviews were re-
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corded and further transcribed to word documents — we gathered more than
50 pages of transcripts. In the next step we used simple coding, focused on la-
beling sentences, parts of a speech. Thus, the study is based on the comparative
case study methodology. Further, we concentrated on creating categories from
labels. In total more than 350 nodes and 25 categories were created. Next, we
focused our attention on linking categories to create a model and the theory
behind owners’ actions. At this stage we contacted both owners to gather ad-
ditional information (mainly during informal meetings). Finally, we conducted
cross-case analysis to identify similarities and differences between compa-
nies and confronted two created models describing behaviors. This allowed us
to identify differences between resilient and non-resilient organization and for-
mulate research propositions.

As the concept of resilience is widely studied recently, we used theoreti-
cal framework to compare both companies, following Kantur and Say (2015,
pp- 456—472) directions as well as Williams et al. recommendations (2016, pp.
1-70), modified with the results of comparative research analysis.

The study of family businesses successes and failures are not widely under-
taken in the literature, and data from the GUS — statistical institute of Poland
clearly indicate, that more than 40% of family business are going bankrupt
during the first 5 years of operation. The reasons of successes and failures re-
main unknown. Thus, this study tries to fill in the gap in the current knowl-
edge on the factors behind the success and failure of the medium sized, rapidly
growing family businesses. To illustrate it, we purposefully chosen two medium
sized, family businesses, both of which were operating in the field of construc-
tion, both operating in the same region — Silesian Voivodeship (southern Po-
land), one of them was closed recently, and the second is growing rapidly. The
owners (and CEQO’s) of the companies are at the same age, mid 40, and have
similar experience in business. Both of them started working in a business circa
20 years ago, and have a basic college education in the field of construction
and informatics. Both companies started operation at approximately the same
time, and hire similar number of employees (the company A — 170 employees
in 2014; the company B— 120 employees in 2014, and 150 currently). Evaluat-
ing their financial performance, both owners clearly mentioned, that in the time
of crises (year 2011 in case of company A, and year 2003 in case of company B)
their financial standing was exceptionally good. They made more profit than
their main competitors, and they were constantly developing employing more
people. Also, the number of projects/clients served was increasing rapidly just
before the beginning of the crisis.

The first company, called A in the paper, founded in the 1999, which was
producing windows and doors for individual and institutional clients, was closed
in 2015, S years after significant financial problems arising from signing con-
tracts with fraudulent clients. It was a company well known in the field, and it
was awarded ‘Business Gazelle’ award in 2010 and 2011, as the fastest growing,
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innovative business. After five years of reorganization and downsizing, in 2015,
it was closed due to the lack of financial liquidity and numerous debts.

The second company, called B in the paper, founded in the early 1990ies,
is currently operating in the field of construction (developer company). Re-
cently founder and CEO decided to expand the scope of activity and opened
high standard tennis and fitness club with two restaurants and more than 30
employees (the basic rationale for the business was personal interest in tennis
and sport activities).

4. Results

In both cases disturbing events were caused by clients, and strictly speaking their
destructive behaviors in relation to the business. In relation to the company A,
the crisis stroke in the year 2011, as one of its clients did not paid for the ordered
products. The amount of the debt equaled to approx. 12 mln PLN, and that was
too much for the company to handle. It lost its liquidity and never recovered.
This is how the owner A expresses the situation: ‘I was believing in clients. Most
of my contracts were signed without an in-depth analysis and check. And one
of important clients simply did not pay for products and services [ made for him.
(...) clients in this field of operation may easily avoid or delay payments — for
example they do not confirm that the work is done properly, and you cannot is-
sue an invoice. And you have to continue your work for this client, as well as for
the others, not to pay fees and charges for not completing the project on time.
This is how I felt (...). This company has not paid for the service I made for it.
And I had to go to the court. And while it was more than 3 mln EUR contract, I
lost my financial liquidity (...)".

And the second owner says as follows: ‘(...) there was a time, back in 2003 -
2004, when my large clients — mainly mines — stopped paying for services. It
was because of their poor financial situation and problems of the sector. This is
when I faced largest crisis (...) until now I have no idea how [ managed to over-
come this situation’. Thus, the situation in both cases was quite similar — clients
did not pay for the service they received, and prior investments made by studied
companies put them into trouble. In both cases they were large companies buy-
ing services from two studied companies that put them in the harsh situation.

However, the crisis faced by the company A has a broader background. As an
owner claims, it was all due to the financial crisis in the USA back in 2008/2009.
It was a harsh time for construction companies, and as the owner says ‘(...)
everybody was trying to do anything. There were people hired in the com-
pany, so we ‘det’ every opportunity there was on the market. There was no
time to check the client. I had to act in a hurry (...)’. It was financial ‘bubble’
in the USA that caused problems for companies from that field. Banks were re-
luctant to fund future investments, there were limited investments in progress
and firms had to rely on their accumulated capital to survive this period. How-
ever, the owner B gives a surprising answer to that issue stating what follows:
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‘(...) we did not have a problem with clients at that time. We actually had clients
all the time, including this period. I think it is the matter of the way we adver-
tised ourselves. Clients spread the information about our company and they ad-
vertised us to their friends (...). I also consciously checked clients before signing
the agreement and starting to work (...)". It is surprising, while both of these
companies at the time of the financial crisis were well-recognized businesses,
serving large and demanding clients.

As can be seen, both in case of a company A and B the main cause of organ-
izational problems were clients (large companies) and their lack of willingness
to pay for services or products.

Owners of two companies declared they reacted to disruptive events in slightly
diverse manner. Although there are numerous similarities in actions and deci-
sions, there are also some clearly distinguishing reactions. In the case of com-
pany A, owner declares that he has done everything that was possible to force
clients to pay. After numerous quarrels, formal meetings, phone calls, he ended
up by suing the client, however, as he states ‘the legal regulations in Poland are
constructed in such a way that they allow for destruction of company. How
to say it? It’s a pathology. In construction business it works like this: you sing
a contract with a client, and there are conditions to be met. And it is very sim-
ple not to fulfill the contract, in particular, the client will not sing-in monthly
report (does not accept the work you’ve done). There is nothing you can do
about it. And courts favor institutions like tax office, not entrepreneurs. Before
you get your money you have to spend more to continue the contract, and have
to pay to tax office or other institutions’. In this way the company failed, but as
manager says, in the 2011-2014 ‘(...) it was not a management at all (...), it was
solely attempt to survive’. He tried to overcome problems by finding external
institution that would help him financially, but after putting in some capital
to the firm it occurred, that this business angel company was unable to provide
financial services in time, and the company A slowly started to lose its reputa-
tion — with other clients and, what is more difficult — in relation to its sup-
pliers. The company, from rapidly growing in 2005-2011, after 2011 quickly
started to loosing customers and was forced to reduce the number of employees.
As manager claim, nearly all of them were transferred to two other companies,
so that they could continue working in the field. They went there with the com-
pany proprietary know how. In 2014 all possible machines and vehicles were
sold to pay debts and in beginning of 2015 the company officially went bank-
rupt. However, as owner states, it was bankrupt long before 2015, and ‘there
was nothing I could do about it’.

From the very beginning the owner managed the company by himself, he
did not use external advisors and he has not have any lawyers in the company.
Also, all the important decisions were made by himself, and he feels responsible
for what has happened. However, he said there would be nothing to change if
he is to start his new company. He would organize it the same way. This is how
he says about it ‘there was nothing I did wrong. I always did a business this way
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and it worked. And it was one client, one big contract, one thief that broke my
company. (...) I worked with clients with a high level of trust. This is how con-
struction works’.

On the other hand, the second owner (owner B) had exactly the same sit-
uation, in which he also had several significant clients and all of them stopped
paying for services at certain period of time. Although, his approach was differ-
ent — he focused on personal contacts and slowly convinced clients to pay —
sometimes only part, and sometimes total amount that was due. During financial
problems the owner of second company focused on patience; conscious choices
of clients and checking their status. This is what he actually says about his rela-
tionships with clients: ‘(...) every time there was a question or inquiry sent to us
regarding starting an investment and building some houses I carefully checked
my clients. I searched in the internet, I asked friends, I phoned other compa-
nies. All in secret, obviously. If I had any doubts, I refused to serve such cus-
tomers (...)".

Interesting observation arises from comparison of management approach
declared by both owners. Both of them stated explicitly, they were the persons
responsible for management. The second owner formulates it this way ‘(...) I
always felt management is my and my wife’s duty. It is not an interest of my
employees. It is my obligation. I manage, they work (...) so, I am also respon-
sible for them and for their families (...)’. The owner of the company A state it
differently ‘(...) I was responsible for the whole company. There was a produc-
tion manager responsible for hiring and firing employees, but I was responsible
for all contracts and clients. It was my duty to make the company work. And I
never had any advisors in my field. All the important, strategic decisions were
made by me, and me solely (...)".

It may be argued that this reluctance to listen to customers, clients and other
stakeholders differentiates both companies. While the first owner made de-
cisions all by himself, the owner of the company B had advisors at the initial
stage — several specialists from the field, from other companies, and they
helped him make all the important, initial decisions.

5. Discussion

Presented above differences and much broader material gathered during in-
terviews allows for in-depth comparison (table 1). We chose the extended
and modified framework proposed by Kantur and Say (2015, pp. 456-472)
to compare both companies. We enriched it with the attitude towards oppor-
tunities and threats, locus of organizational attention, the level of profession-
alization, and familiness, as important for family businesses. The comparison
presented in table 1 contains a list of propositions that should be tested em-
pirically to better understand actions and behaviors of companies in the face
of crisis. In particular, research attention should be focused on aspects that dif-
ferentiate successful and unsuccessful company. We decided not to formulate
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propositions explicitly, while there would be lots of them. Instead, we present
a comparison that is a good starting point for creating concrete research prop-
ositions (hypotheses).

6. Conclusion

The comparison presented above shows differences and similarities, and there
is no simple explanation why the first company failed and the second survived.
The approach to management, taking care of the company, treating employees
are very similar. However, what strikingly astonishes is the attitude towards
clients and the strategy in the search of the opportunities (as well as perception
of threats). During critical situation more attention should be placed on safe-
guarding mechanisms and double-checking reliability of clients. Also, although
low level of professionalization of management does not diminish the chances
to survive, consultations with experienced institutions may help in making right
decisions.
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Appendix

Table 1.
Comparison of companies’ reactions to destructive events

Specification Company A Company B
attitude

to opportunities

active seeking and creating of opportunities

active seeking and creating of opportunities

attitude to threats

faith in other stakeholders, lack of safe-
guarding mechanisms for unreliable clients

continuous examination of potential clients
for threats

locus of organizational
attention

attention focused on client search

attention focused on client search and cli-
ent verification

level
of professionalization

low to medium (strategic management
issues carried by owner, operational man-
agement delegated)

low (most of strategic and operational
decisions made by the owner)

familiness

high level of familiness, wife working
in a company, company prepared for
owners’ children

high level of familiness, wife working
in a company, company prepared for
owners’ children

preserving position
activities

trying to minimize consequences for
the staff by finding them new jobs; trans-
ferring capital to other companies; search-
ing for help in external business angel;
legal process with clients; ‘escaping” with
the capital; searching for help in banks
(with no luck)

continuous monitoring and demands for
payments, focus on searching for new
clients, investing own money, searching for
help in other companies, among friends,
using ‘capital slack’ that was at the disposal
of the company, bank credits

diversification

concentration on current business

searching for other possibilities (opening
tennis and fitness club)

rapidity

quick, immediate actions

quick, immediate actions

alternatives to benefit
from

initially smaller clients and slowly starting
to serve larger companies (b2b business),
usually one or two at a certain moment

initially large clients, and slowly evolving
and concentrating on smaller clients
to safeguard the processes and wellbeing
of a company

agility

large investments in relation specific assets,
low agility

high agility and diversified knowledge, low
investments in specific assets

employee
commitment

high commitment and loyalty of a staff

high commitment and loyalty of a staff

acting as a whole

changes in the company fully under-
stood, employees transferred to two other
companies

changes in the company fully understood,
the staff well integrated, decisions made
only by the owner

resistance
and continuance

resignation, feeling cheated and robbed;
the attempt to ‘save’ the company during
the crisis, and later — attempts to guaran-
tee future for employees

proactive posture, motivated to action,
trying to understand and explain behaviors

of customers; patience and waiting for

a right moment to demand for payment

Source: Own preparation.
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