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2011). Chen (2011) identifies four common performance appraisal methods among

small-to-medium enterprises:

5.8.1 The 360-degree feedback

It is a common method of performance appraisal that involves assessment input
from many levels within the enterprise, as well as from external sources (Mckenna&
Beech, 2013). This technique uses rating from many people (e.g. clients or
customers, seniors and their colleagues from other departments and consultants),
and is likely to be useful because of the spectrum of performance-related feedback
it proffers more than old assessment techniques (Mckenna & Beech, 2013). Based
on multiple source evaluations, a manager will provide feedback to the appraisee,
help them understand their strengths or shortcomings, and provide suggestions on
performance improvement. A 360-degree performance review provides objective
rather than subjective feedback and assists in identifying perception gaps and the
participants’ view of their performance in contrast to the view of others (Mckenna &
Beech, 2013). Apart from providing opportunities for self-assessment which enable
self-reflection, 360- degree reviews also provide an excellent opportunity for staff to
express themselves without fear, due to the anonymous nature of the review
process (Mckenna & Beech, 2013). Regarding family owned small-to-medium
enterprises, 360-degree feedback helps validate the obijectivity of feedback the
family members receive since the supervisor includes a range of viewpoints
(Dashew, 2007). Moreover, engaging an independent party to undertake a 360-
degree review in family owned small-to-medium enterprises can be a way of
separating the process from the personal, thereby allowing the results to speak for
themselves (Brawley, 2016; Dashew, 2007).

5.8.2 The key process indication

The second common performance appraisal method is the key process indication.
Process indication is a tool for performance assessment which examines key
features of a process’s input and output by proper data gathering and an analysis
algorithm, to quantitatively provide a measure for evaluating the performance
appraisal (Chen, 2011). This method breaks the key lines of business into critical
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performance areas such as unit of sales, return on investment or product quality,
and analyses the vital areas before coming up with the key performance indicators
(Chen, 2011). Key process indication is a tool to break the venture’s long-term goals
into comprehensive and specific objectives that are implementable. The value of
key process indication lies in that it enables hard data-driven performance and
leads to quality decision making. However, since owner- managers in small-to-
medium enterprises are known for their negative attitudes towards training
employees (Panagiotakopoulos, 2011), process indication may be very complicated

for them to implement as it requires specialised training.
5.8.3 Management by objectives (MBO)

The fourth appraisal method is MBO, that stressed the association between
departmental performance and individual performance and in doing so, underscored
the view that subordinates should play active roles in the process of appraisal, in
order to foster some degree of commitment to the attainment of goals (McKenna &
Beech, 2013). Peter Drucker, the management guru, points out the necessity of this
approach which latter assumed other names such as management by results,
results management, or work planning and review programme (Byars & Rue, 2011).
Several requirements have to be met if an MBO system is to be successful. First,
objectives should be quantifiable and measurable. Objectives should also be
challenging, yet achievable, and should be expressed in writing and in clear,

concise, unambiguous language (Byars & Rue, 2011).

MBO requires that employees participate in objective setting and in developing
action plans. A critical requirement for the effective execution of MBO is that the
objectives and action plan must provide a platform for regular discussions between
the supervisor and appraisee concerning the appraisee’s performance (Byars &
Rue, 2011; Mulder, 2010). Such discussions allow the monitoring of progress and
make room for the modification of objectives (Francis, 2018). A good example of an
objective might be, “To cut waste by 10%’. An evaluation at the end of the appraisal
period would then focus on how well the employee achieved this objective.
However, not all jobs have quantifiable goals, and if the goals are set too narrowly,

employees are likely to strive to meet only those targets and neglect other aspects
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of their jobs that are not directly evaluated (Lepak & Gowan, 2015). Therefore, hard
financial performance indicators alone may not be reflective enough of the
performance (and broader social input) of family businesses. Alternatively, goals
should be established for each family member in the business regarding career
development, retirement or lifestyle, if separating the circles between business and

family is to be achieved (Dashew, 2007).
5.8.4 The balanced score card

The balanced score card by Kaplan and Norton (1992) is the most common
performance appraisal method. It is a stakeholder’s perspective concerned with
performance management issues and operates on the assumption that, for an
organisation to be effective, it must meet the requirements of key stakeholders:
investors, employees, and customers (Mckenna& Beech 2013). Kaplan and Norton
(1996) named it “Balanced Scorecard” because the approach portrays the balance
between long and short-term objectives, financial and non-financial indicators,
lagging and leading measures (performance drivers), and external and internal
perspectives of performance. When fully executed, it aligns every person within an
establishment so that all workers appreciate how and what they can do to execute
the strategy (Rompho, 2011). It can be used to make compensation decisions and
provide feedback to management regarding the feasibility of the strategy. The
Balanced Score card proposes that an enterprise’s performance can be regarded
from four major perspectives: financial, internal business process, customer and

learning and growth (Rompho, 2011).

Khan and Shah (2011) posit that financial measures of performance (e.g. return on
investment) are regarded as the lagged indicators of performance (that is, they are
the results of action already taken), whereas the non-financial measures (e.g.
innovation) are considered to be leading measures of performance (i.e. they are
cause to a firm’s future performance). Financial measures show the extent to which
a firm’s strategy, execution and performance are leading to key developments in
asset usage, cost reduction and efficiency (Owolabi, Adetula & Taleatu, 2016) .The
scorecard also measures customers’ perception of the firm, as customers provide

direct revenues through sales, hence their perception of the firm is essential to
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sustain sales. This perspective leads a firm to realise and gain the revenue
entrenched in the financial perspective, suggesting that customer satisfaction will
result to an increase in financial measures (Owolabi et al., 2016). The customers’
four main concerns pertaining to the service or product offered by an enterprise

pertain to time, performance, service, quality, and cost (Kaplan & Norton, 1992).

The other perspective on the Balanced scorecard measures the internal processes
which focus on activities that enhance customer satisfaction. This perspective
focuses attention on the major internal activities and processes that deliver
customer satisfaction and allow financial success by an enterprise (Giannopoulos,
Holt, Khansalar & Cleanthous, 2013; Marques 2012). The internal process
perspective essentially involves three processes which are, innovation, operations,
and post sales processes. Other measures involved in this perspective may include
number of new patents, product delivery time, defect rates, setup time and time used

to repair faulty products (Owolabi, et al., 2016).

The fourth perspective is the learning and growth perspective. Measuring an
enterprise’s ability to develop and use human resources is required so as to achieve
a firm’s strategic objectives for both the present and the future (Waluyo, Huda,
Soetjipto, Sumiati, & Handoyo, 2016). Performance measures that may be useful in
evaluating learning and growth may include employee training and ability level,
availability of information systems, team incentives, employee turnover rates and

satisfaction (Giannopoulos et al., 2013; Marques, 2012).

The Balanced scorecard stresses the need to translate a firm’s strategy into a set
of objectives for each of the four perspectives (Rompho, 2011).The four
perspectives are aligned to the enterprise’s strategy and produce a holistic model
of its strategy — thereby allowing all employees to see ways through which they can
contribute to the growth of the business. Successful implementation of the scorecard
has been witnessed in many small organisations employing from about a dozen up
to a couple of hundred employees (Kaplan & Norton, 2001). The Scorecard allows
for regular, thorough and systematic reviews of all staff, especially family members
- which is essential to ensure that an enterprise is being well managed and that

family members appreciate that their performance is critical to the success of the
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company (Dashew, 2007). Despite this positive note, the use of the scorecard in
small-to-medium enterprises is significantly different when compared to large
organisations (Rompho, 2011), in that, the length of each step is shorter in smaller
enterprises. Unfortunately, besides lack of awareness, expertise and finance to
implement the scorecard in small-to-medium enterprises (Owolabi et al., 2016),
frequent strategy changes could be one major cause of the failure of the Balanced

score card in the enterprises (Rompho, 2011).

It should however be noted that the above mentioned appraisal methods by Chen
(2011) were not meant to be irrefutable, as other methods like the assessment
centre method, behaviourally anchored rating scales, critical incident technique,
essay evaluation, paired comparison and trait focussed approaches have lately
been recommended for start-ups and small businesses (Roychoudhuri, 2018).
Furthermore, the success of whatever performance appraisal method chosen
depends upon the competencies and commitment of stakeholders like top
management, line managers, or HR specialists (Juneja, 2019; Panagiotakopoulos,
2011). Unfortunately, employees in smaller firms (managers included) are likely to
perform a greater range of tasks than those in bigger firms, and specialists are likely
to be scarce in smaller firms (Healy, Mavromaras & Sloane, 2015). Consequently,
interpersonal competencies of managers may have no positive effect on
performance appraisal methods which, like performance measurement, may often
be considered not only to be a time-wasting activity, but a cause of red tape, and an

impediment to the flexibility of the enterprises (Cocca & Alberti, 2010).

The following hypothesis, driven by the literature reviewed above, is therefore

suggested:

Hs: The managerial interpersonal competencies of owner/managers have a
significant  effect on performance appraisal methods, regardless of small-to-

medium enterprise type.

However, since family ownership is likely to influence the manner in which

employees’ performance is appraised (Brawley, 2016), it is also hypothesised that,
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Haq: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal

competencies of owner/managers on performance appraisal methods.

5.9 CHALLENGES OF IMPLEMENTING PERFORMANCE MANAGEMENT IN
FAMILY AND NON-FAMILY OWNED SMALL-TO-MEDIUM
ENTERPRISES

Cognisant of the fact that organisational setting between large companies and
small-to-medium enterprises differ, and that these enterprises are not smaller
versions of large firms, small-to-medium enterprises need support and cultivation to
implement either performance measurement or management (Pekkola et al., 2016).
The following specific SME characteristics can be hindrances to the implementation

and use of performance management:
5.9.1 Human resource base

Abduli (2013) admits that, small and medium sized enterprises may not even have
a special human resource management department to oversee performance
management. Zou et al. (2014) concluded that although both types of enterprises
may be similar in company scale, family owned enterprises are likely to have more
employees than their counterparts. In addition, studies by Miller, Wright, Le Bretton-
Miller and Scholes (2015) suggest that family firms have the propensity to organise
human and financial resources in a sub-optimal way. However, personnel in both
types of small-to-medium enterprises are likely to be so engrossed in managing
daily work, that they have no extra time for more activities like executing
performance management (Abduli, 2013). Furthermore, sheer lack of managerial
capacity and culture in these firms results in managerial techniques and tools being
perceived as of minimal benefit to the firm (Pekkola et al., 2016). Frequently,
employees occupy several positions at the same time, organisation structures are
flat, and though the owner-manager is in charge of both managerial and operational
functions, managerial activities are usually neglected (Barisic & Boricevic, 2013).

Limited human resources in small-to-medium enterprises, therefore, require
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processes or models that are sensitive to their particular needs and are effective

and easy to implement.
5.9.2 Managers wearing too many hats

Management practices in most small-to-medium enterprises - be they family or non-
family owned, are closely linked to the characteristics and skills of the entrepreneur,
who, usually will be multi-tasked and often takes on multiple roles (Ates et al., 2013).
Managers hardly expand their business further than the stage at which they can
individually run everything themselves. Consequently, Cocca and Alberti (2010)
insist that, organisational success or failure in small-to-medium enterprises is
affected seriously by the managerial competencies of the owner/managers, as most
decisions are mostly based on the manager’s personal intuition and skills— rather
than on scrutiny of information. Given that managers wear too many hats and that
both types of enterprises operate in highly dynamic and turbulent environments,
they need to constantly adapt to changes in the market, which should be promptly

reflected in performance measurement (Cocca & Alberti, 2010).
593 Resource limitations

The smallness of small-to-medium enterprises is likely to present some setbacks
when it comes to implementing performance management as resources are
generally limited in terms of people, infrastructure, finance and access to knowledge
(Lofqvist, 2011; Cocca & Alberti, 2010). According to Cocca and Alberti (2010),
since small-to-medium enterprises suffer from limited resources, performance
measures adopted ought to be very simple, adaptable, and easily collectable — for
the effort required for measuring to be lower than the advantages gained. In view of
this, cheap performance management software that focuses on individual needs of
small-to-medium enterprises could be more ideal. The procedures for measuring
performance need to be clearly spelt out and be resource effective as well.
Moreover, it would be better to use only a few vital indicators, especially if reported
in a visually and graphically effective way, in order to allow the manager to
concentrate only on crucial performance factors and to make informed decisions
swiftly (Cocca & Alberti, 2010).
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5.9.4 Lack of formalisation

The fourth entrepreneurial venture characteristic that might inhibit implementation
and use of performance management in both types of enterprises is lack of
formalisation. Research confirms that the owner/ manager is the chief factor in
keeping management of human resources in small-to-medium enterprises informal
(Umer, 2012). Owner-managers avoid use of formal practices as they opt to retain
direct personal control of the business and are reluctant to delegate duties to other
managers (Umer, 2012). They do not appreciate that the highly competitive
environment characteristic of small-to-medium enterprises requires a certain level
of formality if the enterprises are to stay attractive to both employees and customers.
Ates et al. ( 2013) insist that even though small-to-medium enterprise managers
may have good personal connections to gather information, they often do not
recognise the need for formal structures to manage performance. However,
regarding family owned small-to-medium enterprises, incorporating both formal and
informal HR practices, make them respond better to the developmental needs of
their employees across various levels (Mustafa, Carspersz, Ramos & Siew, 2018).
Steijvers, Lybaert and Dekker (2017) also found out that family owned small-to-
medium enterprises with a family chief executive officer (CEO) have more formal
human resource management practices than those managed by a non-family CEO
due to greater levels of goal alignment and deliberate trust between the family
owning the business and family CEO. The study also established that, family owned
small-to-medium enterprises managed by family CEOs with a higher education and
first-generation family CEOs have more formalised human resource management
practices. The use of formal performance management systems has a stronger
impact on the achievement of strategic objectives and non-financial performance
(Kadak & Laitinen, 2016). Furthermore, achieving a balance of formal and informal
performance management that best suits the owner/manager, their team and the
enterprise, puts the business in an optimal position to create the best performance
(Kadak & Laitinen, 2016).

Regarding HR formality in general, Umer (2012) concludes that HRM is informal,
intuitive, and ad hoc in small-to-medium enterprise contexts. Previous studies

(Mustafa et al., 2018; Machado, 2013) explicitly suggest that informality is just what
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is desirable for these firms, as increased use of informal practices of management
often culminates in formal regulation and policies for employees’ control. However,
Marlow, Taylor and Thompson (2009) suggest that debate in this area needs to be
reframed through considering informality and formality as a dualism rather than a
dichotomy, and question the idea that small firms must, should or inevitably move
from informality to formality. Research therefore remains eclectic on whether that is

a bad thing, or at least sub-optimal.

Informal practices of performance management may lead to formal regulations as
there are two sides to performance management that managers need to consider.
Firstly, are the day to day management and more formal processes which include
issues such as appraisals, setting objectives and setting standards; and informal
reviews that entail an assessment of performance during the middle of the appraisal
period (SAP Success Factors, 2019). Secondly, it is the formal appraisal which has
to be informed by the non-formal performance reviews. This helps prevent surprises
at the formal appraisal, as performance problems will have been corrected in time
by way of on-going feedback on how well employees are meeting expectations (SAP

Success Factors, 2019).
5.9.5 Misconceptions about performance management

Small-to-medium enterprises rely mainly on financial measurement and
accountancy information and focus on technical aspects and production — leading
to misconceptions about either performance measurement or management, which
are often considered to be time-wasting activities (Cocca & Alberti, 2010). The
businesses do not even appreciate the potential advantages to be gained by
implementing performance management. The reason is that, these systems are
perceived as a cause of red tape, and an impediment to the flexibility of the
enterprises (Cocca & Alberti, 2010), especially in family owned small-to-medium
enterprises, where no conventional regulations and rules for recruiting employees
exist, since recruitment is informal and often based on the recommendations of

close friends, family members or relatives (Sivalogathasan & Wu, 2013).

112

© Central University of Technology, Free State



[ Central University of
Technology, Free State

5.9.6 Family ties

The competitive and emotional dynamics inherent in every family get amplified when
a business is added to the mix (Axiom Consulting Partners, 2012). The family
business harbours some additional concerns that are totally unique problems arising
from lack of formalisation of the decision making structure, nepotism, conflict of
interest between family and business(Castejon, Garcia & Pérez, 2014) sibling
rivalry, rigidity in innovation and succession, and so on. Consequently, family
business owners have to deal with difficult interpersonal family relationships that
they have to balance with their business interests. That balance is vulnerable to the
matters the family business encounters when deciding how performance
management practices will be applied to family members. Sharma (2012) opines
that family influence and involvement in family owned small-to-medium enterprises
may have exceptional effects on the objectivity of these firms’ HR practices when
applied to non-family employees. For instance, family members with minimal
qualifications may be engaged or promoted (Sharma, 2012), against fair & just

human resource policies concerning the hiring of a competent workforce.
5.9.7 Corporate governance structure

The overlap between ownership, business and family is more likely to generate
complex corporate governance structures that even influence performance
measurement (Garengo & Sharma, 2014). Related to this, is the fact that many
small-to-medium enterprises are owner-managed, with the owners acting as
dominant leaders responsible for setting the direction and running the business on
the basis of common sense and experience, often resulting in a command and
control style of management (Ates & Bititci, 2011). Such a power culture and
centralised leadership style could help explain why the majority of small-to-medium
enterprises in Kenya were found to have no vision and mission statements and had
no business plans. Of those with plans, most were informal, long-term and were

reviewed half yearly or yearly (Madivoli, Bwisa, Gichuhi & Senaji, 2019).
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5.10 CONCLUDING REMARKS

Both family and non-family owned small-to-medium enterprises are different from
their large enterprise counterparts, and their smallness makes the implementation
of performance management meant for large companies a challenge. Although
managing performance would give them a competitive edge, like any other human
resource tool, if not properly executed, performance management may not produce
the intended results, and the required performance might not be reached. The next
chapter considers the role of agency relationships in the relationship between
managerial competencies, performance management and small-to-medium

enterprises’ performance.
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CHAPTER 6: AGENCY RELATIONSHIPS IN FAMILY AND NON-

FAMILY OWNED SMALL-TO-MEDIUM ENTERPRISES

6.1 INTRODUCTION

The last chapter explored the integrative and strategic role played by performance
management in family and non-family owned small -to -medium enterprises. This
chapter discusses the role of agency relationships in the relationship between
managerial competencies, performance management and business performance.
All agency relationships involve a principal and an agent and are fiduciary
relationships that allow the agent to work on behalf of the principal. However, the
family setting provides an alternative perspective to agency relationships - a
perspective which not only influences how managers execute their competencies,
but even how performance management is done, ultimately impacting performance

of the respective small-to-medium enterprises.

6.2 AGENCY RELATIONSHIPS IN FAMILY OWNED SMALL-TO-MEDIUM
ENTERPRISES

The agency theory was initially premised on an impersonal setting involving fiduciary
agency contract relationships between an enterprise’s shareholders and CEO and
where there is great geographical and emotional distance between the parties
(Martin & Butler, 2017; Cruz et al., 2010). The agency theory is premised on several
assumptions. One of its primary assumptions is that a company is a nexus of
contracts (Fama & Jensen, 1983; Jensen & Meckling, 1976) which are costless and
accurately enforceable by courts. In light of this, agency has been
described as a type of contract where one party (the principal) agrees expressly or
impliedly that another party (the agent) should act on his/ her behalf in order to
bring him /her, into a contractual relation with a third party (Cohen & Chang, 2014).
In such contractual settings, agent behaviour is basically unobservable, and the
assumption of agent opportunism and the ensuing need for controls is seen as

reasonable (Cruz et al., 2010).
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The family setting however provides a variant to the impersonal setting implied by
the agency contract in that, in family-related contracting, exchanges often do not
have pure economic motives and consequently lead to behaviour that run contrary
to pure economic rationality (Kotla & Sieger, 2018; Madison et al., 2015). As a result,
two agency problems are likely to manifest: entrenched ownership and asymmetric
altruism (Yupitun, 2008). In terms of entrenched ownership, the original formulators
of the agency theory(Jensen & Meckling, 1976) assumed that, if there is an overlap
in ownership and management especially within family owned small-to-medium
enterprises, agency costs would be low, if not absent. Regarding asymmetric
altruism, subsequent family economics literature (Chrisman et al., 2005; Schulze et
al., 2003; 2001) shows how a tendency toward altruism may become a problem of
self-control and generate agency costs in family businesses as a result of free
riding, difficulty in administering contracts, subjective parental opinions of a child’s
performance, and liberality concerning perquisite consumption. The phrase ‘agency
costs’ coined by Jensen and Meckling (1976) represents the costs of all operating
systems and activities intended to align the interests of owners (principals) with the

interests and/ or actions of agents.

The aforementioned family connections have many additional non-rational
ramifications which include the family leadership’s tendency to desist from
monitoring family members’ actions (Chua, Chrisman, Kellermanns, & Wu, 2011),
hiring least qualified family members and paying them more generously (Zhang &
Cao, 2016), parents being overly generous to their children, who may exploit this
generosity by free-riding or shirking (Dawson, 2011), a general favouritism towards
family members and discrimination towards others, creating a negative impact on
perceived organizational justice(Ferrari, 2014). In addition, entrenchment, and
expropriation behaviours of concentrated family shareholders over minority
shareholders often result in serious corporate governance problems infamily firms
(Chu, 2009).

Interestingly, not all research about agency problems emanating from altruism in
family firms has reached undesirable conclusions. Firstly, classical agency theorists
(Fama & Jensen, 1983a) contend that family relations may ensure consistency

among family agents’ agendas with the welfare of the firm, thereby alleviating the
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agency tension caused by conflicting interests. Secondly, mutual coordination and
communication among family members help reduce the agency costs occasioned
by information asymmetry (Kim & Gao, 2010). If altruism is reciprocal, (i.e. if both
family manager and family owner are altruistic toward the other), and symmetrical
(equally robust mutual altruism), it can alleviate agency problems (Memili, Chang,
Kellermans & Welsh, 2015). In as much as reciprocal altruism presents an
integrative mechanism that helps reduce role conflict, it also gives family businesses
some competitive advantages in exploiting certain business prospects due to lesser
reservation prices for the concerned business opportunities (Memili et al., 2015).
Furthermore, the inspirational work by Carney (2005) reveals that if altruism results
in a willingness by family members to endure deprivation in the short term for long-
term firm survival; flexible decision making, a combination of low overheads, and
limited bureaucratic procedures, it can enable family businesses to be effective

rivals.

Family firms could be more effective competitors when compared to their other
counterparts because of their control over assets. A family enterprise’s control rights
over properties create three dominant tendencies — parsimony, personalism, and
particularism (Carney, 2005). Parsimony refers to the predisposition of family
managers to reduce the tendency toward opportunism and generates a propensity
toward making strategic decisions with the family's personal wealth and are
expected to behave more prudently in the management of resources (De Massis,
Frattini, Pizzurmo & Cassia, 2015).This means that generally, people are likely to
be more careful with their own — as opposed to someone else’s money. Secondly,
personalism stems from the fact that the family acts as an exceptional agent in which
both management and ownership are concentrated making it responsible for a
personalisation of authority that gives family members high power and legitimacy
within the business (De Massis, et al., 2015). As a result, agents work under minimal
internal limitations as they may relieve themselves from the internal bureaucratic
controls that put managerial authority to check in such modes of governance — like
abiding by formalised performance management practices that constrain their
ownership entitlements (Carney, 2005).

Thirdly, particularism follows from the personalisation of authority and emanates

from the fact that family control rights cause a personalistic exercise of authority that
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permits family members to pursue varied goals rather than pure profit or firm value
maximisation (Chrisman, Chua, Pearson & Barnett, 2012). It is the product of a
family firm’s discretion to act as they see fit. While managers in family owned small-
to-medium enterprises are also expected to employ rational-calculative decisions,
family control rights authorise the family to interfere in the matters of the business
to replace other “particularistic’ benchmarks of their choosing (Carney, 2005).
Within family owned firms, personalism and particularism tolerate authority and
decision-making to merge with a bias towards the dominant family grouping —
resulting in cost-savings emanating from lesser information asymmetry between
managers and owners (Yupitun, 2008). The competitive advantages emanating
from the previously mentioned propensities have limits and some of the associated
advantages clearly change or weaken over time. Moreover, even if family ownership
may result in benefits to an enterprise’s performance, the afore-mentioned positive
effects may be compromised by dysfunctions in behaviour at different levels of
family ownership in private family owned small-to-medium businesses (De Massis,
et al., 2015). Such dysfunctions could manifest themselves through lack of self-
control, which could lead owners and owner-managers to become risk averse and

involuntarily make decisions that may be detrimental to the family and firm.

The likelihood of making decisions unfavourable to both the family and firm may be
dependent on the degree to which a family owns the enterprise (Die"guez-Soto,
Lo pez-Delgado & Rojo-Rami‘rez, 2015). Consequently, it could be folly not to
concern oneself with establishing the effects of different models of family ownership.
Five basic ownership models are owner/operator, distributed, partnership, public
and nested (Baron & Lachenauer, 2016). The owner/operator model is perhaps the
simplest. By keeping ownership control in one individual (or couple), it replicates the
role of the founder. The same individual holds the position of director, sole
shareholder, and CEO (Die"guez-Soto, et al., 2015). While partnerships are unique
in that it is only the leaders in the business who can be owners and financially
benefit from it, in the distributed model, ownership is passed down to most or the
rest of the descendants, regardless of whether they work in the firm or not (Baron
& Lachenauer, 2016). In the nested model( nested in that minor family ownership
coalitions reside inside bigger ones), various family branches come to an agreement

to own some assets separately and others jointly - a model that is predominantly
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attractive when differences or conflict in preferences affect decision-making on
shared assets (Baron & Lachenauer, 2016). Many family businesses may adopt the
public model at some period in their life to enable them to attract financial resources
for firm expansion, or as a way of giving family shareholders a way to sell their
shares in case they may prefer to cash them in (International Finance Corporation
(IFC), 2018).The family firm may behave like a public company and yet it remains
privately held.

It could be folly not to concern oneself with establishing the effects of the afore-
mentioned degrees of family ownership or active ownership (Lwango, Coeurderoy
& Roche, 2017), on a firm’s competitive advantage. Heterogeneity among family
firms based on the degree of family participation exists and ignoring such an aspect
may lead to faulty conclusions. Lwango et al. (2017) therefore, caution academics
not to ignore family business heterogeneity due to size, age or degree of active
ownership, in their quest to understand the conditions under which family firms
outperform their other counterparts if inaccuracies in empirical studies are to be

avoided.

6.3 AGENCY RELATIONSHIPS IN NON-FAMILY OWNED SMALL-TO-
MEDIUM ENTERPRISES

Although literature on principal-agent relationships in family-owned businesses is
still inconclusive, it is clear that the principal-agent dynamics in family firms are
basically different from their other counterparts (Yupitun, 2008). The seminal work
by Chrisman et al. (2004) underscores the fact that separation of ownership and
management (as is likely to prevail in most non-family owned small-to-medium
enterprises) generates costs that may be non-existent were ownership and
management combined, such as in family owned small-to-medium enterprises. The
separation of management and ownership creates a conflict of interest that earlier
proponents like Ross (1973) formalised as a principal-agent problem, in addition to

obvious agency costs.

The conflict of interest resulting from separation of ownership and management

makes the likelihood of theft and other kinds of opportunistic behaviour common in
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small firms, which are likely to have less formal control mechanisms than their larger
counterparts (Chrisman et al., 2004). Unfortunately, since the survival of such small
firms is mostly dependent on the actions and decisions of a handful of owners and
managers, the effect of any opportunistic behaviour by them is proportionally higher
(Martin & Butler, 2017; Chrisman et al., 2004). However, Kleiman (2016) advises
that managers in non-family owned firms may be encouraged to act in the
shareholders' best interests through constraints, punishments, and incentives. The
other way to protect shareholders’ interests could be through performance
management. The potential by performance management to increase the quantity
and quality of information related to the behaviour of the agent (Brudan, 2010)

enhances its role as a monitoring tool.

Monitoring agent behaviour is a core issue in the agency theory (Madison et al.,
2015). Monitoring systems help the principal to systematically collect information on
the agent’s dealings. The agent is prone to act in the interests of the principal, if the
principal has the capacity to monitor agent behaviour (Boshkoska, 2015). From its
early formulation, Jensen and Meckling (1976) remark that monitoring mechanisms
are meant to control deviancy by the agent, which includes controls such as budget
limitations and operating guidelines — beyond merely detecting and assessing the
agent’s performance. Monitoring involves the principals’ ability to decide whether
the agents have complied with the provisions of the contract and that managers
would not promote self interest in decision making (Boshkoska, 2015).
Unfortunately, with relatively minimal or even inaccurate information due to
asymmetrical information, the principal’s ability to direct agent behaviour towards
set agendas may be put to check. For example, managers may take advantage of
their principals’ ignorance to advance their own interests by making false promises,
reneging on agreements, or changing the terms of deals in order to benefit
themselves. This creates “unfavourable take off’- a sort of opportunism that is
possible when the principal cannot identify the productivity of the employee till the
conclusion of the contract (Popov & Simonova, 2006). Related to the possibility of
unfavourable take off, is the fact that agents may simply not exert the agreed-upon

effort (shirking) as they may attend to personal business during working hours.
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The other way of putting to check agent opportunism is through incentive-based
compensation plans. By making senior directors part owners of the business,
incentive-based compensation is one effective way of ensuring that managers or
executives act in the best interests of the owners (Luhman & Cunliffe, 2012).
Incentive-based remuneration plans, like performance shares, are intended to offer
executives incentives to execute duties that will augment shareholder wealth and
assist businesses to attract and retain managers who are prepared to risk their
financial future on their very own abilities (Kleiman, 2016).However, such share
plans may be non-existent in some non-family owned small-to-medium enterprises.
Even in such cases, principals should concentrate on determining incentive
structures that can match organisational objectives with employee motivations (Van
Puyvelde et al., 2013). For instance, performance shares, being stock given to
executives based on performance as measured by financial indicators like return
on assets, earnings per share, stock price changes and return on equity, can be
used in listed non-family owned small-to-medium enterprises (Kleiman, 2016). If
enterprise performance is above the performance goals, the agents could earn more
shares and vice versa. Other mechanisms of preventing managers from abusing
their position thereby protecting owners or stockholders’ interests are summarised
in Table 6.1 below.
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Table 6.1: Internal and external control measures

Measures Brief Description

a. Internal

Intemal audit Helps put to check inefficient operations and protects assets
and capital

Change in the salaries and | Alignment of interests could be enlisted if top managers’
payments of the managers rewards depend on the profit of the firm (has been discussed
abave)

Concentrate ownership If managers buy shares and become owners themselves, their

interests will thus be aligned to those of the shareholders

Good corporate govemance | Good corporate governance enlists responsibility, control and
transparency in decision making processes

b. External

External audit Periodic valuation of the reality and objectivity of a firm's
financial reports puts a check to self-interested manipulations of
financial reports

Market of capital Though it's debatable, share prices may be a good signal of the
successful work of a firm’s management

Lawflegal frame Credos, policies and laws put managerial opportunism to

check..

Source: Adapted from Boshkoska (2015)

6.4 MANAGERIAL COMPETENCIES AND AGENCY RELATIONSHIPS IN
FAMILY AND NON-FAMILY OWNED SMALL-TO-MEDIUM
ENTERPRISES

There is dearth of literature on the relationship between principal-agent relationships
and managerial competencies in either family or non-family owned small-to-medium
enterprises. The reason is that, literature that may be considered appropriate for a
large or listed corporation may be less relevant for small-to-medium enterprises in
general, and family owned small-to-medium enterprises in particular (Chartered
Institute of Personnel and Development (CIPD), 2014). Regarding family owned
small-to-medium enterprises; family ownership is more amenable to relational
contracts based on mutual expectations and contracts that depart from the
assumption of economic rationality (Ponomareva & Ahlberg, 2016). Non-economic
motives such as nepotism, family altruism or internal family conflicts of the

management and the board that ordinarily characterise the contractual relationships
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within family owned small-to-medium enterprises, are largely informal when
compared to the more formal contractual arrangements in managerially governed
firms (Collin & Ahlberg, 2012; Mustakallio, Autio & Zahra, 2002). The foregoing
motives may rob the family business of employees with the requisite managerial
competencies (Padgett, Padgett & Morris, 2015) or may inhibit proper execution of
top management competencies. For instance, an investigation into small-to-medium
enterprises and family businesses in South Africa by Visser and Chiloane-Tsoka
(2014) established that since most family owned small-to-medium enterprises are
closely held and owner-managed, with owners having direct insights into internal
processes of the firm, the control function of the board may not be necessary, and
many family owned small-to-medium enterprise boards exist on paper only. The firm
would therefore be indistinguishable from the owner-manager, upon whom its failure
or success depends (Stokes & Wilson, 2010), but whose competency in all areas

pertaining to the family business may be questionable.

On the contrary, a related report by CIPD (2014) established that as small-to-
medium enterprises grow, functions diversify, and more specialisation is done. In
this instance, day-to-day operations are done by more junior staff, as the enterprise
leader(s) begin to delegate operations to teams of trusted senior managers, while
the leader(s) shift onto strategic priorities and managing of the external relations of
the firm. Failure to do that might affect the competency and execution of senior
management as they will be reduced to mere figureheads, without real power in the
business. The report (CIPD, 2014) observed that relying on hierarchical and
authoritative leadership for too long can obstruct competitive advantage in larger
established organisations. The same report also established that strong top—down
hierarchy, for example, can hinder empowerment at the front line, especially if the
leader is attempting to control day-to-day operations without adequate contact with
the firm, as more time is consumed in steering strategic direction and external
associations. The report is however not clear on the mode of small-to-medium-
enterprise ownership or the core managerial competencies at stake. Therefore,
following the above literature evidence, the fourth hypothesis in this study is

proposed as follows,
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Hs: The managerial interpersonal competencies of owner/managers have a

significant effect on agency relationships, regardless of small-to-medium enterprise

type.

However, given that the family setting provides a variant to the impersonal setting
implied by the agency contract (Kotla & Sieger, 2018; Madison et al., 2015), the

fourth hypothesis on group differences is proposed as follows,

Had: There is a significant difference between family and non-family owned small-to-
medium enterprises in terms of the effect of managerial interpersonal competencies

of owner/managers on agency relationships.

6.5 PERFORMANCE MANAGEMENT AND AGENCY RELATIONSHIPS IN
FAMILY AND NON-FAMILY OWNED SMALL-TO-MEDIUM
ENTERPRISES

Discussed in this thesis are the various agency relationships that could prevail and
are more likely to affect the implementation of performance management in both
types of enterprises. There are different variations of agency relationships, ranging
from single-principal-single agent, single-principal-multiple-agent, to multiple-
principal-single-agent (Ahmad et al., 2012; Kivistd, 2007). As their titles suggest,
single-principal-single-agent defines one principal and one agent relationships,
multiple-principal single-agent allows for multiple principals to direct a single agent
in different areas and single-principal multiple-agent describes a scenario where one
principal is directing many agents (Ahmad, et al., 2012). Principals and agents may
also have dual roles as some principals can act simultaneously as some other
principals’ agents, and agents as some other agents’ principals (Kivistd, 2007).For
instance, top management are the agents of the shareholders or family owners;
likewise, the top managers are principals to middle management, who in turn are

principals to line managers, who serve as principals to the rest of the employees.

The principal-agent dynamics mentioned above manifest themselves during
performance management, especially in non-family owned small-to-medium

enterprises. The principal, who is usually an administrative level above the agent,
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normally appraise the performance of their immediate subordinates. Since
performance management seeks to align individual employees with organisational
objectives (Taylor, 2013), non-family owned small-to-medium enterprises are
therefore not exceptional to the alignment, which aims at enhancing their
performance as measured by return on investment and innovation. Alignment can
be attained through a cascading process which allows objectives to flow down from
above, and at each level, individual or team objectives are defined in view of higher-
level goals (Armstrong, 2012). Van Puyvelde, et al. (2013) maintain that non-aligned
objectives of employees and managers can be viewed as a sign of agency problems
in the manager-employee relationship. Yet, performance management should allow
for goal alignment between principals and agents, by arresting one assumption of
agency theory, which claims that both principals and agents pursue personal

objectives (Van Puyvelde et al., 2013).

Regarding family owned small-to-medium enterprises, goal alignment makes the
evaluation process even more meaningful and focussed, since the system of
performance management has to begin at the top - the family CEO, after being
evaluated by the board and/ or leadership team through a 360-degree process, later
reviews the performance of each employee, reporting to him/her in turn (Dashew,
2007). The process must cascade downwards till every employee’s performance
has been evaluated. However, close personal relationships in family businesses
may cause conflicts of interest that significantly affect the successful implementation
of performance management (Aguinis & Pierce, 2008). Unfortunately, demographic
similarity between the appraiser and appraisee, and the quality of the work
relationship - likely to be impacted by family or friend status — can intensify positive
affect towards the appraisee, resulting in inflated performance appraisal ratings
(Brawley, 2016).

Worse still, adopting formal performance management practices may be viewed as
unnecessary by members in family owned small-to-medium enterprises, based on
the view that the interests of family member employees are already aligned - further
reducing the likelihood of using formal management systems (Brawley, 2016).
However, despite the fact that the family and business values may not always align,

managers in family owned small-to-medium enterprises may nonetheless prefer to
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use personalised, social forms of control, rather than official, objective methods
(Brawley, 2016). Surprisingly, the employment relationship in smaller firms may be
rather negotiable compared to their larger counterparts, and such negotiation may
be an on-going process resulting in intricate employment relationships (Wapshott &
Mallett, 2013). Such informal employment arrangements may result in conflict during
the process of performance management and appraisal, given that job performance
may not be rigidly or explicitly defined, and the criterion for performance
management is vague, opening prospects for disagreement about both job
responsibilities and acceptable behaviours (Brawley, 2016). As a result, the

following hypothesis is proposed for testing in this study:

Hs: Performance appraisal methods have a significant effect on agency

relationships, regardless of small-to-medium enterprise type.

However, since close personal relationships in family businesses are likely to
interfere with the successful implementation of performance management (Brawley,
2016; Aguinis & Pierce, 2008), it is hypothesised that,

Hsq: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on

agency relationships.
6.6 CONCLUDING REMARKS

This chapter explored the role of agency relationships in the relationship between
managerial interpersonal competencies, performance management and firm
performance in family and non-family owned small-to-medium enterprises. The
following chapter discusses how business performance is measured in both types

of enterprises.
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CHAPTER 7: BUSINESS PERFORMANCE IN FAMILY AND NON-

FAMILY OWNED SMALL -TO -MEDIUM ENTERPRISES

7.1 INTRODUCTION

The previous chapter explored literature on how agency relationships affect the
relationship between managerial interpersonal competencies, performance
management and the performance of family and non-family owned small-to-medium
enterprises. This chapter considers business performance in general and the two
measures (return on investment and innovation) that were used to measure this
construct in the current study. The chapter also explores how performance

management affects business performance in both types of enterprises.
7.2 BUSINESS PERFORMANCE

Business performance is an important organisational outcome that has courted the
interest of both practitioners and academicians (Chinomona, 2013). Surprisingly,
academicians have not agreed upon a definite definition of firm performance and
what makes an accurate performance measure (Tauoab & Issor, 2019).
Consequently, there are naturally diverse interpretations suggested by various
scholars according to their perceptions. Whereas business performance could be
understood to be a firm’s ability to produce results in line with its set targets
(O’Regan, Sims & Gallear, 2008), Reijonen (2008) considers it as an indicator that
measures a firm’'s efficiency and effectiveness towards goal achievement.
Unfortunately, most studies have focused on measuring the performance of large
firms, largely neglecting the small business sector (Chinomona, 2013), and yet,

small businesses have been characterised by a high failure rate (Fatoki, 2014).

Despite the focus on large businesses, measuring business performance has been

found to help firms identify objectionable trends, such as decreasing market share,

shrinking sales, declining gross profits, declining customer satisfaction, swelling

costs and greater staff turnover (Canadian Western Bank, 2014). In view of this, a

performance measurement system should therefore provide a concise and defined
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set of financial or non-financial measures that supports decision-making processes
in firms by collecting, processing, and analysing quantified data of performance
information (Gimbert et al., 2010). Kirsten, Vermaak and Wolmarans (2015)
underscore the importance of measuring performance in small-to-medium
enterprises as it has the potential to improve their performance and chances of

survival.

Small business performance can be measured using financial and non-financial
criteria, although the former has been given more attention in literature (Sandada &
Mangwandi, 2015). However, some businesses, especially family owned small -to-
medium enterprises, may have no interest in growth, and financial gain may not be
their primary motivation. Therefore, there must be other non—financial criteria to
measure the success of such firms (Utrilla & Torralega, 2012). Sandada (2012)
observed that the terms financial, objective, and quantitative measures are used
interchangeably, while non-financial or qualitative measures may refer to subjective
measures. Objective assessment ordinarily deals with comparing enterprise
performance with financial measures, whereas subjective measures indicate
personal views about firm performance (Reijonen, 2008). Subjective indicators are
“soft” and often include trait or evaluative information like self-assessment on
performance when compared to others, while objective measures are calculable
measures that impact fulfilment of specific objectives like sales or profits, and are

often referred to as “hard” information (Sandada & Mangwandi, 2015).

Chong (2008) insists that, though financial measures are simple, objective and easy
to comprehend and calculate, in most cases, they suffer from being not readily
available in the public domain and are historical too. Since objective measures are
usually inaccessible, confidential, whole, precise and timely, making comparisons
among sectors may be challenging and inappropriate (Yildiz & Karakas, 2012;
Chong, 2008). For instance, profits are subject to manipulations and varying
interpretations; therefore, a possible way forward is to supplement them with non-

financial measures.

The most used non-financial measures in small-to-medium enterprises are number

of employees, market share and revenue per employee (Chong, 2008). However,
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Yildiz & Karakas (2012) prefer objective methods in the measurement of business
performance, given that subjective measurements may vary depending on an
individual's personality traits or their position in the organisation, causing
incoherence and doubts when drawing comparison with competitors. It is therefore
advised that, over and above the traditional financial measures like profitability and
productivity, it is necessary to study the socio-emotional factors that affect family
owned small -to -medium enterprises’ expectations in particular, because the
coexistence of two systems (the family and the business) creates certain business
values which cannot be explained financially, or objectively (Utrilla & Torralega,
2012; Gémez-Mejia et al., 2011). For example, values such as considerations for
the family name and control, desire for dynastic wealth assignment, satisfaction of
family employees with their situation, or even satisfaction of the potential successor
with their career in the firm, are non-financial values which finances cannot explain
(Utrilla & Torralega, 2012).

In light of the above, Bititci, Firat and Garengo (2013) maintain that, though there is
a general agreement that the traditional (or lagging) financial measures are still
relevant and valid they need to be balanced with more recent, intangible and
externally focussed measures - leading measures (like innovation, employee
satisfaction, and so on). However, cognisant of the lack of rigorous debate on these
issues, Bititci et al. (2013) caution that generally, the measures to be used to either
compare or assess the performance of different small enterprises should be
balanced through inclusion of both financial and non-financial measures. In addition,
the measures should be based on a time axis approach (indicating, for example,
how the profitability of a business has changed over a period of time); and should
consider the contextual and environmental circumstances the enterprises operate
under, and assess their performance within that context. Consequently, the current
study adopts such a hybrid approach advocating for the use of financial measures
— in this case, return on investment and a non-financial measure - technological

product and process innovation, in the measurement of performance.
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7.2.1 Business performance in family and non-family owned small-to -

medium enterprises

Measuring business performance in family and non-family owned small -to -medium
enterprises is nhecessary since what gets measured gets attention (Cocca & Alberti,
2010). Thus, businesses can only take remedial actions on any irregularities only
after a measurement of performance on given activities has been done (Sandada,
2012). Based on this, it is possible to suggest that, business performance, especially
in family owned small -to -medium enterprises, should reflect the duality between
business and family, as their unigueness emanates from the family-business
interaction (Utrilla & Torralega, 2012). From a financial view point, family-controlled
small-to medium-sized enterprises located in the Northern Italian province of
Bergamo were found to be more independent and to use less debt than their non-
family counterparts, leading to significantly higher performance in terms of their
operating profit (Cassia, De Massis & Kotlar, 2012). The study supports the idea
that interaction between the family and the business leads to the creation and
conservation of a unique bundle of resources that can be the source of a firm’s
competitive advantage (Cassia, De Massis, Pizzurno, 2012; Habbershon &
Williams, 1999). However, according to Aguil6 and Aguilé (2012), the question
whether mode of ownership per se increases or drops business performance is a

difficult question to answer.

Research is still very inconclusive regarding the influence of family ownership on
performance. What this means is that, even though family businesses are the
principal form of company organisation today (Cassia et al., 2012), results are still
ambivalent, regarding family involvement and doubts remain if it is an advantage or
a liability in terms of their performance. For instance, high levels of commitment to
the family business, proved to be a strong signal for the family to follow through on
its discretion to ensure the business’ growth and sustainability (Martin & Gomez-
Mejia, 2016). Razzak and Jassem (2019) also establishes that the three dimensions
of socio-emotional wealth, viz ; emotional attachment; family identification with the
business; and renewal of family bonds through dynastic succession are all positively
linked to firm performance. In addition (Lwango et al., 2017; Chu, 2009) confidently

claim a positive relationship between performance and family ownership. For
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example, Maseda, Itturralde, Aparicio, Boulkeroua and Cooper (2019) suggest that
the degree of performance in Spanish family small-to-medium enterprises increases
as the percentage of family board ownership and convergent-of-interest effect
increases. However, when family directors acquire a considerable percentage of
shares which gives them complete control and influence on the board, business
performance decreases because of entrenchment. Conversely, Hamelin (2013)
establishes a somewhat different scenario. Using a very large sample of French
family owned small-to-medium enterprises to explore the relationship between
family ownership and the growth of small businesses, Hamelin (2013) observes a
negative but non-monotonic association between family ownership and the

economic growth of the businesses.

It is clear from extant literature (Maseda et al., 2019; Molly, Laveren & Deloof, 2010)
that although family businesses seem to outperform non-family firms in terms of
performance, performance decreases in family-owned firms through generations.
Related to this, Ernst, Kraus and Matser (2012) argue that, the relationship between
the level of family ownership and firm performance may assume an inverted U-
shape, meaning that more family involvement may at first contribute to firm
performance, but as it grows larger, it may foster negative effects as issues to do
with altruism and even conflicts among family members may ultimately reduce
performance. Similarly, Zou et al. (2014) also admit that, though family-owned
businesses benefit from the overlap of business and family functions firstly, as the
business matures, the overlap creates conflicts, concerning selection, training and
development, appraisal, compensation and equity, and promotion, often causing
weak management. On the contrary, Machek (2015) reports that non-family
businesses grow faster than their other counterparts since family owners tend to
restrict growth to retain control of the firm within the family. Surprisingly, Maduefio
et al. (2011) failed to detect any significant performance differences between family

and non-family owned small -to -medium enterprises.

Machek et al. (2013) suggest that the afore-mentioned contradictions in terms of
performance of the two types of enterprises may partly be attributed to different
methodological approaches employed, and even to varying definitions of what

makes a family business. It should also be kept in mind that the differences in
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performance comparison outcomes could be attributed to the idea that family
influence has a positive effect on firm performance up to a certain extent (Gonzéalez-
Cruz & Cruz-Ros, 2016; Machek et al., 2013). The other predicament in respect of
contradictory results emanates from the fact that, some studies (Machek et al.,
2013; Sharma, 2012) on the performance of family and non-family businesses
remain silent on the sizes of the firms concerned. As if that is not enough, some
researchers (Mazzola, Sciascia, & Kellermanns, 2013; Miller, Le Breton-Miller &
Lester, 2013; Miller, Minichilli, & Corbetta, 2013) are still grappling with reconciling

different theories and disparate results.

7.2.2 Overview of studies on business performance in family and non-

family owned small-to-medium enterprises

An exploratory analysis of differences between German family and non-family small
-to -medium enterprises in product and process innovation outcomes, innovation
investment, and labour productivity by Classen, et al. (2013) established that,
whereas family owned small -to -medium enterprises have a higher inclination to
invest in innovation, these firms do so less intensively than their non-family
counterparts. The study also confirms that family owned small -to -medium
enterprises tend to perform better than their other counterparts in terms of process
innovation outcomes when controlling for innovation investment. Regarding the
level of product and process innovation, family owned small -to -medium enterprises
were found to underperform in terms of productivity in comparison to non-family
owned small -to -medium enterprises (Classen et al., 2013). These results, not only
complicate issues, but are even difficult to reconcile. In yet another European study
done in Finland by Hatak, Kautonen, Fink and Kansikas (2016) that drew upon the
RBV of the firm, the relationship between innovativeness as a business- specific
resource and family commitment as a family-specific resource affecting
performance was explained. Their analysis shows a curvilinear (U-shaped)
moderating influence of the owner family’s commitment to the business, in that the
impact of innovativeness on business performance is highest when family
commitment is either high or low (Hatak, et al., 2016). Despite being silent on the
age and size of the firms under investigation, the study failed to afford readers a

comparative analysis of family and non-family owned small -to -medium enterprises.
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Furthermore, the two afore-mentioned European studies were carried out in quite
different contextual, legal and socio-economic realities from those prevailing in
South Africa.

Using a panel data from 888 firms and 7104 firm-year observations of unlisted
small-to-medium sized firms in Spain over the period 2007-2014, Ntoung, De
Oliveira, De Sousa, Pimentel and Bastos (2020) conclude that most family firms
used less debt financing than their other counterparts, and as such maintained a
lower level of debt. The study also establishes that besides demonstrating lower
risk, family firms were generally healthier financially and that the proportion of failure
among family firms was relatively lower. Interestingly, other studies (Gonzalez-Cruz
& Cruz-Ros, 2016; Machek et al., 2013), show that differences in performance
between the two types of firms do not hold at all firm sizes. In a cross-national study,
Smith (2008) utilised data from 2190 Australian family and non-family owned small
-to -medium enterprises to compare the Australian experience of differences
between the two kinds of businesses with those from Belgium. The study's findings
confirmed that differences between the two types of enterprises may be less than
those indicated by many earlier studies, and also that both industry and cross-
national disparities in the area of corporate governance may lead to discrepancies
in these differences (Smith, 2008). This study made a milestone contribution to the
effect that the basic theoretical rationale for a number of projected differences
between family owned and non-family businesses appears defective, and that
empirical studies that control for context are required to make sure that academic

literature on family firms is not being founded on incorrect assumptions.

Studies done in Africa on business performance in small-to-medium enterprises are
still very scanty. However, an investigation by Kiilu and Ntale (2018) on African
family businesses operating in Nairobi central business district established that a
significant number of Kenyan family businesses do not survive to the third
generation because of the greed of some family members, family disputes and lack
of business professionalism among many other causes. The study also indicated
that, while leadership strategies and family values have a positive impact on the
performance of the businesses, the opposite could be said of ownership strategies

(Kiilu & Ntale, 2018). In addition to failure by the study to distinguish the sizes of the
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family businesses in question, it also did not attempt to contrast performance of

family businesses from their non-family counterparts.

A related study comparing business practices and productivity performance
between family and non-family Cameroonian firms by Johannes and Mbebeb (2013)
ascertained that, concerning control and management of firms, family members
were heavily involved in family businesses than in their non- family counterparts,
which were generally managed externally. Regarding the key conventional input
variables of capital and labour that have an impact on output, it was observed that,
non- family businesses engaged more labour and invested more in capital
compared to their other counterparts (Johannes & Mbebeb, 2013). However, like
the study before it, the Cameroonian investigation is silent on firm sizes.
Furthermore, a key complication of any analysis of family businesses is the absence
of a widely accepted definition of what a family firm is (Bennedsen, Nielsen, Perez-
Gonzalez & Wolfenzon, 2010).

From the above, it can be suggested that studies unravelling the link between
business performance and family influence (and/or ownership) are found to be
affected by several factors. First, is the definition of the family firm employed in any
research, the precise question analysed by the researchers, and the definition (or
measurement) of performance considered (Harms, 2014). For instance, an
examination by Steiger et al. (2015), of all empirical family business research papers
published between 2002 and 2011 in five prominent family business research
journals, provided empirical support for the notion that family business research has
not yet found a commonly accepted definition. Regarding performance, measuring
small-to medium enterprise performance is not only complex but a challenging work
(Zulkiffi & Perera, 2011). The main challenges to measuring performance in small-
to medium enterprises emanate from the fact that, collecting information pertaining
to performance from privately held enterprises is often challenging because of an
absence of historical information, and even, accessibility (Razzak & Jassem, 2019;
Dekker et al., 2015). Even if the information might be available, it may be imperfect
and inaccurate because of poor record keeping that characterises most small-to

medium enterprises.
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Secondly, according to Ward (2018), conceptualisations of small-to medium
enterprises differ from one country to the other and from industry to industry (as it is
in the USA). Therefore, it is not recommended to treat small-to medium enterprises
as a homogenous group by downplaying variations in their size, age, location, and
business sector (Abouzeedan, 2011). Consequently, whether family businesses
have worse or better performance is an empirical matter that depends on many
variables entrenched in the local context of each country, which undoubtedly affects
ownership structure as well (Aguild & Aguild, 2012).

7.2.3 Small-to-medium enterprise performance in South Africa

Research on the performance of family and non-family owned small -to -medium
enterprises in South Africa is still in its infancy. As a result, a few peripheral studies
alluding to business performance in the context of these enterprises will be
considered. Most, if not all of the studies to be reviewed in this thesis have different
independent variables from the ones used in the current study, but have been
chosen because they are somewhat related to the current study on the dependent

variable (that is, business performance).

Matsoso and Benedict (2014) analysed the extent to which purposively selected
small -to -medium enterprises in manufacturing around Cape Town made use of
non-financial performance measures. Their findings indicate that these enterprises
do recognise the importance of non-financial measures, and to some extent
integrate them in their supply chain management, even though the measures were
not implemented formally (Matsoso & Benedict, 2014). However, such informality in
small -to -medium enterprises not only enables them to manage their resource
limitations, but permits them to be more flexible in their response to the country’s
dynamic business environment.

Another study by Kirsten et al. (2015) that considered South African accountants’
view on performance measurement in small -to -medium enterprises establishes
that, the use of a performance measurement tool is important, as it can help to
improve their performance and chances of survival (Kirsten et al., 2015). Although
accountants were found to be in possession of the knowledge and skills needed to

help these enterprises measure their performance and achieve their business
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objectives, they did not develop other measures of performance such as the

Balanced Scorecard (Kirsten, et al., 2015).

7.3 PERFORMANCE MEASURES IN FAMILY AND NON-FAMILY OWNED
SMALL-TO-MEDIUM ENTERPRISES

The realisation that over-reliance on objective measures may result in situations
where major decisions are made without appreciating their implications, and that
these measures do not present a comprehensive picture of the small -to -medium
enterprises’ performance, made the adoption of another dimension of business
performance imperative (Gijsel, 2012). Innovation (a non-financial measure) was
used in the current study to complement return on investment, since such a non-
financial measure provides a useful addition to financial ratios (Abouzeedan, 2011).
It is not surprising that Shepherd and Wiklund (2009) even question findings from
studies using subjective measures of performance (e.g. innovation) only, which
would scarcely ever be authenticated by objective measures. In view of this, the
current study adopted a hybrid approach to measuring the performance of both
family and non-family owned small-to-medium enterprises. This approach entails
measuring a firm’s performance using both financial measures like return on
investment, and subjective measures like employee turnover, innovation, and so on
(Joshi, Kumar & Al-Ajmi, 2011). Studies that ignore this consideration in their
measures of performance may not produce results that correctly portray the
characteristics of family owned small-to-medium enterprises (e.g. family
independence, time with family, loyalty, family unity, respect for the company name,
or development of children’s abilities) in particular (Utrilla & Torralega, 2012). Such
studies run the risk of ignoring the possibility that family owned small -to -medium
enterprises might be willing to forgo financial progress for other issues (Utrilla &
Torralega, 2012).

Families often value products and activities quite highly to the extent of downplaying
financial performance such as profits, firm value, equity, or asset returns (Astrachan
& Pieper, 2010). In addition, the realisation that research on performance in family
businesses may be more involving than single-metric performance (Astrachan &

Pieper, 2010) provides additional justification for the adoption of a hybrid approach
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to measuring performance. Interestingly, small-to-medium enterprise performance
has been routinely used as a dependent variable of interest across entrepreneurial
literature (Anderson & Eshima, 2013). Considering this, the two measures of
performance (innovation and return on investment) used to measure performance

of both types of enterprises in this study are going to be reviewed hereunder.
7.3.1 Return on investment (ROI)

For any venture, small or large, family, or non-family, profit -making is essential for
it to be a sound going concern (Lkhagvasuren & Xuexi, 2014). Profitability,
frequently measured by return on investment, has conventionally been used to
measure performance and is widely considered to be the decisive bottom line test
of achievement (Farooq, 2014). Return on investment addresses such pertinent
qguestions as: What is likely to be received for what we spend? Do the expected
inflows outweigh expenses? Do the returns justify the costs? (Marriot, 2010). The
higher the return on investment, the better the performance and the better off

existing investors are.

Return on investment in both family and non-family owned small -to -medium
enterprises is considered critical for at least two reasons. Firstly, individual small -to
-medium enterprises, because of their mode of operation and size, can hardly
achieve a high turnover - and with a slim profit margin, the business can barely
produce even remunerative earnings to sustain persons employed in it (Emenyoni,
et al., 2014). As a result, return on investment becomes a very important measure
that entrepreneurs can use, since it tells them the extent to which their investment
has been a success (Lee, 2012). In other words, return on investment - a crucial
balance sheet ratio, helps in assessing the efficiency of the use of a business’
resources as well as providing an indication of how effective one’s investment in the
business is (Lee, 2012). Secondly, in situations of very slim profit margins, reflected
by low return on investment, the entrepreneurs may begin to ‘eat’ into their operating
capital and the business would eventually collapse (Emenyoni et al., 2014). This
appears to be a common problem with small businesses, since emerging
entrepreneurs may quickly enter an industry due to the relatively low initial capital

requirement, but would quickly leave it, as their financial base starts depleting. Such
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a scenario may affect the sustainability of both types of enterprises and explains
why investors (financial bodies in particular) show exceptional interest in return on
investment (Emenyoni et al., 2014). It is upon this background that the current study

settled for return on investment as a measure of business performance.
7.3.2 Product and process innovation

The current study limits innovativeness to technological process and product
innovation. Both process and product innovation are closely associated with the
concept of technological innovation (Akinwale, Adepoju & Olomu, 2017). On one
hand, technological process innovations have to do with new elements that are used
in the production process, and include both capital and intermediate goods, such as
information technology equipment, processing machines and industrial robots
(Hervas-Oliver, Sempere-Ripoll & Boronat-Moll, 2014). On the other hand, product
innovation involves technical design, research and development, management and
production connected with marketing a new product (Tohidi & Jabbari, 2012).
Product innovation involves either the creation of a new product from new materials
or the modification of existing products to meet customer satisfaction (Rosli & Sidek,
2013). Since Schumpeter suggested the central role of innovation in economic
development in 1934, innovation began to be widely regarded as a vital factor

affecting business performance (Chen, 2017)

Product and process innovation (referred to as innovation in this study) initiatives
are known to enhance the long-term performance of a business (Classen, et al.,
2014; Kraus et al.,, 2011). Innovations serve as key driving forces for
entrepreneurship at firm and even national levels (Kraus et al., 2011). Innovation
enables small-to-medium enterprises to adapt to dynamic market environments
through launching of new and refined products (Kreiser, Marino, Kuratko & Weaver,
2013). Innovative enterprises continuously introduce new products and services that
meet present and emerging market needs, are able to quickly penetrate into
untapped markets, and are more likely to embody a better strategic fit for their
innovation-based abilities (Morris et al., 2011). However, the uptake of innovation in
both types of enterprises could be different since innovation is a high-risk

undertaking involving large upfront and mostly permanent expenses, and yet
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innovation success is not guaranteed (Classen, et al., 2014). Furthermore,
successful innovation strategies require the enterprise to develop diverse
competencies during the formative stages of the process of innovation that may be
predominantly challenging within contexts of resource constraints (Rosenbusch,
Brinckmann & Bausch, 2011). For instance, family firms have been regarded to be
not as innovative and more disposed to be risk-averse than their other counterparts,
due to constraints in capital and the intimacy that comes with family (Price, Stoica
& Boncella, 2013). Moreover, Spriggs, Yu, Deeds and Sorenson (2012) suggest
that, even where a family small business has innovative capability, cooperation

among many owners may limit the use of innovation as a measure of performance.

Classen, et al. ( 2014) observe that there is a general scarcity of research
concerning the innovative behaviours of small family businesses, while Werner,
Schréder and Chlosta (2014) argue that disparities in innovative activities between
family and non-family businesses remain inconclusive within the small-to-medium
enterprise context. In spite of this, the overwhelming evidence regarding the
importance of innovation in enhancing an enterprise’s ability to adapt to dynamic
business environments (Shouyu, 2017; Kreiser et al., 2013) contributed to its choice
as a subjective measure of performance in the present study. In addition, due to the
daunting challenge linked with gathering and interpreting financial data gathered
from privately owned family firms, researchers have little choice but to contend with
subjective information on firm performance (Dekker, Lybaert, Steijvers & Depaire,
2015)

7.4 PERFORMANCE MANAGEMENT AND BUSINESS PERFORMANCE IN
FAMILY AND NON-FAMILY OWNED SMALL -TO -MEDIUM ENTERPRISES

Extant literature is replete with studies on the extent to which HRM can be used to
augment business performance (Saha, Gregar & Saha, 2017; Foss, Pedersen,
Reinholt & Stea, 2015), yet, with few exceptions, research has progressed slower
in small-to-medium enterprises than in other businesses (Kim & Gao, 2010).
Obasan (2012) admits that HR practices in these enterprises have not received
significant attention and that limited research on HRM practices in them has been

conducted. Furthermore, despite the few insights describing how HRM in family
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firms differ from their non-family counterparts, as well as from each other (Gagne,
Sharma, & De Massis, 2014), theory that seeks to explain how these differences
emerge and how they shape important outcomes in family firms is still in its infancy
(Combs, Jaskiewicz, Shanine & Balkin,2018). While Patel and Cardon (2010)
acknowledge that HR practices positively affect firm performance, there is a need
for similar evidence to be confirmed for entrepreneurial ventures. Human capital
management seem to be an area where family-owned firms have embraced
considerably different practices from non-family firms, but, whether their practices
are successful or not requires more enquiry (Combs, et al., 2018). A study by
Berrone, Cruz and Go’mez-Mejia (2012) confirms that family involvement consists
of several interrelated dimensions such as the emotional attachment of members of
the family to the business, or binding social ties among members, that can affect

firm performance.

One HRM practice that, regardless of the mode of firm ownership, remains a lacuna
in small business research is performance management and how it relates to
business performance (Memon et al., 2010).The same could be said of performance

appraisal (Heinicke, 2018). It is one of the gaps that the current study seeks to close.

74.1 Review of previous related studies

A study by Aleem and Rahman (2018) examined the influence of HR practices on
the perceived financial performance of listed small-to-medium enterprises in
Karachi, Pakistan. The research paid attention to work hiring, compensation,
training, performance appraisal and their impact on business performance as
measured by the enterprises’ perceived financial performance. The study
established a positive and strong association between HRM practices and the
enterprises’ perceived financial performance. Even though the study considered a
bundle of HR practices, it confirmed that, training and performance appraisal had
the most positive and strongest association with a firm’s perceived business
performance. Results of this study confirmed findings by past studies (Jamsari,
Mahmood & Raghavan, 2017; Nongmaithem & Kassa, 2016) that when employees
get a fair performance feedback and firms invest in training, the two would result in

better and increased business performance. While every HR function is critical to
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performance management, performance appraisal and training play a very
significant role (HR Tool, 2011). However, despite neglecting subjective measures
of performance, the study was silent on both the enterprises’ mode of ownership

and the specific measure used for perceived financial performance.

In an examination of performance management in family microbusinesses in the
USA, Brawley (2016) established that creating a family or personalised environment
normally improved overall business performance through enhanced employee
performance and customer service quality, and at the same time reduced employee
turnover (Brawley, 2016). The study also noted that feedback differentiation was
positively associated with employee turnover, and observed additional mixed effects
based on firm sizes. These results confirm the observation that on-going feedback
has been found to be the most significant determinant of whether performance
management will accomplish optimum benefits from a development and coaching
perspective (Hardavella et al., 2017; McMahon, 2013). Although the study proffered
interesting results, it focused on the relationship between performance management
and business performance in microbusinesses (firms with fewer than 10 employees,
and at least one of whom is a family member) only, and was carried out in an
American context with different legal, economic and contextual realities from the
ones prevailing in the country under study. The study also made use of non-financial
measures of business performance (i.e. employee performance, customer service
quality and employee turnover) when compared to the current study which adopted

a hybrid approach to measuring the same.

A study of medium-sized enterprises in Sri Lanka by Wickramasinghe (2016) found
that the following six characteristics of performance management, viz; focus, target
setting, integration with other human resource management functions,
administrative work procedures, interdependency and responsibility were significant
predictors of performance management effectiveness. Regarding essential
elements of performance improvement in the enterprises, formal criteria for setting
performance targets; aligning goals with company, team, and individual objectives;
executing formal performance appraisal, and obtaining employee performance
feedback, were found to be crucial. Findings of the study suggest that medium-sized

enterprises adopted a cyclical process with different stages, such as planning,
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review, and reward; and that performance management in the enterprises served
different purposes, such as making promotional decisions, training needs
identification and assessing target achievement. Besides considering medium
enterprises only, like its predecessor (Aleem & Rahman, 2018), the study is also

silent on the businesses’ mode of ownership.

Saunilla (2014) inquired how performance management could be done through
innovation capability in Finnish small-to-medium enterprises, whose mode of
ownership was not clear. The key objective of the research was to study how to
manage performance through managing and measuring innovation ability. The
research established that both performance measurement and management played
a vital role in the innovation capability of the businesses. The study by Saunilla
(2014) also confirms that the connection between performance measurement and
innovation capability is not only positive but is significant as well and that capability
for innovation can be enhanced by measuring it. However, the study was done on
Finnish enterprises with 10-249 employees and with earnings of 2-50 million euros,
a criterion which is worlds apart from how the enterprises are conceptualised in the
country under study. In addition, the study did not concern itself with balancing
performance measures by including financial measures of performance like

profitability.

A related investigation by Stanciu (2014) on the level Romanian small-to-medium
enterprises use performance management techniques and tools in their activities
concluded that, performance management is a potent tool that cannot be isolated
from other management systems. The study also recognised that implementation of
performance management allowed line managers to meet their duties efficiently and
to reap the best results from employees (Stanciu, 2014). It was found out that
performance management had an influence on organisational performance,
although the study was not clear on the organisational performance measures used.
In addition, the study’s silence on the mode of business ownership limits the
generalisability of its findings.

Another investigation by Dobrovic, Lambovska, Gallo and Timkova (2018) on the

importance of non-financial measures of business performance in entrepreneurial
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firms in Slovakia used the Balanced scorecard method as a performance
management tool. The study found out that only 20% of the small-to-medium
enterprises in Slovakia used the scorecard, even though Slovak enterprises were
experiencing an unfavourable business environment then. The study also
established that use of the Balanced scorecard placed importance on the non-
financial measures of business performance regarding employees, for the simple
reason that human capital is of strategic importance in any business (Dobrovic et
al., 2018). However, the study made use of few respondents and focused on the
Balanced scorecard only, neglecting other methods. In addition, the study narrowly
focused on one method involved in a robust system of performance management
and limited itself to non-financial measures of business performance, neglecting the
balance proffered through use of more objective measures. It can also be noted that
generalising findings of this study and the preceding ones (Aleem & Rahman, 2018;
Wickramasinghe, 2016; Saunilla, 2014; Stanciu, 2014) may be complicated by the
fact that definitions of a small-to —_-medium enterprise vary from country to country
(Ward, 2018).

Based on the above literature and review of related studies, the following

hypotheses are proffered:

He: There is a significant effect of performance appraisal methods on business

performance as measured by innovation, regardless of small-to-medium enterprise

type.

Hz: There is a significant effect of performance appraisal methods on business
performance as measured by return on investment, regardless of small-to-medium

enterprise type.

However, given the above observations that HRM practices and performance
appraisal in particular, seem to be one of the areas where family-owned firms have
embraced considerably different practices from their other counterparts, but,
whether their practices are successful or not needs further enquiry(Combs, et al.,

2017; Gagne et al., 2014), leads the researcher to hypothesise as follows:
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Hed: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on

firm performance as measured by innovation.

Hzq: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on

firm performance as measured by return on investment.

7.5 BUSINESS PERFORMANCE AND AGENCY RELATIONSHIPS IN FAMILY
AND NON-FAMILY OWNED SMALL-TO-MEDIUM ENTERPRISES

The separation of ownership from control in organisations may lead to loss of
appropriate monitoring by the owners on the managers who may use business
assets for their private purpose to maximise their welfare (Panda & Leepsa, 2017),
with obvious implications on firm performance. When the interests of owners and
managers diverge, agent opportunism becomes a potential threat, although it has
also been discovered that it may even be a threat when the interests of minority and
majority stockholders diverge — leading to conflict between family and non-family
shareholders (Madison et al., 2016).

Agent opportunism can either be pre-contractual (ex-ante) or post contractual (ex-
post) (Yaqub, 2009; Kivistd, 2008). Pre-contractual opportunistic behaviour
happens when the agent engages in opportunism before the actual formation of a
relationship, while post-contractual opportunistic behaviour by the agent would be
aimed at evading the original intention of an agreement. For instance, the agent may
find some shortcomings in the contractual terms that allow him/her to fulfil the
contractual requirements, but not in ways that were intended when the contract was
signed (Casas-Acre & Kittsteiner, 2010). Popov and Simonova (2006) cite
unfavourable take off (i.e. failure by the principal to spot the productivity of the
prospective worker until the contract is concluded), changing of schedules and
espionage (i.e. the purpose of the agent will be to get a firm’s inside information) as
examples of ex-ante opportunism of the agents. Examples of ex-post opportunism
of the agents include flubbing (e.g. executing the work with reduced output than

stated in the contract due to intermittent absenteeism or moonlighting), negligence
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and malversation (i.e. ‘outer contract’ use of equipment and materials). Agent
opportunism may also stem from agent falsification of knowledge, skills and
capabilities(Kostova, Nell & Hoenen, 2016), especially in cases where principals
have difficulty in adequately assessing agent qualifications—as might be the case
in most entrepreneurial firms, where owners double as managers, notwithstanding
their inferior education (Herrington et al., 2011 ). The foregoing forms of agent

opportunism are likely to impact negatively on firm performance.

Cruz, et al. (2010) however opine that the assumption of agent opportunism may
not subsist in a proximal agency relationship in which the parties are reciprocally
dependent, work with each other closely, and may be emotionally involved — as with
the relationship between a chief executive officer (as principal) and senior
management (as agents). Family owned small-to-medium enterprises are a good
example where the chief executive officer may be a member of the founding family
with most employees coming from the immediate and extended families. The
emotional attachment coming from close family ties within family owned small-to-
medium enterprises may, but not always, put agent opportunism to check, especially
when the CEO is a member of the founding family and most employees are from
the immediate and extended families (Cruz et al., 2010). For example, the fact that
family businesses often pursue non-economic ends at the expense of financial gain
implies that resources are likely to be diverted in pursuit of non-economic agendas;
thus negatively affecting firm performance (Basco, 2017; Zou et al., 2014; Gémez-
Mejia et al., 2011). This line of reasoning leads the researcher to propose the

following hypotheses:

Hsqa: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of agency relationships on firm

performance as measured by innovation.

Hoa: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of agency relationships on firm

performance as measured by return on investment.
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Opportunism, if not put to check, is likely to cause reduced cooperation, reputation
wear-outs and increased defections (Yaqub, 2009). Opportunistic behaviours within
cooperative arrangements may increase transaction costs as principals have to put
in place expensive control mechanisms like complex and more explicit contracts to
minimise opportunistic hazards. Examples of such costs include costs incurred
when, processing information to craft contracts, monitoring contractual promises,
administering contractual provisions and legal and organisational costs incurred
when coordinating and ensuring desirable behaviours (Yaqub, 2009). However, the
ground breaking work by Perrow (1986) opines that principals are also not exempt
from behaving opportunistically in certain contexts, especially when exploiting
agents through breaking contracts, or excluding in the contract matters violating
their self-interest. Opportunistic behaviour by either party has the potential to impact
parties outside the immediate principal-agent relationship, as well as direct and
indirect stakeholders in society (Zardkoohi, Harrison & Josefy, 2015) - but with far-
reaching consequences to the business. Besides the financial implications of
opportunistic behaviours, opportunism may also affect mutual trust and
commitment, thus creating serious threats in the area of quality of social
embeddedness (Yaqub, 2009). Therefore, controlling the problem of either principal
or agent opportunism becomes so crucial to sustainable performance of firms and

the strategic networks that come along with doing so.

751 Review of specific related studies

Few studies on firm performance and agent relationships in family owned small-to-
medium enterprises and non-family owned small-to-medium enterprises whose
results are mixed have been done to date. While the studies to be reviewed in this
study are not meant to be exhaustive, it should be noted that studies investigating
performance (using different measures of performance) of family businesses and
non-family businesses present mixed results and conflicting opinions (Maalu,
McCormick, Obonyo & Machuki, 2013; Sciascia & Mazolla, 2008). Moreover, most
of the studies (De Massis, et al., 2015; Chirico & Bau, 2014) are done in developed
countries with different contextual realities from those obtaining in South Africa

whose definitions of family ownership differ significantly.
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The ground breaking work by Chrisman et al. (2004) established that family
participation in a business has the potential to either decrease or increase financial
performance because of agency costs. The study further suggests that, discounting
the effects of agency cost control mechanisms, family and non-family firms have
similar financial performance when considering short-term sales growth. The
investigation showed that non-family enterprises gain more than their other
counterparts from at least one agency cost control practice—strategic planning
(Chrisman et al., 2004). However, the study limited itself to relatively young, small,
and privately owned firms at the expense of larger, older, and more complex firms.
Yet, as family firms grow, traditional agency problems are expected to become more
pronounced because of more reliance on non-family managers (Chrisman et al.,
2004). Moreover, besides limiting itself to only one subjective measure of
performance-sales growth, the study was not sensitive to the sizes of boards or
involvement of non-family management, and worse still, it failed to differentiate the
sources of agency costs because of lack of separate scales for the dissimilar

sources.

An investigation by Chirico and Bau (2014) integrated the stewardship and agency
perspectives, and extended understanding of the dynamics that regulate private
family owned small-to-medium enterprises as either an asset or liability for the
business. The study found out that the percentage of family members in senior
management has an inverted U-shaped relationship with firm performance. This
means that, while a moderate percentage of family members in senior management
supported positive performance, further increase in the percentage drove negative
financial effects because of family members’ self-serving behaviours (Chirico & Bau,
2014). Though the study proffers invaluable findings, no actual measurement of
stewardship or agency perspectives in families was done. In addition, the fact that
their data were gathered exclusively in Switzerland, limits the possibility of
generalising their findings to other countries with different definitional and contextual
realities. Moreover, the fact that their measures were based on respondents’
personal perceptions implies a lot of subjectivity in the analysis.

A related study by De Massis et al. (2015) complementing the limited view offered

by agency theory with behavioural theory assumptions, suggests the existence of
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an inverted U-shaped association between family ownership and performance. The
study concluded that balancing family and non-family members in the top
management team was beneficial to small-to-medium enterprises’ performance.
Although balancing non-family and family members in senior management was
found to be helpful to small-to-medium enterprises’ performance, the family ratio in
the top management team became crucial at high levels of family ownership only.
These findings support the idea that the advantages of family management stem
mainly from the positive effects of kinship relationships within the team of managers,
plus the alignment of interests between managers and owners, while the
shortcomings are associated with the exceedingly redundant human resource of
family members. Basing on evidence from 787 small-to-medium enterprises, the
scholars established that ownership dispersion among members of the family had
negative effects on performance (De Massis et al., 2015). However, the fact that
their study defined small-to-medium enterprises as firms with 10 to 250 employees,
and with revenues between 2 and 50 million euros, limits the generalisability of
findings to South Africa. In addition, the secondary data collected from a population
of small-to-medium enterprises based on a comparatively small geographical area,
not only compromises the quality of the data, but makes it unrepresentative of family

and non-family owned small-to-medium enterprises in general.

In a meta-analysis of 78 studies that attempted to answer the question whether the
relation between family involvement and firm performance could always be positive,
Machek, Brabec and Hnilica (2013) conclude that the impact of family involvement
on business performance was not adversarial. The study established that the mean
size of the effect was moderately positive, implying that family ownership and
management had a slightly positive impact on business performance (Machek et al.,
2013). Although their meta-analysis of 78 studies provided rich and summarised
data, the concerned studies were largely done in Europe which proffered disparate
conceptualisations of both the SME and the family firm. Worse still, their analysis

remains silent on the sizes and industry of the firms concerned.

Finally, using the Business Longitudinal Database gathered by the Australian
Bureau of Statistics on small-to-medium enterprises, a study by Xianga,

Worthington and Higgs (2014) established that for larger small-to-medium
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enterprises (those with 20—200 employees), gains realised by way of lower agency
costs emanating from family ownership were almost entirely offset by losses due to
lack of self-control and altruism. However, the study, like its predecessors (Chirico
& Bau, 2014; Machek, et al., 2013), conceptualised the family in ways quite different
from those obtaining in the African country under study. In fact, the two studies
mentioned above are silent on their conceptualisations of what family is. For
instance, despite the admission by Machek et al. (2013) that the definition of
businesses owned by families was far from being standardised, the authors did not
proffer their own conceptualisation. Unfortunately, the same could be said of the
study by Chirico and Bau (2014).

Considering the literature reviewed in this section, the following hypotheses are

proposed:

Hs: There is a significant effect of agency relationships on business performance
as measured by innovation, regardless of small-to-medium enterprise type.

Ho: There is a significant effect of agency relationships on business performance as

measured by return on investment, regardless of small-to-medium enterprise type.
7.6 PROPOSED CONCEPTUAL MODEL

The literature reviewed so far in this chapter and the previous ones, on managerial
interpersonal competencies, performance management, agency relationships and
firm performance as measured by both innovation and return on investment, has
shown that some relationship exist between the constructs. This culminated in the
development of a testable conceptual model which was empirically evaluated using
Structural Modelling techniques to assess its fit. Figure 7.1 below depicts the

proposed model.
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Figure 7.1: The hypothesised relationships among variables studied

Figure 7.1 depicts that managerial interpersonal competencies can directly affect
firm performance (Bateman et al., 2019; Nkosi et al., 2015) as measured by return
on investment and innovation. It is also hypothesised that, managerial interpersonal
competencies have a direct influence on performance management -whose
evaluation tool is performance appraisal (Chen, 2011; Bhardwaj & Punia, 2013) in
both family and non-family owned small-to-medium enterprises. Performance
management has been hypothesised as directly affecting firm performance (Bititci,
Cocca & Ates, 2015; Biron et al., 2011). It is also assumed that both managerial
interpersonal competencies and performance management directly affect agency
relationships (Brawley, 2016; Visser & Chiloane-Tsoka, 2014; Van Puyvelde, et al.,
2013), and that agency relationships in turn directly affect firm performance
(Zardkoohi et al., 2015; De Massis et al., 2015).
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7.7 CONCLUDING REMARKS

This chapter explored business performance in small-to —medium enterprises and
the measures used to measure the respective firms’ performance in the current
study. The chapter also explored the relationship between performance
management and business performance in both family and non-family owned small
-to -medium enterprises. The next chapter will review the research methodology
adopted in the current study. The research methodology provides a systematic way
of solving the research problem and is aimed at presenting the work plan of this

study.
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CHAPTER 8: RESEARCH METHODOLOGY

8.1 INTRODUCTION

This chapter is going to consider the research methodology which provides a system
for collecting data and answering research questions. Positivism, which is the main
paradigm congruent with this research’s epistemology, will be explored. The
approach emerging from this paradigm will be discussed before looking at the
research design, population, sampling procedures, sample size, research
instruments and their psychometric properties, data collection methods, data
analysis procedures and ethical issues to be considered if the research process is
to retain integrity.

8.2 RESEARCH PHILOSOPHY/PARADIGM

Research paradigms in general deal with the philosophical dimensions in social
sciences (Wahyuni, 2012). According to Bryman and Bell (2015), the term paradigm
itself derives from Kuhn’s (1970) analysis of revolutions in science. In the seminal
work by Kuhn (1970), a paradigm is defined as the whole constellation of values,
beliefs, techniques and so on, common among members of a given scientific
community. It is simply a world view within which researchers work. Grix (2019)
opines that the term paradigm could be used in three different ways in human
sciences. Firstly, it can be used for purposes of institutionalising intellectual activity,
and secondly, for the broad groupings of specific approaches and perspectives
involved in the study of any subject. Thirdly and more importantly, paradigms can
be used to depict broad approaches to research, such as the positivist or interpretive
paradigms (Grix, 2019). Figure 8.1 below diagrammatically depicts the two
philosophical traditions, their respective assumptions and the terminology
associated with them.
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The subjectivist approach The objectivist approach

to social science Assumptions to social science
MNominalism « Ontology > Realism
Anti-positivism #——————Fpistemology —» Positivism
Voluntansm -« Human nature——» Determinism
ldeographic « Methodology ————— » Momothetic

Figure 8.1: The Subjective-Objective Dimension

Source: Adapted from Burell and Morgan (1979)

Figure 8.1 above depicts the subjective-objective dimensions in a more rigorous
fashion. The seminal work by Burell & Morgan (1979) identifies four sets of
assumptions pertinent to an appreciation of social science, depicting each by the
descriptive tags under which they have been discussed in social philosophy
literature. It is beyond the scope of this research to split hairs regarding the foregoing
dimensions. However, the two leading philosophical dimensions distinguishing
current research paradigms are ontology and epistemology (Wahyuni, 2012). While
ontology refers to the way the social world and the social entities or phenomena that
constitute it up are regarded, epistemology is the theory of knowledge and how we
get to know things (Matthews & Ross, 2010).

8.2.1 Interpretivism

Interpretivism is a term coined for an epistemology that contrasts positivism (Bryman
& Bell, 2015). Interpretivism (also known as humanistic, constructivist, naturalistic)
holds a major anti positivist stance (Hussain, Elyas & Nasseef, 2013).This paradigm
asserts that social reality and natural reality (and the science laws) are different,
hence they call for different methodologies (Gray, 2014). As a result, interpretivism
requires the collection of qualitative data with subjective meanings. Interpretivists
are persuaded that reality is fashioned by social actors and how people perceive it
(Wahyuni, 2012). According to the seminal work by Burrell and Morgan (1979), the

interpretive paradigm, underpinned by a quest to understand the essential nature of

153

© Central University of Technology, Free State



the social realm at the level of subjective knowledge, pursues explanation within the
dominion of individual subjectivity and consciousness, within the frame of reference
of the respondent as opposed to the onlooker. The paradigm posits that since
human experiences and perspectives are subjective, social reality may transform
and can assume several perspectives (Wahyuni, 2012). Interpretivism rejects
objectivism and therefore attempts to understand the social world from the
subjective connotations that people ascribe to it. Consequently, this paradigm works
with qualitative methods and tends to use a descriptive form of investigation to
describe specifics (Gray, 2014; Wahyuni, 2012), with the researcher providing
insights into behaviours displayed and the interpretations that participants give to
their world of life (De Vos et al., 2011). With interpretivism, data are gathered by
means of participant observation, interviewing and human documents. In terms of
theory transference, interpretivism adopts an inductive (i.e theory discovery)
approach, and regarding research methods, interpretivism makes use of participant
observation, ethnography, interviews, grounded theory development and
conversational analysis(Swanson & Chermack, 2013).The foregoing research
methods are prominent in interpretivism because interpretive researchers dispute
that quantitative methods alone can be adequately used in understanding social
behaviour without the variety and diversity offered by interpretivist
approaches(Hussain et al., 2013).

8.2.2 Positivism

Positivism is an epistemological paradigm housing a host of philosophical
perspectives which embrace or overlap with positions such as empiricism,
naturalism, and behaviourism (Hussain et al., 2013). Positivism holds that the world
or universe conforms to stable and unchanging laws, rules of happenings and
causation, and that there exists a complexity that could be solved by reductionism
(Aliyu, Bello, Kasim & Martin, 2014). In short, positivism includes all approaches

which apply scientific methods to human affairs (Grix, 2019).

The positivist paradigm has the advantage that it systematises knowledge
generation through quantification, which is important in enhancing accuracy in the

description of parameters and the understanding of the relationships among them
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(Gray, 2014). Positivism often leads to results that are replicable and laws objective
enough to result in generalisations (Hussain et al, 2013). Its other strengths lie in
the fact that, it is clear, precise, rigorous, and well standardised (Hussain et al.,
2013). Other important tools provided by positivist approaches are hypotheses.
From these, much research ensues, especially where cause-and-effect or
concomitant relationships are being examined (Cohen, Manion & Morrison, 2011).
Basing on the above advantages, the current study adopted positivism as the
guiding paradigm.

Positivism usually requires that research questions be framed in quantifiable and
measurable terms (Steinert, 2014). Research objectives and research questions for
the current study had to be framed accordingly. Saunders, Lewis and Thornhill
(2015) admit that the emphasis in positivism is on observations that are quantifiable
and that largely lend themselves to statistical analysis. To this end, the current study
was quantitative in nature as it made use of structural equation modelling, whose
first stage is confirmatory factor analysis, followed by hypotheses testing (Hair,
Black, Babin & Anderson, 2014). This provided a very structured methodology and
the statistical analyses mentioned above made sure that replication is feasible.
According to positivism, different researchers using similar instruments should arrive
at the same conclusions since standardised instruments that are believed to tap a
single reality are developed and used (Gray, 2014). In view of this, quantitative data
was collected using a uniform and highly reliable questionnaire (with a Cronbach’s

alpha above 0.7) in the current study.

Positivism argues that, reality comprises of what is accessible to the senses - that
is, what can be smelt, seen, touched, and so on (Gray, 2014). Secondly, inquiry
should not be based upon philosophical speculation but on scientific observation
and therefore, on empirical inquiry. Further, positivism holds that it is necessary for
the researcher to adopt a neutral, detached, distant and non —interactive position.
The structured questionnaire used for the current study had closed question items
that ensured minimal interaction with respondents. Thirdly, positivism draws heavily
from scientific inquiry which assumes determinism. Determinism implies that,
events have causes, are determined by certain situations, and science can proceed

on the understanding that these causal associations can ultimately be exposed and
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understood, and that the events are explainable in terms of their antecedents
(Cohen et al., 2011). Positivism is premised on the assumption of priori causal
relationships between variables, which can be used to explain phenomena
(Swanson & Chermack, 2013). In light of this, the current study (with the aid of a
comprehensive conceptual model and hypotheses) proposed relationships between
the variables - managerial interpersonal competencies, performance management,
agency relationships and firm performance (as measured by return on investment

and innovation).

Unlike interpretivism, which seeks to construct models and theories from data (i.e.
the inductive approach), positivism ropes in the deductive approach which aims at
formulating and testing hypotheses (Swanson & Chermack, 2013). Extensive
literature reviews and the three theories (the agency theory, stewardship theory and
the RBV) helped in the formulation of a robust conceptual model and the testing of
hypotheses. Basing on hypothesis testing, which happens to be one of the most
commonly used inferential technique that uses sample data to assess the veracity
of a hypothesis about a population (Gravetter & Forzano, 2016), hypotheses were

tested and either accepted or rejected.
8.3 RESEARCH APPROACH

There are two general methods of collecting and reporting information in the realm
of research: quantitative and qualitative approaches (Ben-Eliyahu, 2014). The
decision to take a qualitative or quantitative approach should be based on one’s
research question and the nature of the data to be collected and analysed in order
to address the question (Matthews & Ross, 2010).The qualitative approach stems
from an anti-positivistic, interpretivist paradigm, which is idiographic and holistic in
nature, and whose aim is to elicit participant accounts of meaning, experience or
perceptions (De Vos et al, 2011). The focus in qualitative research is
understanding, explaining, discovering, exploring, and clarifying feelings, situations,
attitudes, perceptions, beliefs, values and the experiences of participants (Kumar,
2014). The current study had to explore the network of relationships between
managerial interpersonal competencies, performance management, agency

relationships and firm performance using structural equation modelling. Such an
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analysis was not amenable to the naturalistic observation and subjective exploration
of reality afforded by qualitative research, but rather lends itself to controlled
measurement, which produces hard (in the sense of being unambiguous and robust)
and reliable data, owing to the accuracy offered by the measurement (Bryman &
Bell, 2015).

Qualitative research also produces descriptive data as written or spoken word by
the participant. Since qualitative research is concerned with understanding and
describing, instead of explaining and predicting human behaviour, it is often
associated with non-statistical methods and small samples, often purposively
sampled (De Vos et al., 2011). Qualitative research requires descriptions of events,
interactions, and situations, either visual or verbal, with the data contained within
transcriptions of video focus groups or interviews, or even in records taken during
the interactions (Cooper & Schindler, 2014). The notes, videos and observations
made would then be summarised into narrative reports that attempt to describe and
construe the phenomenon under study (Gravetter & Forzano, 2016). Policy-makers
not only give low credibility to results from qualitative studies, but even stakeholders
often use quantitative research whenever research is called upon (Rahman, 2017;
Sallee & Flood, 2012). In terms of research method, due to smaller sample sizes
characterising qualitative research, study results may not claim wider
generalisability to other contexts, not to mention that qualitative data may be elusive
and difficult to interpret and analyse (Rahman, 2017, Lam, 2015). Furthermore,
qualitative researchers often use inductive reasoning (where theory is generated
from research), yet quantitative research relies more on deductive reasoning
(moving from the general to the specific), beginning with certain premises (like
theories and hypotheses), and then making logical conclusions from them (De Vos
etal., 2011).

Another difference between qualitative and quantitative research is that, in
gualitative research, the researcher will be closely involved with the people under
investigation, whose perceptions of what is important offers the point of orientation;
whereas in quantitative research, researchers are not involved with their subjects
(Bryman & Bell, 2015). This lack of involvement makes quantitative research more

objective. Moreover, qualitative research is invariably unstructured, making it difficult
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for the researcher to examine the exact issues and concepts that are the centre of
the study (Bryman & Bell, 2015). Worse still, the distinction between study designs
and data collection methods is blurred for qualitative research, yet quantitative
designs have more distinction and clarity between designs and data collection
methods (Kumar, 2014). In addition, structured guidelines for conducting
guantitative research - variables, concepts, hypotheses, and methods of
measurement are well-defined before the research commences, and remain the
same throughout (De Vos et al., 2011). This tends to increase objectivity and
unbiased conclusions are very likely. Since the main research objective for the
current study sought to examine the relationship between managerial interpersonal
competencies, performance management, agency relationships and business
performance among family and non-family owned small-to-medium enterprises, the

study lends itself to a more objective inquiry amenable to quantitative research.

Furthermore, quantitative research is grounded in rationalism, follows a
predetermined, rigid and designed set of techniques to explore, aims at quantifying
the extent of variation in a phenomenon, gives emphasis to measurement of
variables with more interest on the objectivity of the process, believes in validation
based on a large sample size, values the reliability and validity of findings and
reports findings in an analytical and aggregate manner, drawing inferences and
conclusions that are generalisable (Kumar, 2014). The objective of quantitative
research is to quantify research problems, to count and measure issues and then
to generalise these findings to a wider population; yet, qualitative research seeks
to understand beliefs and behaviours, acknowledge processes and appreciate the
context of people’s experiences (Hennink et al., 2011). Considering the above
evidence, the quantitative approach, comprising of data based upon numbers (Gray,
2014) was deemed appropriate for this study. It allowed the use of frequencies and
statistical generalisations to relate results to a greater population (Wahyuni, 2012)
of family and non-family owned small-to-medium enterprises, not directly involved
in the study. Quantitative research also requires that the researcher should be
detached (emotionally or physically) from the research to avoid biasing the results
(Cooper & Schindler, 2014). Since the social phenomena under this study were

regarded as objective in nature, subjects were measured only once using a
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structured questionnaire involving minimal to no attachment to the research

process.

8.4 RESEARCH DESIGN

lacobucci and Churchill (2010) consider a research design to be the plan or
framework for a study, guiding the collection and analysis of data; and which is
meant to ensure that the study will not only be relevant to the problem, but will
also use the most economical procedures. Designing a study helps researchers
design and implement a study in such a way as to allow them to obtain intended
results, thereby not only increasing chances of getting information that could be
related to the real situation, but also warranting that the information gathered
enables researchers to answer research questions as vividly as possible (lacobucci
& Churchill, 2010). Thus, a research design defines the reason of doing the study,
the kinds of questions to be addressed, data collection techniques, approaches to
collecting samples and how the data are to be analysed (Gray, 2014).

The current study employed a correlational design, specifically the ex post facto
(literally meaning ‘after the fact’ or ‘retrospectively’ design). Correlational studies are
regarded as ex post facto studies (Simon & Goes, 2011). A correlational design
attempts to describe relationships, rather than explain them (Gravetter & Forzano,
2016). Although a correlational research does not imply causality, it serves two
functions according to De Vos et al. (2011). Firstly, it allows for predictions to be
made even though one may not have an idea why a relationship exists. For instance,
it may be established that, a strong positive relationship exists between managerial
interpersonal competencies and firm performance, but one’s dilemma would be on
why such a relationship exists. Secondly, correlational research provides data that

is either consistent or inconsistent with scientific theory.

Regarding the ex post facto, it is pre- experimental, implying that, it does not meet
the scientific standards of experimental designs, nor does it involve a control group
(De Vos et al., 2011). The ex post facto design provides another means by which
researchers can examine the extent to which an independent variable can possibly

affect the dependent variable(s) of interest. For instance, the current study
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examined the extent to which three independent variables that were obtaining prior
to the study - managerial interpersonal competencies, performance management
and agency relationships affect the performance of both family and non-family
owned small-to-medium enterprises. Cohen et al. (2011) identify two kinds of design
in ex post facto research—the co-relational study (or causal research) and the

criterion group (or causal-comparative) study.

On one hand, a co-relational(or causal) study concerns itself with identifying the
antecedents of a current condition and entails the gathering of two sets of data-
one which will be retrospective and intended to determine the relationship between
them (Cohen et al.,, 2011). On the other hand, the causal-comparative research
attempts to identify a causative relationship between the independent and
dependent variables. The relationship sought after is usually an unproven one
because as the researcher, one might lack full control over the independent variable
(De Vos et al.,, 2011). According to Cohen et al. (2011) a causal-comparative
researcher sets out to determine possible causes for a phenomenon under study,
through comparison of subjects in which the variable exists with comparable
subjects where it is absent. In this case, the effect of managerial interpersonal
competencies, performance management and agency relationships on firm
performance, were being investigated in family and non-family owned small-to-
medium enterprises in Gauteng Province. The current study specifically adopted
the retrospective causal-comparative research design which entails that a
researcher begins examining a specific question when the effects have happened
already; and the researcher strives to determine if one variable could have
influenced another variable (Maheshwari, 2019). This specific design has been
chosen for the following reasons:

e Itis less time consuming.

e The research design is economical.

e It is the only design which is retrospective in nature.

e The researcher cannot influence the independent variables.

e The design allows the researcher to analyse data based on his personal

opinion to arrive at the best possible conclusions (Maheshwari, 2019).
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In addition, the design is predominantly suitable when simple cause-and-effect
associations are being examined; as it gives a sense of direction and proffers a
rewarding basis of hypotheses that can later be verified by more rigorous
experimental methods (Cohen et al., 2011).

8.5 POPULATION

A population is the sum of units where a sample is to be chosen (Bryman & Bell,
2015). The term ‘units’ implies that it is not necessarily people that are sampled as
the researcher has the latitude to sample from cities, regions or firms(as in the
current study), and so on. In other words, a population can be understood as the
total possible cases that can be considered as research subjects. However, a target
population is the sum of cases that conform to some chosen conditions (Lacobucci
& Churchill, 2010). In this study, the target population consisted of all family and
non-family owned small-to-medium enterprises in South Africa’s Gauteng province.
The researcher had to choose the province of Gauteng because it had a higher
concentration of small, medium and micro-enterprises - with just more than 30% of
these enterprises by the third quarter of 2017, followed by close to 14% in both
Limpopo and KwaZulu-Natal (The Small Enterprise Development Agency (SEDA),
2018).

Having established a target population, it becomes crucial that a sampling frame be
established. Sampling frames for probability samples are full lists of all the cases in
the population from which samples are to be drawn (Saunders et al., 2015).
However, if all the cases in the population cannot be individually identified, one
cannot have a sampling frame for that study population (Kumar, 2014). Such is the
case with the small-to-medium enterprises under study. According to the SEDA,
SMME Quarterly Update (2018), the number of SMME owners in Gauteng in the
third quarter of 2017 amounted to 687 867. Unfortunately, this figure included an
unknown number of micro enterprises (defined by Kesper, 2001, as employing 0-4
employees), which are not part of this study. The other problem with the list is that
it did not categorise the enterprises into their respective sizes. Furthermore, the fact

that no reliable database on family businesses existed in South Africa (Visser &
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Chiloane-Tsoka, 2014) made it impracticable to come up with a comprehensive

sampling frame for family and non-family owned small-to-medium enterprises.

8.6 SAMPLE SIZE AND SAMPLING PROCEDURE

Sample size and procedure are quite important considerations in ensuring that bias
is kept to an absolute minimum. The subsequent factors suggested by De Vos et
al. (2011) influence the final size of the sample for a study; the heterogeneity of the
population, the type of sample, the desired degree of accuracy, the number of
variables into which the data are grouped and the availability of resources. However,
due to research grants provided by the Central University of Technology, Free State,
South Africa, resources needed to carry out this research were not a challenge. The

research grants were instrumental in travelling for data collection.

8.6.1 Determining sample size

For non-probability sampling methods, the issue of sample size is unclear, and,
unlike probability sampling, no rules exist (Saunders et al., 2015). A well-ordered
non-probability sample often gives satisfactory results, such that researchers may
not even consider probability sampling (Cooper & Schindler, 2014). However, there

might be need for exceptions when it comes to SEM.

SEM is a multivariate statistical analysis approach used for purposes of examining
the nature of relationships among observed and latent variables with either a
hypothesis testing or confirmatory goal. It requires larger sample sizes when
compared to other multivariate analysis approaches (Hair et al., 2014; Byrne, 2012).
When considering sample size in SEM, researchers usually aim at achieving
adequate statistical power (i.e. the possibility of rejecting the null hypothesis when
it is untrue; or simply the probability of not committing a Type Il error) to observe
true relationships in the data (Wolf, Harrington, Clark & Miller, 2013). Surprisingly,
even though there is a large increase in SEMs in the behavioural science literature
in recent years, consideration of sample size requirements for applied SEMs often
rely on out-dated rules-of-thumb. Although stringent rules on sample size have

generally disappeared, new rules centred on several Monte Carlo simulation studies
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steadily emerged (Wolf et al., 2013). Monte Carlo methods are mathematical
procedures that use computer simulation and random sampling to solve
problems under different SEM conditions and sample sizes (Brown, 2015; Wang &
Wang, 2012). Past findings with small samples (Hoyle, 1999; Marsh & Hau, 1999)
recommend that SEM models could be assessed safely with small
samples. Generally, sample sizes between 100 and 150 are set as a minimum

sample size for SEM research (Wolf et al., 2013).

It should always be noted that SEM is more sensitive to the size of samples than
other multivariate approaches, as certain statistical algorithms used by SEM
programs become unreliable when using small samples (Hair et al., 2014). Although
minimum sample sizes for SEM models depend on many factors, among which are
model complexities and the communalities (average variance extracted among
items) in each factor, Hair et al. (2014) proffer the advice summarised in Table 8.1

below.

Table 8.1: Suggestions for determining minimum sample sizes

Suggested Minimum | Model Complexity And Basic Measurement Model
Sample Size Characteristics
100 Models containing five or fewer constructs, each with more

than three items (observed varables) and with high item
communalities (.6 or higher)

150 Models with seven or less constructs, modest
communalities
(.5), and no underidentified constructs.

300 Models with seven or lesser constructs, lower
communalities

(below .45), and/or multiple underidentified (fewer than
three) constructs.

500 Models with large numbers of constructs, some with lower

communalities, andfor having fewer than three measured
items
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The authors proceed to caution that, in addition to the features of the model under
estimation, sample size must be increased if:

e data departs from multivariate normality,

e sample-intensive estimation techniques such as ADF are used, or

e missing data goes beyond 10 per cent.

Given that each model (one for family owned small-to-medium enterprises and the
other for non-family owned small-to-medium enterprises) used in the current study
contains five constructs (Managerial interpersonal competencies, Performance
Management, Agency Relationships, Return on Investment and Innovation), each
with items exceeding three and with high item communalities (.6 or higher), the
suggested minimum sample of 100 highlighted above was exceeded in non-family
owned enterprises (with 120 participants), and almost achieved in their family

counterparts (with 90 participants).

Alternatively, Kock and Hadaya (2018) suggest that the “10-times rule’ method has
been preferred when calculating sample sizes as it is simple to apply. The method
is based on the principle that the size of sample should be larger than 10 times the
maximum number of inner or outer model links targeting any latent variable in the
model. Considering the structural model for family owned small-to-medium
enterprises in the next chapter, the maximum number of both inner and outer model
links pointing at a variable, are 9 (i.e. after adding both inner and outer links, rather
than considering them separately). This translates to nine times ten (9x10) equals
90 — suggesting a minimum sample size of 90 for the model. The same could be
said for the structural model for non-family owned small-to-medium enterprises
since the maximum number of both inner and outer model links pointing at a variable
are also 9. According to the ‘10-times rule’, each model would require a minimum
sample size of 90, translating to 180 for both models. The two structural models met

the minimum sample size requirement suggested by the ‘“10-times rule’ method.

8.6.2 Sampling procedure

Saunders et al (2015) point out that sampling provides a valid alternative to
collecting data from the whole population when:
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e It would be unpractical for one to survey the whole population.
e One’s budget limitations prevent them from surveying the entire population.
e One’s time limitations prevent them from surveying the whole population.

e A researcher has collected all the data, yet results are needed quickly.

Sampling methods fall into two major groups: probability and non-probability
sampling (Gravetter & Forzano, 2016). On one hand, probability sampling draws
randomly from the population and is very useful if the researcher intends to
generalise, because it strives for representativeness of the wider population (Cohen
et al., 2011). Probability sampling is popular in randomised controlled trials. In
probability sampling, the probability of each case being chosen from the population
is known, and each case stands an equal chance to be selected (Saunders et al.,
2015). The fact that probability sampling requires extensive knowledge of the
population, which may require the researcher to list all individuals in the population,
makes it less popular for research in the behavioural sciences (Gravetter & Forzano,
2016). It is for the same reason that probability sampling could not be used in the
current study. In any case, determining sample size is either a matter of judgment
or mathematical precision (Cohen et al., 2011). Examples of probability sampling
techniques include simple random sampling, systematic sampling, stratified random

sampling and cluster sampling.

On the other hand, non-probability sampling intentionally avoids representing the
whole population; but attempts to represent a particular group, or a particular
segment of the wider population, such as a group of teachers or a class of students,
and so on (Cohen et al., 2011). In non-probability sampling, the chance, or
probability, of each case being chosen from the population is unknown, and each
case does not stand an equal chance to be selected (Saunders et al., 2015). Non-
probability sampling is exemplified by sampling techniques such as convenience
sampling, quota sampling, snow balling, purposive sampling, and so on (Saunders
et al., 2015; Gravetter & Forzano, 2016).

Non-probability sampling can be used for quantitative research when either the

number of elements in a population is not known, or the elements cannot be

identified individually (Kumar, 2014). In situations like these, the selection of cases
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would then depend upon such considerations as accessibility or referrals. In the
current study, due to lack of comprehensive sampling frames for both family and
non-family owned small-to-medium enterprises in Gauteng Province, non-
probability sampling (convenience sampling in particular) was deemed most
applicable for this research. Selection of cases was guided by the convenience of

the cases to the researcher in terms of accessibility.

Some authors (De Vos et al., 2014; Gray, 2014) call convenience sampling
accidental, volunteer, haphazard, or availability sampling considering that
respondents are usually those nearest or most accessible. Any case which happens
to cross the researcher’s path and is related to the phenomenon is included in the
sample until a desired number is reached (De Vos et al., 2011). Convenience
sampling is the most used method in the behavioural sciences, and examples of it
include television surveys, or people in the street who are stopped for interviews
(Gravetter & Forzano, 2016).

Convenience sampling was considered to be the most appropriate for acquiring a
large sample to meet the minimum threshold of data required by SEM, given the
limited amount of time to complete the research and the lack of knowledge on the
actual population size or list (Creswell, 2012). It provided the researcher with the
opportunity to select difficult-to-identify members of the population (Saunders et al.
,2015). Although in convenience sampling, the researcher chooses subjects that are
readily accessible, and whose opportunity to participate is not equal, the results may
not necessarily be generalisable to the population, but as the sample size increases,
the statistical power of the convenience sample also increases (Etikan, Musa, &
Alkassim, 2016). As a way of further mitigating the weaknesses associated with
convenience sampling (e.g., it offers no guarantees of a representative and
unbiased sample), the researcher had to ensure that samples were reasonably large
to increase their statistical power. To achieve this, the province under study was
grouped into zones or districts to make sure that each district provided at least
representative samples, depending on its size and the availability of family and non-

family owned small-to-medium enterprises.
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Five zones were loosely formed from the more elaborate list from the Gauteng
Education Department Districts list comprising of 15 districts (see Table 8.2). The
zones in Table 8.2 contributed the following number of respondents through
convenience sampling procedure: Ekurhuleni — 30, Gauteng- 50, Johannesburg- 58,

Sedibeng-20 and Tshwane-52. This gave a total of 210 respondents.

Table 8.2: Sampling zones for Gauteng province

DISTRICT/ ZONE

Ekurhuleni Gauteng Johannesburg Sedibeng Tshwane

Edenvale Brakpan;Daggafontein; Soweto; Eldorado Daleside; Heidelberg | Sinoville;

Tembisa Duduza; Daveyton; Kwa- Park; Johannesburg | Transvaal; Henley- Soshanguve
Thema; Nigel; Springs; Southern Suburbs; On-Klip; Jameson

Kempton Park Tsakane: Welgedag; Devon; | Lenasia, Park; Meyerton; Atteridgeville;

Bedfordview Wattville Bapsfontein; Rensburgdorp; Eldoraigne;

. Baviaanspoort; Halfway House; Rotanda; Erasmia; Irene;
Wattville Bronkhorstspruit; Clayville; Hyde Park; Sharpeville; Lyttelton;
Bapsfontein Cullinan; Ekangala; Lyndhurst; Mamelodi;

_ Hammanskraal; Premier Modderfontein; Vereeniging; Pretoria-West;
Benoni Daveyton Mine; Rayton; Zonderwater Parktown; Sandton, Walkerville Rissik; Silverton;

, Alexandra Township, Centurion
Petit Bank; Bekkersdal; Brandvlei; | Ivory Park,Midrand Everton;"Loch Vaal; .
Putfontei Doringfontein; Glenharvie; Vanderbijlpark; Akasia,

utiontein Hekpoort; Krugersdorp; Johannesburg North, | Sebokeng; Palm Attridgeville;
Libanon: Maanhaarrand: Parktown; Springs; Bophelong; | Mabopane; Ga-

Alberton = ’ . ) _ .
Bedfordview Magaliesberg; Mothlakeng; Randburg; Soweto, Boipatong; Evaton Rankuwa;
Boksburg Muldersdrift; Oberholzer; Central, Far North; Hercules;
Edenvale Randfontein; .Randfontein Cgsmo Pretoria-Noord;
Kat|6h0ng Western Are’as- , Jackson's Drlft,
Vosloorus i - dvi Johannesburg;
Tokoza Westonaria,Azadville g

Lenasia; Lawley;
Orange Farm;
Vlakfontein

Florida; Roodepoort;
Braamfischer;
Tshepisong;
Meadowlands,
Dobsonville

Source: Adapted from Gauteng Education Department (2017)

8.7

DATA COLLECTION

Data collection is a practical activity that must be carried out within time and without

spatial and resource constrains (Matthews & Ross, 2010). Lee and Lings (2008)

arrive at two main types of collecting data - those which are interactive (involving
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subjects of one’s research in some way like questioning them) and those which are
non-interactive. While interactive methods are flexible, their main disadvantages are
that they rely on the willingness of the subject to give true information, and on the
recall of participants; and at the same time, the researcher or research instrument
has the capacity to influence responses (Lee & Lings, 2008). On the contrary, non-
interactive methods like documentary analysis suffer less from these problems.
They record objective behaviour as it happens, and do not depend on research
participants to recall it (Lee & Lings, 2008).

The researcher used the structured questionnaire as the only method of gathering
primary data. Depending on the way the structured questionnaire has been
completed, which itself is a function of the literacy levels of respondents, and
perhaps the mode of delivery, the questionnaire can either be interactive or
otherwise. Kumar (2014) argues that a questionnaire should be crafted in an
interactive style. This means that, respondents should feel as if someone is talking
to them. Although it is advisable to limit contributions of fieldworkers to the absolute
minimum when completing questionnaires (De Vos et al., 2011), fieldworkers were

available where clarifications were needed.

8.7.1 Strengths of questionnaires

Questionnaires have the advantage that they are easily standardised, are cost
effective and require little training of researchers (Bless, Higson-Smith & Sithole,
2013). Since closed items were used for most of the questions (except for
biographical information), closed items had the advantage that they enabled the
collection of a substantial amount of information. Other advantages of closed items

suggested by Neuman (2011) are that:

. They allow respondents to understand meanings of questions better.
. Questions can be answered within the same framework.
. Responses can easily be compared with one another.
. Answers can easily be coded and statistically analysed.
. Response choices help clarify question meaning for respondents
. There are fewer irrelevant answers to questions.
. Replication is easier.
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The above advantages were realised in the current study. Firstly, simple and
everyday language used in the wording of questions made comprehension of
questions a lot easier. Secondly, the use of closed items with simple Likert scales
(Strongly Disagree, Disagree, Undecided, Agree, Strongly Agree; and Not at All, To
A Little Extent, Undecided, To a Moderate Extent, and To a Large Extent) provided
a uniform framework from which questions could be answered. The other advantage
of Likert scales emanate from the fact that, respondents are not compelled to
choose response options in extremes, allowing for neutrality if they choose so (De
Vos et al., 2011).Thirdly, since responses from Likert scales were standardised and
not narrative in nature, it was easier to compare responses from different
respondents because a distinct number represented a participant’s response.
Finally, standardised Likert scales made the coding and analysis of data much
easier (especially if working around quantitative data), and even made the

replication of the study more feasible.
8.8 RESEARCH INSTRUMENT

As previously mentioned, a structured questionnaire was designed to collect data.
The questionnaire was pre-coded for statistical analysis. Pre-coding was done by
assigning numerical values to Likert scales, restricted and dichotomous questions.
This was done in view of the recommendation by Kumar (2014) that, spacing for
coding raw data could be provided at the time of constructing the research
instrument. Assigning a number in advance to each possible answer enabled

quicker and easier data entry.

The questionnaire comprised of closed items. The closed items gave respondents
the opportunity to choose one or more response choices from a few choices
provided (De Vos et al., 2011). Brief instructions on how to complete the
guestionnaire were given on the questionnaire itself, even though research
assistants were always available to give respondents assistance during completion
of the questionnaires. Bless et al. (2013) advise that a questionnaire should take
between 15 to 90 minutes to complete. The questionnaire used for the current study

took about 15 minutes to complete. Great caution was taken to avoid double-
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barrelled and leading questions, while the language was made simple to be

understood by a layman.

The questionnaire was written in English which has become the urban language of
public life, commonly used in the media, government, and business (Alexander,
2017). Englishis extensively used as the second common language of

communication after isiZulu, in Gauteng province (Alexander, 2017).
8.8.1 Structure of the questionnaire

The questionnaire consisted of five sections. Section A solicited biographical
information, and the other five sections solicited information pertaining to Managerial
Interpersonal Competencies, Performance Management, Firm Performance and

Agency Relationships.

The above five sections of the questionnaire consisted of three independent
variables — managerial interpersonal competencies, performance management and
agency relationships, as well as one dependent variable -firm performance,
measured by return on investment and innovation. It was hypothesised that
managerial interpersonal competencies affect performance management, agency
relationships and firm performance, and that performance management also affect
agency relationships and firm performance as well. It was also hypothesised that
performance management (performance appraisal methods in particular) affect firm
performance. Table 8.3 below summarises the scales used to collect data for the
study, and the number of items in each section and source. A detailed description

of each section is given below:
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Table 8.3: Variables, number of items and source of the questionnaire items

Sections | Variables Or Construct Under | Number of | Source

Investigation ltems

A Biographical Information: gender, | 13 Literature reviewed
position, relationship to owners, mode (Gallo, Tapies &
of company ownership, relatives Cappuyns,2004; Lussier
employed, number of employees, & Sonfield, 2015)

period Iin operation, presence of HR
department, the one(s) responsible
for HR issues at the organisation,

education, age, race experience.

B Managerial Interpersonal | 7 1.Chandler & Jansen
Competencies (1992)

2. Managerial Behaviour
Self Rating MSAl-key

form (Cameron &
Quinn,2011)
C Performance Management- | 7 Literature
Performance Appraisal Methods in reviewed(McMahon,2013;
particular Chen, 2011; Mone &

London, 2009)

D Firm Performance in terms of | Di) Literature reviewed
innovation and return on investment Innavation- | (Utrilla & Torralega, 2012;
5] Emenyoni et al., 2014;
Dii) Return | Classen, et al, 2014)

on
investment-
5]

E Agency Relationships 12 Literature reviewed (Cruz,
et al, 2010; Gomez-
Mejia, &Wiseman, 2012;
Brawley, 2016)

As shown on Table 8.3 above and as alluded to above, Section A solicited
biographical information such as the gender of respondents, mode of firm
ownership, or whether a Human Resource department existed at the firm. The

section also had items on the age of the company, or the number of relatives of
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the owner/manager employed. There were items on the respondent’s present
position in the organisation and their relationship to owners of the organisation. The
information solicited by the above items was critical in determining the degree to
which family ownership (or otherwise) influenced decisions in the organisation,

among other things.

Section B measured the managerial interpersonal competencies of
owner/managers. These included owners, managers, and HR managers. The
choice of managerial interpersonal competencies was influenced by the seminal
work by Chandler and Jansen (1992), Yordanova (2012) and Nkosi et al. (2015),
which considered the competencies as requisite for effective management. Most
items for this section were adapted from the Managerial Behaviour Self Rating
MSAI-key form (Cameron & Quinn, 2011). Respondents were required to indicate
their level of agreement with given statements on a Likert scale, ranging from 1-
Strongly Disagree to 5-Strongly Agree. For example, in Section B, an example of an
item was: indicate your level of agreement with the following statement, ‘I clarify to
employees what is expected of them’. Likert scales were used for all items in

sections B to F.

Section C solicited information on Performance Management. Following the advice
by De Vos et al. (2014) that students must exploit their own observations and those
of others through a rigorous study of literature and interview with experts, items for
Sections C to E were self-designed. This was necessitated by the fact that there
were no known standardised scales available at the time, which effectively
measured the dimensions (De Vos et al., 2011). Section C measured performance
management in terms of the key component in  performance management —
performance appraisal (Brawley, 2016; Bititci et al., 2015). The section required
respondents to indicate the extent to which a method was used. Items were
measured on a scale, ranging from 1, ‘Not at all’ to 5, ‘To a large Extent’. For
example, indicate the extent to which you use each of the following performance
appraisal methods in your business, ‘A 360-degree feedback using feedback from

supervisors, team members, customers, peers and self to rate employees’.
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Section D measured firm performance in terms of innovation and return on
investment for the period 2015 and 2016. This section required respondents to
indicate their level of agreement with given statements. For example, pertaining to
innovation, Owner/managers initiated unique improvements to product features in
2015. Regarding return on investment, an example is: This firm’s overall returns
exceeded overall costs in 2015. The scale: 1. Strongly Disagree to 5. Strongly

Agree, was used.

Section E had items on agency relationships, the levels and quality of delegation
arrangements in both family and non-family owned small-to-medium enterprises.
This section required respondents to indicate their level of agreement with given
statements. For example, respondents were required to indicate their level of
agreement with the statement ‘Tasks can safely be delegated to trusted employees
like family members’. As with the above section, the scale: 1. Strongly Disagree to

5. Strongly Agree, was used.
8.8.2 Field work

De Vos et al (2011) advise that a covering letter should accompany all
questionnaires. A covering letter which formed an integral part of the questionnaire
and constituted its first page (De Vos et al., 2014) introduced the researcher and his
institution, explained the purpose of the research, contained an appeal for the
respondent to complete it, assured participant anonymity and voluntary participation
and indicated how long it would take to complete the questionnaire, among other

things.

Questionnaires were then distributed after making some introductory remarks
(reminiscent of issues covered in the cover page of the questionnaire) to
respondents. Assurances of confidentiality and anonymity especially made
respondents cooperate. In addition, the fact that questionnaires were hand delivered
and that the research assistants only availed themselves in the event of participants
encountering problems, limited research assistants’ influence in the completion of

questionnaires.
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Given the geographical scope of the study, research assistants were appointed to
assist in the distribution of questionnaires. Two former students who had graduated
with honours degrees in Human Resource Management and a research company
(Research 1Q, Marketing Research Consulting and Training) were chosen to assist
in the distribution of questionnaires. This was in accordance with the
recommendations by Burns and Bush (2010) who contend that, the potential for
field work errors is likely to be lower with professionals than with part-timers or first
timers. Fifty per cent of questionnaires were distributed with the assistance of the
professional research company, and the rest were distributed by the two alumni of
Great Zimbabwe University. As observed by Kumar (2014), the researcher’s
selection of this method of administration depended on the ease with which it
allowed assessment of the respondent population. Respondents that were literate
completed the questionnaires on their own, while those not sufficiently literate were
assisted by the research assistants to complete the questionnaires. The use of
students conversant in Zulu (the popular indigenous language in the province),
made it easier to adapt the language and vocabulary used in the questions to the

respondents (Bless et al., 2013). This was however done in few cases.

Research assistants were recruited and trained for collection of data. To rid the
study of non-sampling errors likely to be encountered due to falsification and
cheating, the researcher insisted that company phone numbers be inscribed on top
of the questionnaires. This made it feasible for taking random samples of completed
questionnaires for purposes of validating whether research assistants visited the
premises, and whether questionnaires were properly administered. All these efforts

assisted in obtaining reliable data.

8.9 VALIDITY AND RELIABILITY OF INSTRUMENTS

Since the data collection instrument was largely designed by the researcher, issues
to do with their psychometric characteristics (reliability and validity) became very
pertinent. Although reliability and validity are criteria for assessing the quality of an
instrument, the two factors are partially related and partially independent (Gravetter
& Forzano, 2016). They are related in that, reliability is a prerequisite for validity-a

measurement cannot be valid unless it is reliable (Gravetter & Forzano, 2016).
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8.9.1 Ensuring reliability

Reliability is a matter of whether an instrument or technique applied repeatedly could
yield the same result each time (Babbie & Mouton, 2015). If research is to be
reliable, then, it must show that if it were to be done on similar groups of respondents
in the same context (however defined), similar results would be found. Cohen et al.
(2011) identify three principal types of reliability, namely, stability, equivalence, and
internal consistency. Reliability as stability implies that a reliable research
instrument will yield similar data from similar respondents over time. Reliability as
equivalence means that an equivalent form of an instrument devised will yield
similar results; and as internal consistency, reliability concerns itself with the
correlation between answers to items in a measurement scale, to find out to what

extent the items measure the construct to which they relate (Cohen et al., 2011).

Reliability is of central concern to social scientists, as such, the Cronbach’s alpha of
determining internal reliability of instruments was used, since it could easily be
incorporated into computer software for quantitative data analysis (Bryman & Bell,
2015). Cronbach’s alpha is intended to measure split-half reliability by estimating
the average correlation that would be obtained by considering every possible way
to split the test (the questionnaire in this case) in half (Gravetter & Forzano, 2016).
It produces values between 0 and 1.00, with a higher value showing a greater
degree of internal consistency or reliability. Reliability of the scale is established by
both the traditional Cronbach’s alpha (internal consistency) approach and the
concept of construct reliability as an ideal alternative in structural equation
modelling because of the tendency of coefficient alpha to understate reliability (Hair
et al., 2014). A value above 0.7 suggests a good reliability (Hair et al., 2014)
although a value of 0.6 is sometimes acceptable in management sciences
(Malhotra, 2009).

This research used the internal consistency reliability because questionnaires were
presented to respondents only once, and the measurement scales comprised of
multiple items. Due to the likert-scale responses obtained, Cronbach’s alpha was

used to assess the reliability of items measuring each construct.
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8.9.2 Ensuring validity

To establish validity, it must be shown that the measurement procedure is
measuring what it purports to be measuring (Gravetter & Forzano, 2016). A widely
accepted classification of validity consists of three major forms: content validity,
criterion-related validity, and construct validity (Cooper & Schindler, 2014). These
three widely accepted approaches to the validation of research instruments are

discussed below.

8.9.2.1 Content validity

The content validity of a measuring instrument is the extent to which it provides
adequate coverage of the investigative questions guiding the study (Cooper &
Schindler, 2014). If the data collection instrument adequately covers the topics that
have been defined as the relevant dimensions, it can be concluded that the
instrument has good content validity (Cooper & Schindler, 2014). To ensure content
validity, questions were given to HR experts and experts in small-to-medium
enterprises to be examined for bias, sequence and clarity. Furthermore,
comprehensive literature review done in this study culminated in the identification of
elements of the following constructs in small-to-medium enterprises under
investigation: managerial interpersonal competencies, performance management,
agency relationships and enterprise performance. Having done this, specific
elements of every construct under inquiry were used to formulate items in the
guestionnaire, to the extent that the questions adequately covered much of the

spectrum of concepts and constructs in the study.

8.9.2.2 Criterion-related validity

Criterion-related validity, sometimes called predictive validity, reflects the success
of measures used for prediction or estimation (Babbie & Mouton, 2015; Cooper &
Schindler, 2014). The success is measured when we compare how people have

answered a new measure of a concept with existing, widely accepted measures of
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the concept (Gray, 2014). According to Cooper and Schindler (2014), any criterion
measure must be judged in terms of four qualities, viz, relevance, freedom from
bias, reliability, and availability. In view of the above qualities, criterion for measuring
the different constructs in the questionnaire were deemed relevant since they were
defined and scored in the terms that literature judged to be the proper measures.
The researcher attempted to attain freedom from bias by allowing for adjustments
in the definitions of small-to-medium enterprises. Enterprises with 5 to 49 employees
were considered small and those with 50 to 200 employees were considered
medium. This was done to accommodate differences emanating due to the size and
complexity of the two types of firms. A reliable criterion is stable in that it can be
reproduced (Cooper & Schindler, 2014). For instance, measurement for return on
investment and innovation for the respective years under consideration, emanated
from historic assessments of firm performance, and are therefore reproducible.
Finally, the information stated by a criterion must be readily available. For the current
study, information relating to all constructs was availed by respondents at no cost
to them.

8.9.2.3 Construct validity

Construct validity is an indication of the quality of a research instrument to measure
what it is supposed to measure, and it is based on statistical procedures (Kumar,
2014). It is determined by establishing the contribution of each construct to the total

variance witnessed in a phenomenon.

Convergent and discriminant validity are considered as subtypes of construct
validity (Trochim, 2020). Convergent validity assesses the extent to which items
converge or share a high proportion of the variance in common (Hair et al., 2014).
The convergent validity of a scale was assessed by the factor loading of each item
(above 0.5), the item-total correlation (above 0.5) and the Average Variance
Extracted (AVE) above 0.5. The AVE is the average percentage of variation
explained among the items of a construct (Hair et al., 2014). The following formula
was used to calculate the AVE: (AVE): Vn = Y Ayi?/ (3 Ayi? +  €i), where Y Ayi? is the
sum of standardised loadings squared; and } €i is the sum of indicator measurement
errors.
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8.9.2.4 Discriminant validity

The discriminant validity measures the extent to which a construct discriminates
other constructs in the model. Discriminant validity is attained when the
measurement model does not have redundant items (Ahmad, Zulkurnain &
Khairushalimi, 2016). To establish discriminant validity, the researcher needs to
show that measures that should not be related are not related (Trochim, 2020). The
distinctiveness of a construct is measured in terms of how much the construct
correlates with other constructs and how uniquely the measured items represent

only this single construct (Hair et al., 2014). To assess the discriminant validity of

the scale, the VAVE was used and should be greater than the correlation involving

the constructs (Alarcon & Sanchez, 2015).
8.10 DATA ANALYSIS

SEM techniques were used since the nature of the study was to ascertain the effect
of managerial interpersonal competencies, performance management and agency
relationships on firm performance of selected family and non- family owned small-
to-medium enterprises. The methods included doing the first step in SEM data
analysis, which involved dealing with missing data using the multiple imputation
method. Item analysis was used for the purpose of removing poor items in the
different scales used for data collection. Integrated analyses checked were — item
total correlations, the squared multiple correlation, checking the subscale or scale
reliability and variance when an item or items is/are deleted, inter-item correlation

and the items means and standard deviation.

To assess the unidimensionality of scales and sub-scales of the different
instruments used in the study, dimensionality analysis was also performed.
Exploratory factor analysis and the Principle Component Analyses (PCA) were

used. The PCA analyses all variances in the correlation matrix.

8.10.1 Structural equation modelling
As stated above, to establish the effect of managerial interpersonal competencies,

performance management, agency relationships on business performance in both
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family and non-family owned small-to-medium enterprises, Structural Equation
Modelling was adopted. According to Nunkoo, Ramkissoon and Gursoy (2013),
SEM is a statistical procedure for testing measurement, functional and predictive
hypotheses that approximate world realities. SEM uses various types of models to
depict relationships among observed variables, with the same basic goal of
providing a quantitative test of a theoretical model hypothesised by the researcher
(Hair et al, 2014; Schumacker & Lomax, 2010). This explains why it has become
more popular as a tool for analysing the relationships between variables than
correlation and regression analysis, as it overcomes the single relationship limitation
by interpreting the relationships among multiple variables simultaneously. Using
SEM, this study sought to test a conceptual model that captures multiple
relationships between managerial interpersonal competencies, performance

management, agency relationships and business performance.

When doing analyses using SEM, several multivariate techniques were used, such
as testing for normality, using skewness and kurtosis values. The results of these
determined the best estimation methods to be used, such as the robust maximum
likelihood (RML). Testing of the substantive hypothesis was done using confirmatory
factor analysis, which was used to assess the measurement model fit. Good
measurement fit was obtained after manifest variables were deemed valid and
reliably represented the constructs of interests. A model fits if the reproduced
covariance matrix approximates the observed covariance matrix (Perry, Nicholls,
Clough & Crust, 2015). Goodness of fit was used to assess the fit of the
measurement model.

In the study, the relationship among the latent variables in the proposed model
constituted the structural model. When interpreting the structural model, the
researcher had to confirm if the relationships indicated through theorising in the
relevant chapter were supported by data. After fitting the measurement model with
the structural model using AMOS, the structural model was evaluated, using indices

such as Chi-square, RMSEA and goodness of fit.

It was only in the situation when the comprehensive model fitted closely, that is,

when the close fit hypothesis (Ho) was not rejected, and when all the path
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coefficients of the hypothesised relationships were statistically significant, that the

structural model was deemed successful or plausible.

8.11 ETHICAL CONSIDERATIONS IN FIELDWORK

Research ethics concerns the responsibility of researchers to be honest and
respectful to all individuals who are affected by their research studies or their reports
of the studies’ results (Gravetter & Forzano, 2016). Ethical considerations therefore
place participants rather than the researcher at the spotlight of the research design,
when deciding appropriate and acceptable conduct. Research ethics help prevent
research abuses by placing emphasis on the humane and sensitive treatment of
research participants, who may be placed at varying degrees of risk by research
procedures (Bless et.al., 2013). Gray (2014) admits that ethical principles generally
fall into four main areas, namely, the need to: avoid harm to participants, ensure
informed consent of participants, respect the privacy of participants, and avoid the
use of deception. However, it is believed that each study has its own unique ethical

considerations.

8.11.1 Avoiding harm to participants

Most social or business research, in contrast to some medical research, does not
run the risk of causing physical harm to participants. However, there may be dangers
of causing participant’s psychological damage, or causing anxiety, stress,
embarrassment, or loss of self-esteem (Gray, 2014). Considering this, the
researcher was sensitive to avoid disruption of work processes during the
administration of questionnaires. Lunch hours were at times used and
questionnaires were occasionally left behind to be collected when convenience
beckons. Furthermore, to deal with respondents’ mental distress caused by
imaginative speculation about the purpose of the research, participants were briefed

about the purpose of the study.
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8.11.2 Informed consent and voluntary participation

Typically, participants have to be informed about, the purpose of the study and its
basic procedures, the identity of the researcher, the sponsor and the use to which
data might be put (De Vaus, 2012) .They should as well be provided with an outline
of reasonable foreseeable risks, embarrassment or discomfort, a description of the
likely benefits of the study, a description of how they were selected, an offer to
answer any questions and a statement that participation is voluntary (this is
contained in the cover page), that each participant is free to withdraw at any time or
to decline to answer any particular question (De Vaus, 2012). However, debate still
exists among researchers regarding the amount of information to be released for
participants to be considered informed. Nevertheless, the researcher does not
intend to get entangled in these debates. All the same, the researcher provided
basic information regarding the current study - as contained on the cover page and
offered answers to further questions. Furthermore, the researcher required that
consent be obtained before participation, and the questionnaire cover page
contained a provision for respondents to withdraw any time they wanted to do so.
Respondents were informed of the purposes the information shall be used for and
the authority the researcher had to collect data -which was a letter from the Ethics
Committee of the Faculty of Management, Central University of Technology, Free
State, South Africa.

8.11.3 Privacy of participants

Respecting the privacy of participants involves issues to do with confidentiality and
anonymity. Often, social science research may involve collecting personal
information which, if made public, could embarrass, humiliate, or cause harm to
participants in one way or another (De Vaus, 2012). Gravetter and Forzano (2016)
observe that the enforcement of confidentiality benefits both the participants and the
researcher. When participants are protected from the embarrassment or emotional
stress that could result from public exposure, researchers are more likely to obtain
willing and honest participants (Gravetter & Forzano, 2016). To ensure
confidentiality and anonymity, respondents were not identified with their names on
both the collection of data and the publication of research results. The covering page

also contained assurances for the confidentiality of data and respondents. Their
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input to the project was confidential as data had been stored in such a way as to
preclude any unauthorised access. This was achieved by storing data in lockable
cabinets and removing all identifying information. Electronic data was kept private

using passwords and encryption.

8.4 CONCLUDING REMARKS

This chapter focused on the research methodology which helps to explain where
this research is coming from and why the researcher wants to do it in the ways
explained herein. The research methodology section also explained why positivism,
which happened to be the main paradigm in the current study, was chosen, what
research approaches, design and methods were chosen and why a technique of
data analysis was used. The credibility and integrity of the study was maintained by
way of considering the psychometric characteristics of research instruments as well
as ethics to follow when conducting research. The following chapter will report on
the findings of the study.
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CHAPTER 9: RESULTS AND DISCUSSION

9.1 INTRODUCTION

The previous chapter focused on the research methodology. The main objective of
the current study was to establish a structural model on the effect of managerial
interpersonal competencies, performance management and agency relationships
on the performance of family and non-family owned small-to-medium enterprises in
Gauteng Province, South Africa. Chapter 2 reviewed theories relevant to the study,
chapters 3 to 7 comprise of literature pertinent to the study, while Chapter 8 provides
a detailed justification of the methodology used in the empirical study. The current
chapter is going to present and discuss the findings of the study.

9.2 FINDINGS

This section reports and discusses the research findings. A brief analysis of the
response rate is done, followed by discussion of the demographic data, then a report

and discussion of research findings.
9.2.1 Response rate

Of the 260 guestionnaires administered to owners, owner-managers, managers or
HR managers, 210 meaningful questionnaires were returned, translating to an
80.8% response rate. The response rate was high since questionnaires were hand
delivered. This allowed research assistants to wait for completion or come for

collection during more convenient times.
9.2.2 Demographics

Without the inclusion of demographics, researchers risk assuming absolutism,
which implies that the phenomena of interest are the same irrespective of
nationality, race, mode of SME ownership, one’s position in the enterprise,

relationship to enterprise owners, and so on. Participant characteristics permit
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researchers to move towards universalism, which acknowledges the existence of
psychological processes manifesting differently (Beins, 2017) depending on the
race, nationality, socioeconomic status, or other such defining variable of
participants. The biographical information included categorical (e.g. gender or one’s
position in the firm) and continuous variables (e.g. the number of years the
organisation has been operating, or age of respondents). Descriptive statistics were

used to describe the variables.
9.2.3 Categorical variables

A categorical variable is one that can take on one of a limited, and normally fixed
number of possible values, allocating each individual or other unit of observation to
a particular category or nominal group, on the basis of some qualitative
characteristic (Kaur, 2013). Categorical variables may only be measured in terms of
whether the concerned items belong to certain distinct groups. One may not quantify
or even rank order the categories.

9.2.3.1 Percentage distribution of respondents by enterprise

Table 9.1 below shows the distribution of respondents by enterprise.

Table 9.1: Percentage distribution of respondents by enterprise

Frequency Valid Percent

Small 78 86.7
Family owned small-to-
medium enterprises Medium 12 133

Total 90 100

Small 99 82.5
Mon-family owned small-
to-medium enterprises Medium 7 175

Total 120 100
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The column frequency refers to the number of respondents pertaining to a specific
category. The column valid percent provides information about the percentage of
respondents in a specific category when missing values are excluded. Table 9.1
above shows that small enterprises dominated in both family and non-family owned
small-to-medium enterprises. They comprised 84.3 % of the firms. The prevalence
of small business comes as no surprise given that as of the year 2001, around 250
000 people were involved in starting their own businesses in South Africa (Adcorp
Analytics, 2012). Small businesses in South Africa account for about 91% of the
formal business entities, contributing about 51 to 57% of gross domestic product,

and providing almost 60% of employment (Cant & Wiid, 2013; Kongolo, 2010).

9.2.3.2 Gender

Table 9.2 below shows the percentage distribution of respondents by gender.

Table 9.2: Percentage distribution of respondents by gender

Family owned small-to-medium | Non-family owned
enterprises small-to-medium
enterprises

Male Female Male Female
Frequency 73 15 92 23
Valid Percent 83 17 r3 24

As shown on Table 9.2 above, males dominated in both the management and
ownership of both types of enterprises in Gauteng province. These findings seem
to confirm the World Bank report on micro, small and medium enterprises (MSMES)
in South Africa, which indicated that female ownership of these enterprises has
dropped by 10% in the past decade, from 48% in 2008 to 38% in 2017(Sechele-
Manana, 2019). One of the reasons why the gender gap is widening alarmingly in
the SME sector could be that the banking sector tends to ignore the non-financial
support that women need to succeed in their entrepreneurial endeavours (Sechele-
Manana, 2019).
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Table 9.3 below shows the percentage distribution of respondents by their position.
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Position of respondents

Table 9.3: Percentage distribution of respondents by position

Famiil ed IE edi
. — own smali-to-medium Mon- family owned small-to-medium enterprises
enterprises
HR 0 - HR o -
Owner Manager wner Owner Manager wner
Manager Manager Manager Manager
Frequency | 37 23 15 20 22 43 9 28
Valid 38.9 242 15.8 211 215 4232 8.8 274
FPercent

HR managers were the least participants in terms of percentage. HR managers
were not popular in the enterprises under study. In small firms where resources are
likely to be scarce, there may be a very small number of formal human resource
departments or professionals (Abduli, 2013; Barisic & Boricevic, 2013). Moreover,
managerial practices in most small-to-medium enterprises are closely linked to
individual skills and characteristics of the entrepreneur who usually will be multi-

tasked and often takes on multiple roles (Ates et al., 2013).

9.2.3.4 Human resource management (HRM) issues

Table 9.4 below shows the percentage distribution of personnel responsible for
human resource management issues within the firms. The table shows that 87% of
owner- managers in family owned small-to-medium enterprises and 83.1% in non-
family owned small-to-medium enterprises dealt with HR issues. As observed by
Dessler (2013), managing human resources in small firms is different, due to their
size, priorities, informality, and the nature of the entrepreneur. Owner-managers
may prefer to keep direct personal control of the firm and hesitate to delegate

responsibilities to other managers (Umer, 2012).
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Table 9.4: Percentage distribution of people responsible for HR issues

Frequency Valid Percentage
Family owned | Owner-manager [11] 8T
small-to-
medium Manager [ BT
enterprises
Accountants 3 43

9.2.3.5 HR Department

Table 9.5 below shows that 78.2% and 73.6% of family and non-family owned small-
to-medium enterprises, respectively, had no HR department. This scenario affirms
conclusions by Abduli (2013) that small-to-medium enterprises may not have a
special human resources management department, as they are more likely to be
owner-managed. In this case, the owners act as dominant leaders responsible for
setting the direction and running the business based on their experience and
common sense, often leading to a command and control management style (Ates &
Bititci, 2011).

187

© Central University of Technology, Free State



Table 9.5: Percentage distribution of HR departments in Small-to-Medium

Enterprises

[ Central University of
Technology, Free State

Frequency Valid Percentage

Family Yes 19 21.8

owned

small-to- No 68 78.2

medium

Non-family | Yes 32 26.4

owned

small-to- No 83 736

medium

enterprises Total 121 100,0
9.2.3.6 Education level of respondents

Table 9.6 shows that in terms of education, majority of respondents had diploma
qualifications in both kinds of firms. This suggests some considerable professional
or technical training for South African entrepreneurs. Training helps increase
managerial interpersonal competencies and even equip managers to adapt
performance management practices meant for large firms to suit SME needs. To
confirm this, a study carried out on immigrant-owned small-to-medium enterprises

in South Africa indicated a relationship between owners’ education and performance

(Fatoki, 2014).

Table 9.6: Education level of respondents

Family owned small-to-medium | HNon-family owned small-to-medium enterprises

enterprises

Second | Diplom | Degre | Masters Primar | Secondary | Diploma Degree | Masters

ary a e Degree ¥ Degree
Frequency 29 48 B 3 4 39 57 17 2
Valid 33 54.5 51 34 3.4 32 4748 142 1,7
Percentage
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9.2.3.7 Continuous variables

A variable that can assume an infinite humber of values between two points is
continuous in nature (Satake, 2015). Such variables are contained within a range.
Under this section, results of biographical information that used continuous variables

are discussed using the mean as the focal reporting value.

9.2.3.8 Number of employees

Table 9.7 below shows the total number of employees in both kinds of firms.

Table 9.7: Number of employees

Minimum Maxinum Mean Std. Deviation
Family owned small-to- 5 T3 2013 18.72
medium enterprises
Mon-family cwned 5 150 28.47 3709
small-to-medium
enterprises

On average, the enterprises represented in this study had 24 employees (the
average of 20.19 and 28.47) and a standard deviation of 27.91 (the average of 18.72
and 37.09). However, given the huge discrepancy between the respondents (std
dev. = 27.91; Min=5 and Max= 150), it was important to analyse the median as well.
Given a median value of 9, it suggests that 50% of the enterprises had an average
number of employees located between 5 and 9.

9.2.3.9 Number of relatives employed

Table 9.8 below shows the number of relatives employed in family owned small-to-

medium enterprises.
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Table 9.8: Number of relatives employed

Minimum Maximum Mean Std. Deviation

Family owned small-to- 1 12 3,1 2.1445
medium enterprises

It should be noted that 116 respondents in all did not answer the question relating
to the number of relatives employed. This result makes sense because the question
was directed only to those respondents working in family owned small-to-medium
enterprises. On average, family owned small-to-medium enterprises employed
three relatives. According to Zhang and Cao (2016), family firms tend to show
compassion towards their family members by employing them instead of non-
relatives and by even placing them in senior managerial roles. Furthermore,
according to the Resource Based View, participation by family members in both
business and family relationships in their personal and professional lives generates

a unique context for human capital, compared to their non-family counterparts.

9.2.3.10 Operation period

Table 9.9 below shows that both family owned small-to-medium enterprises and
non-family owned small-to-medium enterprises had been in operation for about 10
years on average. These SMEs have survived failure as the number of SMESs in
South Africa that fail in their fifth year varies between 50% and 95%, and about 75%
of new SMEs do not become established firms (Neneh & van Zyl, 2012).

Table 9.9: Number of years firms have been operating

Minimum Maximum Mean Std. Deviation
Family owned small-to- 1.5 45 10.33 86T
medium enterprises
HFamily owned small-to- 1.5 54.5 10,05 847
medium enterprises
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9.2.3.11 Age of respondents

Table 9.10 below indicates that the entrepreneurs were on average around their
mid-thirties. However, whether entrepreneur age affects enterprise performance is
a relationship that, despite receiving extensive debate in popular literature, is not
yet conclusive (Prasad, Ehrhardt, Liu & Tiwari, 2015).

Table 9.10: Age of respondents

Std
Minimum Maximum | Mean Deviation
Family owned small-to-medium 23 58 3595 808
enterprises
Non -family owned small-to-medium 2 75 36.48 11.53
enterprises

9.3 STRUCTURAL EQUATION MODELLING (SEM) RESULTS

Following Hair et al. (2014), the SEM analysis was done in two phases. The first
phase was the confirmatory factor analysis (CFA) whose purpose was to establish
the reliability and validity of the instruments used to measure the scales. Factor
analysis in general is mostly used in cases where there is some uncertainty as to
the exact nature of the dimensions being measured or when the researcher wants
to confirm whether the theoretical dimensions are in fact being measured (De Vos
etal., 2011). CFA therefore characterises a special case of SEM. The second phase

tests the hypotheses formulated in the proposed conceptual model.

9.3.1 Confirmatory factor analysis (CFA)

The purpose of the CFA (or measurement model) is to test the constructs’ validity
and reliability. Confirmatory Factor Analysis is a special form of factor analysis
employed to test whether the measure of a construct agrees with the researcher’s
appreciation of the nature of that construct (Ahmad et al., 2016). The final

measurement model is not interested in the relationships per se but serves to
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confirm the structure of the scales. The measurement model helps to relate

measured variables to latent variables.

The initial measurement model showed unsatisfactory results. The following model
fit indices were retrieved from AMOS 24. CMIN/Df= 3.422; GFI= 0.638; AGFI=
0.585; CFI=0.647; TLI= 0.617; RMSEA= 0.107; where:

CMIN/Df - is the minimum discrepancy divided by its degrees of freedom
AGFI - adjusted goodness-of-fit statistic

CFI - comparative fit index

TLI - Tucker-Lewis Index

RMSEA - Root mean square error of approximation

PCLOSE - the p-value of a test on RMSEA

According to Hair et al. (2014) and Byrne (2012), the acceptable thresholds for the

most common model fit indices in SEM are:

CMIN /df <5

RMSEA < 0.085 (preferably < 0.05)

CFI > 0.95 although 0.9 is still acceptable
TLI >0.90

GFl >0.90

AGFI> 0.8,

The model fit of the initial model was far below the acceptable thresholds (Hair et
al., 2014; Byrne, 2012). It was therefore important to improve the model fit indices.
A diagnostic guided by an analysis of the modification indices, the factor loading
and the standardised residual covariance matrix helped to identify problematic
items. According to Hair et al. (2014), a standardised residual covariance value
above |2.4| and a factor loading below 0.5 might be problematic. The following items
were deleted in combination with the modification indices values to improve the
model fit indices:

IC3, IC5, IC6, PAM1, PAM2, AR4, AR5, AR6, ROI2, ROI4, ROI6 and INN3, where:

IC - Managerial Interpersonal Competencies
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PAM - Performance Appraisal Methods
AR - Agency Relationships
ROI - Return on Investment

INN - Innovation.

After the refinement of the model, the following final measurement model shown in

Figure 9.1 below was adopted:
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Figure 9.1: Final measurement model

The final measurement model (CFA) showed acceptable model fit indices as
follows.
CMIN/DF= 1.73; GFI= 0.853; AGFI= 0.800; CFI= 0.906; TLI= 0.887; RMSEA=
0.042; PCLOSE=0.995. GFl is visibly below 0.9. However, the Adjusted GFI adjusts
this GFI.

With these satisfactory model fit indices, the reliability and validity of the scales were

then tested.
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9.3.2 Reliability analysis

According to Hair et al. (2014), reliability of the scales is established by both the
traditional Cronbach’s alpha (internal consistency) approach and the concept of
construct reliability (CR). Construct reliability provides an ideal alternative in SEM
because of the tendency of coefficient alpha to understate reliability (Hair et al.,
2014). A value above 0.7 suggests a good reliability (Hair et al., 2014) although a
value of 0.6 is sometimes acceptable in management sciences (Malhotra, 2009).
Table 9.11 below presents the results of reliability and convergent validity. The
Cronbach alpha values and CR values suggest that the scales were reliable

because the values were above 0.7(except for the construct IC).
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Table 9.11: Reliability and convergent validity of the scales

ITEM- | CRONBACH'S
FACTOR TOTAL
CONSTRUCTS ITEMS LOADINGS ALPHA CRH AVE
AR 0.8a7 0558
] =
AGENCY AR2 0574 0454 780 I 0.ats
RELATIONSHIPS[AR) =] e TEES
ART 0634 0.530
c 0675 0.420
MANAGERIAL
INTERPERSOMNAL c2 072 0.553 0.891 0.882 0.430
COMPETENCIES {IC)
c4 0.563 0.485
NMN1 0.726 0.604
N2 0.4 0.732
INNOWATION{INN) N4 0.636 0.801 0.835 0.860 0.554
NMNS 0.B14 D.862
MG 0687 0.526
PAM3I 0.745 T
PERFORMANCE PANKS 067 0.504
APPRAISAL 0.832 0.832 0.555
METHODS(PAM) PAMS 0.756 ]
PAME 0.e02 0.703
ROI1 0773 0.724
RETURN ON .
INVESTMENT (ROI) ROI2 0804 D.gz2 0.838 0.89 073
ROIS 0.ee3 0.802

By way of example, the construct AR has a Cronbach’s alpha value of 0.760. This
suggests that the four items forming AR measure the construct at 76%.

9.3.3 Convergent validity

The convergent validity assesses the extent to which the items converge or share a
high proportion of the variance in common (Hair et al., 2014). The convergent validity
of a scale is assessed by the factor loading of each item (above 0.5), the item-total
correlation (above 0.5) and the Average Variance Extracted (AVE) (above 0.5).

Table 9.11 above, shows that the factors load well in the constructs (factor loadings
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>0.5). The item-total correlation values also indicate decent values except for AR2
= 0.484 and ICI= 0.499 and IC4= 0.465. The AVE is the average percentage of
variation explained among the items of a construct. The AVE values of the
constructs AR (AVE= 0.449) and IC (AVE= 0.430) however are marginally below
0.5. The values of the factor loading and item-total correlation support to some

extent the convergent validity of these scales.

9.34 Discriminant validity

To assess the discriminant validity of the scale, the VAVE > correlation coefficient in
the correlation matrix was used. Table 9.12 below summarises the discriminant

values of the constructs.

Table 9.12: Correlation matrix to assess the discriminant validity

INN IC PAM AR ROI
INN 0,745
IC 0,528 0,656
PAM 0,138 0,118 0,745
AR 0,264 0,316 0,344 0,670
ROI 0,470 0,481 -0.001 0,219 0,855

The values in bold in the diagonal represent the VAVE. To ensure discriminant

validity, VAVE of a specific construct should be above all the correlation coefficients
of this construct with other constructs. For example, the correlation between INN
and PAM (.138) is lower than the Square root of the AVE of INN (.745) and the
Square root of the AVE of PAM (.745). The above comparison principle applies to
the rest of the other constructs in the measurement model. The correlation matrix
confirms that there is discriminant validity. Now that the validity and reliability of the
scales and the fit of the measurement model were confirmed, the hypotheses were

then tested with the structural model.
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9.3.5 Hypothesis testing

Hypothesis testing is one of the most used inferential procedures which use sample
data to evaluate the credibility of a hypothesis about a population (Gravetter &
Forzano, 2016). A hypothesis is an informed speculation about the possible
relationship between two or more variables which must be tested (Bryman & Bell,
2015). Hypotheses can be framed as either null (Ho) or alternative hypotheses (Hz).
The null hypothesis is a statement about the population that always states that there
is no effect, no change, no relationship (Gravetter & Forzano, 2016), while the
alternative hypothesis is the one which is assumed to be true once the null
hypothesis is untrue. Related to hypothesis testing is the alpha level or level of
significance concept. The alpha level affords a criterion for significance. A
hypothesis test with an alpha level of 0.05, for instance, implies that the test
demands that there is less than 5% (0.05) probability that the results are only due

to chance.

The hypotheses were tested through the structural model. The structural model
helps relate latent variables to one another. The model below shows the following

acceptable model fit indices:

CMIN/DF= 1.995; GFI= 0.883; AGFI= 0.841; CFI= 0.916; TLI= 0.898; RMSEA=
0.040; PCLOSE= 1.000.

Figure 9.2 shows the hypothesised relationships in the study.
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Figure 9.2: The structural model

Table 9.13 below summarises the result for each hypothesised relationship.

Table 9.13: Results for hypothesised relationships

Regression H theses Variance
Relationships g p-value ypot Explained
weights decision (R3)
IC > 0,301 0,003
AR Accepted 0,196
PAM > 0,311 0,000
Accepted
IC > 0,493 0,000
Accepted
AR > INN 0.091 0.291 0,291
Rejected
PAM > 0,049 0,528
Rejected
IC > PAM 0,118 0,193 0,014
Rejected
IC > 0,459 0,000 Accepted
PAM > ROI -0,092 0.257 _ 0,244
Rejected
AR > 0,105 0,243
Rejected
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The column regression weight on the table above refers to the strength of the
relationship. The p-value determines whether the relationship is significant or not.
When p-value <0.05 the relationship is deemed statistically significant. The table
shows that five hypotheses were rejected and four were accepted.

Table 9.13 also shows that there is a positive and statistically significant effect of IC
(8=0.301; p<0.05) and PAM ($=0.311; p<0.05) on AR. These two variables account
for about 20% (R? =0.196) of the variation of AR. In other words, IC and PAM explain
up to 20% of the variation of AR. According to these results, IC is also a critical factor
that significantly affects both INN and ROI. These results led to the acceptance of

the following hypotheses:

Hi: There is a significant effect of managerial interpersonal competencies on
performance, as measured by innovation, regardless of small-to-medium enterprise
type.

H2: There is a significant effect of managerial interpersonal competencies on
performance, as measured by return on investment, regardless of small-to-medium
enterprise type.

Hsa: The managerial interpersonal competencies of owner/managers have a
significant effect on agency relationships, regardless of small-to-medium enterprise
type.

Hs: Performance appraisal methods have a significant effect on agency

relationships, regardless of small-to-medium enterprise type.

P-values of 0.000 for hypotheses Hi and H2 which are both less than 0.05 suggest
a significant effect of managerial interpersonal competencies (also known as
generic/soft /human managerial competencies) on firm performance as measured
by innovation and return on investment, regardless of small-to-medium enterprise
type. This means that the owner/manager’s interpersonal competencies affect
employee innovative behaviours and enterprise profitability as measured by return
on investment in both types of enterprises. Several studies (Tarwirei, 2015; Fatoki,
2014) confirmed positive relationships even though their classification of requisite
components of managerial competencies or measures of performance, were

somewhat different. For example, Fatoki’s (2014) emphasis on the antecedents to
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managerial competencies takes a different trajectory to the one given by the current
study, while the one by Tarwirei (2015) used productivity as a measure of
performance. A related study by Rahman et al. (2011) among technical students in
Malaysia suggests that entrepreneurs should further acquire generic skills as these
skills help them to perform effectively in their workplace, and later contribute to the
enterprise. However, very few, if any studies, explored the relationship between
managerial interpersonal competencies, and firm performance as measured by
innovation and return on investment. The results of the current study confirms the
need for owner/managers in both types of enterprises to attend management
courses organised by institutions of higher learning, non-profit organisations, or
related agencies in order to sharpen their interpersonal competencies for improved

business performance.

A p-value of 0.003 which is less than 0.05 means that hypothesis H4 which states
that the managerial interpersonal competencies of owner/managers have a
significant effect on agency relationships; regardless of small-to-medium enterprise
type was also accepted. Owner/managers’ interpersonal competencies were found
to affect agency relationships in both types of enterprises. There is a dearth of
literature on the above relationship and happens to be this study’s significant
contribution to literature. The reason being that literature that may be considered
appropriate for a large or listed corporation may be less relevant for entrepreneurial
firms in general (CIPD, 2014). However, regarding family owned small-to-medium
enterprises in particular; family ownership is more amenable to relational contracts
based on mutual expectations, and which depart from the assumption of economic
rationality (Ponomareva & Ahlberg, 2016). This may rob the family enterprise of
employees with the requisite managerial competencies (Padgett et al., 2015), or
may inhibit proper execution of top management competencies. Since
owner/managers’ interpersonal competencies were found to affect agency
relationships in both types of enterprises, the same management competence
development courses could be used to enhance the quality of owner/managers’

interpersonal competencies.

Hypothesis Hs which states that performance appraisal methods have a significant

effect on agency relationships, regardless of small-to-medium enterprise type had
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to be accepted because of a p-value of 0.00 which is less than 0.05. This implies
that the way employee performance appraisal is done affects the kind of agency
relationships in both types of enterprises. The fundamental concern of performance
management (of which performance appraisal forms a key, component) is
universally held to be the alignment of individual employee objectives with
organisational goals (Taylor, 2013). Alignment can be attained through a cascading
process which allow objectives to flow down from the top, and at each level, team
or individual objectives are defined considering higher-level goals (Armstrong,
2012). Van Puyvelde et al. (2013) maintain that non-aligned objectives of managers
and employees is an indication of agency problems in the manager-employee
relationship. Yet, performance management should allow for goal alignment
between principals and agents by arresting one assumption of agency theory, which
claims that both principals and agents pursue personal objectives (Van Puyvelde et
al., 2013). Since it has been established that the way performance appraisal was
done affected the kind of agency relationships in both types of enterprises, it is
therefore advisable to achieve a balance of formal and informal performance
management that best suits the owner/manager, their team and the enterprise, and
that also puts the business in an optimal position to create the best performance
(Kadak & Laitinen, 2016). In addition, especially in family owned small-to-medium
enterprises, appraisals by professionals or consultants who are not related to any
family member, increases the chances that a family member will receive appropriate

and constructive feedback.
The following five hypotheses were rejected:

Hs: The managerial interpersonal competencies of owner/managers have a
significant effect on performance appraisal methods, regardless of small-to-medium
enterprise type.

He: There is a significant effect of performance appraisal methods on business
performance as measured by innovation, regardless of small-to-medium enterprise
type.

Hz: There is a significant effect of performance appraisal methods on business
performance as measured by return on investment, regardless of small-to-medium

enterprise type.
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Hs: There is a significant effect of agency relationships on business performance
as measured by innovation, regardless of small-to-medium enterprise type.
Ho: There is a significant effect of agency relationships on business performance as

measured by return on investment, regardless of small-to-medium enterprise type.

A p-value of 0.193 which is above 0.05 implies the rejection of Hz which states that
the managerial interpersonal competencies of owner/managers have a significant
effect on performance appraisal methods, regardless of small-to-medium enterprise
type. This means that the way performance management and performance
appraisal in particular is done in both types of firms is not affected by the levels of
owner/managers’ interpersonal competencies. This could be explained by the fact
that personnel in small-to-medium enterprises are likely to be so engrossed with
managing daily work, that they have no extra time for additional activities like
implementing performance measurement (Abduli, 2013) or performance appraisal.
In addition, sheer lack of managerial capacity and culture in these firms result in
managerial tools and techniques being perceived as of little benefit to the firm
(Pekkola et al., 2016). To worsen matters, employees in smaller firms are likely to
perform a greater variety of tasks than those in larger firms, and specialist skills are
less likely to be found in smaller firms (Healy, et al., 2015). This helps explain why
interpersonal competencies of managers may have no positive effect on
performance appraisal methods; which like performance measurement may often
be considered as not only a time-wasting activity, but a cause of red tape and an
impediment to the flexibility of the enterprises (Cocca & Alberti, 2010). However,
since performance management data serves strategic, developmental, and
administrative purposes (Noe et al., 2015) which is key to optimal operations in any
business entity, owner/managers in both types of small-to-medium enterprises

need to be trained in order to leverage on this.

P-values of 0.528 and 0.257 for He and Hr respectively, suggest no significant effect
of performance appraisal methods on business performance as measured by
innovation and return on investment, regardless of small-to-medium enterprise type.
This study rejects these associations, suggesting that the way performance
appraisal is done has no bearing on employee innovative behaviours or return on

investment. These results differ from those by Aleem & Rahman (2018) who
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examined the influence of HR practices on the perceived financial performance of
listed small-to-medium enterprises in Karachi, Pakistan. Even though the study
considered a bundle of HR practices, it confirmed that, training and performance
appraisal had the most positive and strongest association with a firm’s perceived
business performance. Results of the current study were again contrary to those of
previous scholars (Stanciu, 2014; Saunilla, 2014) who established that performance
management resulted in greater financial performance, innovation capability,
increased employee productivity and more motivated employees in entrepreneurial
ventures. The possible reason for failure by the small-to-medium enterprises to reap
benefits from performance appraisal could be that the firms use more informal
management practices extensively, thereby negating the potential benefits brought
by formality. Consequently, cheap performance management software that focuses
on individual needs of small-to-medium enterprises could be more ideal in both
types of enterprises. Moreover, it would be better to use only a few vital indicators,
especially if reported in a visually and graphically effective way, in order to allow the
manager to concentrate only on crucial performance factors and to make informed
decisions swiftly (Cocca & Alberti, 2010).

Hypotheses 8 and 9 suggest a significant effect of agency relationships on firm
performance as measured by innovation and ROI, regardless of small-to-medium
enterprise type. The current study rejects the two hypotheses since p-values of
0.291 and 0.243 for Hs and Hg respectively are above 0.05. This means to say that
agency relationships obtaining in both types of enterprises do not affect employee
innovative behaviours and return on investment. The fact that agency costs,
especially in family businesses, rise considerably with the increase of family
ownership and the separation of ownership and control (Zhang & Cao, 2016), could
be the very reason why profitability got compromised in the small-to-medium
enterprises under study. Conversely, Machek et al. (2013) conclude that the impact
of family involvement on business performance was not adversarial. Surprisingly,
the assertion by Yupitun (2008) that agency costs of family firms are not significant
compared to non-family firms (hence increasing their potential to perform better)
could not be sustained by findings of this study. Consonant to the current study are
findings from a related study by Xianga et al. (2014) which established that for larger

small-to-medium enterprises (those with 20—200 employees), gains realised by way
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of lower agency costs emanating from family ownership were almost completely
offset by losses due to altruism and the lack of self-control. The study, however,
limited itself to family owned small-to-medium enterprises and could have
conceptualised familiness in ways different from the way it has been conceptualised
in South Africa. In any case, research on agency relationships and their impact on
the performance of both types of firms is in its infancy and results are mixed. Even
though the existing agency relationships in both types of enterprises did not affect
employee innovative behaviours and return on investment, academics should not
ignore family business heterogeneity due to size, age or degree of active ownership,
in their quest to understand the conditions under which family firms outperform their
other counterparts if inaccuracies in empirical studies are to be avoided (Lwango et
al., 2017).

9.4 GROUP DIFFERENCE ANALYSIS USING STRUCTURAL EQUATION
MODELLING

Group difference analysis permitted the exploration of how each relationship in the
model varied across the two groups- family and non- family owned small-to-medium

enterprises.

The group difference analysis was conducted on AMOS 24 to check whether there
was a statistical difference in the structural model between the two types of
enterprises. The two models below were built and tested following the SEM
approach. Figures 9.3 and 9.4 below depict the two models.
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Figure 9.3: Structural model for family owned small-to-medium enterprises
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Figure 9.4: Structural model for non-family owned small-to-medium enterprises

The two models above show acceptable fit indices:

CMIN/DF= 1.995; GFI= 0.883; AGFI= 0.841; CFI= 0.916; TLI= 0.898, RMSEA=
0.040; PCLOSE= 1.000.

Table 9.14 summarises the results for each hypothesised relationship.
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Table 9.14: Group differences: Results for hypothesised relationships

Family owned small-to-medium | Non-family owned small-to-medium
Enterprises Enterprises
Estimate P Estimate P
<--—-| IC 0,326 0,021 0,337 0,017
AR
<--- | PAM | 0,439 0,001 0,227 0,057
<--- | IC 0,449 0,004 0,504 0,001
INN | <---| PAM | -0,024 0,852 0,107 0,285
<---| AR |0,198 0,189 -0,054 0,654
PAM | <-- | IC 0,14 0,324 0,088 0,457
<—| AR |0,379 0,012 -0,27 0,052
ROl | <--|IC 0,413 0,004 0,543 0,001
<--- | PAM | -0.38 0,005 0,121 0,254

Table 9.14 above seems to be more stable and provides more significant
relationships in the context of family owned small-to-medium enterprises, when
compared to their other counterparts. Below, are the hypotheses that were accepted
(i.e. those that showed that differences existed between family and non-family

owned small-to-medium enterprises):

Hid: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal
competencies on firm performance, as measured by innovation.

Hzd: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal
competencies on firm performance, as measured by return on investment.

Haa: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal
competencies of owner/managers on agency relationships.

Hsd : There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on
agency relationships.
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Hzd: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on
firm performance as measured by return on investment.

Hod: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of agency relationships on firm

performance as measured by return on investment

From Table 9.14 above, p-values < 0.05(p=0.004 for family owned small-to-medium
enterprises and p=0,001 for non-family owned small-to-medium enterprises)
suggest statistically significant relationships on both hypotheses Hid and Hzd4. The
two hypotheses which state that there is a significant difference between family and
non-family owned small-to-medium enterprises in terms of the effect of managerial
interpersonal competencies on firm performance, as measured by return on
investment and innovation respectively were accepted in both kinds of firms.
Interestingly, the effect of owner/managers’ level of interpersonal competencies on
both employee innovation and return on investment was more significant in non-
family owned small-to-medium enterprises. The previously mentioned findings
contradict those from a study by Bulog et al. (2017) among managers in a family
owned and non-family owned firm in Croatia, whose sizes are not clear. Their study
found out that managers in the family owned firm had better skills and were more
effective when compared to their other counterparts. However, firm size and
contextual disparities could help explain the difference in findings between the
current study and the one done in Croatia. The fact that the effect of
owner/managers’ level of interpersonal competencies on performance was more
significant in non-family owned small-to-medium enterprises, may imply that
owner/managers in family owned small-to-medium enterprises require intensive
training on how to handle the family and business entities, if their competencies are
to translate into improved performance. Worse still, owner/manager competencies
in family owned small-to-medium enterprises could also be hampered by family
skirmishes spilling over into the businesses, emotional rather than rational decision-
making, authoritarian paternalistic cultures, nepotism, unclear organisation,
inflexibility in innovation, succession and resistance to change (Farrington & Venter,
2009).
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Although research on the competence-performance nexus among small-to-medium
enterprises in South Africa is in its infancy (Kyobe et al., 2015), a related
investigation on the impact of managerial competencies on the performance of
small-to-medium enterprises in the Buffalo City Municipality in the Eastern Cape
Province by Tarwirei (2015) established that high performance of small-to-medium
enterprises was linked to managers’ technical and business skills; while the ability
to outperform industry rivals and increase productivity was dependent on human
skill (Tarwirei, 2015). However, the study is not explicit on the enterprises’ mode of

ownership.

In addition, in explaining differences in both family and non-family owned small-to-
medium enterprises, the current study could confirm research findings that suggest
that the desire by a family to keep control of their firm represents an access hurdle
to venture capital investment opportunities, creating incongruity between
managerial competencies and innovation projects (Block et al., 2013; Gomez-Mejia,
Cruz, et al., 2011). The results from the current study could also help explain how
the lack appropriate managerial competencies in family owned small-to-medium

enterprises can lead to lower performance (Kyobe et al., 2015).

Although past studies (Yordanova, 2016; Sharma, 2013; Dibrell & Moeller, 2011)
established that, differences between the two types of firms could be explained by
the fact that family members’ contact with the business since childhood and other
such kinship considerations give the firms a competitive advantage, this study
refuted these findings. Even if family firm stewardship governance has been
associated with innovativeness and performance (Siddik & Kabiraj, 2016; Dibrell &
Moeller, 2011), the current study could not ascertain these findings. Instead of the
integration of family and business in family owned small-to-medium enterprises
creating several significant and distinctive advantages, in terms of managerial
interpersonal competencies and firm performance(as propounded by the resource
based view) when compared to their other counterparts, the opposite was the case.
The fact that there is always competition between business and family in family
owned businesses in terms of what comes first, the business or the family (Sultan
et al.,, 2017)- may confound the relationship between owner/managers’ level of

interpersonal competencies, and business performance as measured by employee
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innovation and return on investment. However, since the differences between family
and non-family firms unearthed in previous studies could have been caused by
demographic sample differences such as size, age, type of industry and location —
instead of ‘real’ differences between groups, the observation by Rettab and Azzam
(2011) that the prevalence of evidence from diverse studies is what eventually

shapes the meta view of the superiority of one business over the other, seems valid.

P-values of 0.021 and 0.017 for family and non-family owned small-to-medium
enterprises shown on Table 9.14 above are less than 0,05 respectively. They
suggest a statistically significant relationship on Had which states that there is a
significant difference between family and non-family owned small-to-medium
enterprises in terms of the effect of managerial interpersonal competencies of
owner/managers on agency relationships. However, the effect of owner/managers’
level of interpersonal competencies on the quality of agency relationships is more
significant in non-family owned small-to-medium enterprises. From a resource
based view, the most important resource a family firm has is its human capital, which
enables them to assess, obtain, bundle, shed and leverage their resources in ways
that vary from those of non-family firms-thus giving them a competitive advantage
(Rau, 2014; Sirmon and Hitt, 2003; Barney, 1991). Although the current study did
not consider the typology of the families (clan family, professional family firm, and
S0 on) accepting Had suggests that management competencies within the context
of family ownership is likely to reduce conflicting goals as behaviour is monitored
largely through close family ties (Duh, 2010). However, despite the aforementioned
advantages accruing to family owned enterprises, the current study established that
the effect of managerial interpersonal competencies on the quality of agency
relationships was more significant in non-family owned small-to-medium
enterprises. This area requires more research because the family setting provides
a variant to the impersonal setting implied by the agency contract (Kotla & Sieger,
2018; Madison et al., 2015), thus presenting confounding scenarios.

Family ownership is more amenable to relational contracts based on mutual
expectations and which depart from the assumption of economic rationality
(Ponomareva & Ahlberg, 2016). Non-economic motives such as nepotism, family

altruism or internal family conflicts of the management and the board that ordinarily
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characterise the contractual relationships within family owned small-to-medium
enterprises, are largely informal when compared to the more formal contractual
arrangements in managerially governed firms (Collin & Ahlberg, 2012).The
foregoing motives may rob the family enterprise of employees with the requisite
managerial competencies (Padgett et al., 2015), or may inhibit proper execution of
top management competencies. For instance, an investigation into family business
and small-to-medium enterprises in South Africa by Visser & Chiloane-Tsoka (2014)
established that since most family owned small-to-medium enterprises are closely
held and owner-managed with owners having direct insights into internal processes
of the firm, the control function of the board may not be necessary and many of their
boards exist on paper only. The firm would therefore be indistinguishable from the
owner-manager, upon whom its failure or success depends (Stokes & Wilson,
2010), but whose competency in all areas pertaining to the family business may be
guestionable. In addition, agency problems can still manifest themselves in privately
held and owner managed firms because non-economically motivated inclinations
give owners an incentive to take actions that compromise their personal welfare, as
well as the welfare of those around them (Pagliarussi & Costa 2017, Gomez-Mejia
et al., 2011; Schulze, et al. 2001). The study established that agency problems
related with private ownership and owner management, stemming from family
ownership, together with those engendered by altruism, jeopardize the performance

of privately held, family-managed firms.

A p—value of 0,001 less than 0,05 in family owned small-to-medium enterprises, led
to the acceptance of Hsqa which states that there is a significant difference between
family and non-family owned small-to-medium enterprises in terms of the effect of
performance appraisal methods on agency relationships. However, a p-value of
0,057, greater than 0, 05 in their non-family counterparts led to the rejection of the
above hypothesis. This means that the way employee performance was appraised
affected the quality of agency relationships in family owned small-to-medium
enterprises only. Goal alignment makes performance appraisal even more
meaningful and focussed in family owned small-to-medium enterprises, since the
process of performance management has to begin at the top - the family CEO after
being evaluated by the board and/ or leadership team through a 360-degree

process, later reviews the performance of each employee reporting to him/her in
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turn (Dashew, 2007).The process has to cascade downwards till every employee’s
performance has been evaluated. However, close personal relationships in family
owned small-to-medium enterprises may cause conflicts of interest (Nosé, Korunka,
Frank & Danes, 2015), that could significantly affect the successful implementation
of performance management. Furthermore, demographic similarity between the
appraiser and appraisee and the quality of the work relationship - likely to be
impacted by family or friend status - can intensify positive affect towards the
appraisee, resulting in inflated performance appraisal ratings (Brawley, 2016).

Alternatively, adopting formal performance management practices may be viewed
as unnecessary by members in family owned small-to-medium enterprises based
on the view that, the interests of family member employees are already aligned -
further reducing the likelihood of using formal management systems (Pittino &
Visintin, 2013).Yet, the family and business values do not always align and worse
still, family businesses appear to prefer informal, often discretionary measures,
leading to the adoption of unfair performance appraisal systems(Pittino, Visintin,
Lenger & Stenard, 2016). Unfortunately, such informality may result in conflicts
during the process of appraisal, given that job performance may not be rigidly or
explicitly defined, and the criterion for performance management is vague, opening
prospects for disagreement about either job responsibilities or acceptable
behaviours (Brawley, 2016). However, since the current study established that the
way employee performance was appraised affected the quality of agency
relationships in family owned small-to-medium enterprises only, this implies that
expert advice may have to be enlisted in managing both the performance appraisal
process and the dynamics of agency in family businesses where they are

fundamentally different from their non-family counterparts.

At the 5% level of significance, p-values of 0,005 and 0,254 in family and non-family
owned small-to-medium enterprises respectively suggest the acceptance of Hrd,
which states that there is a significant difference between family and non-family
owned small-to-medium enterprises, in terms of the effect of performance appraisal
methods on firm performance, as measured by return on investment within the
context of family owned small-to-medium enterprises only. The way performance

appraisal was done affected firm profitability in terms of return on investment in
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family owned small-to-medium enterprises only. Although the above findings
resonate well with those from a study of 225 Japanese SMEs by Jung and Takeuchi
(2010), this area requires further research, especially given that both familiness and
small-to- medium enterprises are conceptualised differently in the two countries.
The study established that the dominance of a community culture within the firm is
an antecedent of top management’s supportive leadership, which in turn
necessitates a performance-based appraisal practice, and eventually leads to better
organisational performance in terms of objective indicators of turnover, absenteeism
rates and workforce productivity (Jung & Takeuchi, 2010). Such a community culture
is easy to establish in family owned small-to-medium enterprises when compared
to their counterparts of the same size. Consequently, certain informal practices like
the family atmosphere that draws high commitment among employees, use of
patient and survivability capital and close rapport with stakeholders constitute
unique resources that are likely to give the family firm leverage (Rau, 2014; Simon
& Hitt, 2003).

P-values of 0,012 and 0,052 for family and non-family owned small-to-medium
enterprises respectively suggest a statistically significant relationship within the
context of family owned small-to-medium enterprises only. This led to the
acceptance of Hod which states that there is a significant difference between family
and non-family owned small-to-medium enterprises in terms of the effect of agency
relationships on firm performance measured by return on investment within the
family owned small-to-medium enterprises context. This means that the quality of
agency relationships affected return on investment only in family owned small-to-
medium enterprises. However, regarding agency relationships and firm
performance, there is a dearth of studies in Africa and South Africa in particular,
hence the need for more research. Acceptance of Hoda implies that in family-
influenced firms, the interaction of the family unit, the business institution and
different family members create inimitable systemic conditions and constituencies
that influence the performance outcomes of the family enterprise (Rau 2014,
Sharma & Nordqvist, 2013, Habbershon et al., 2003). Moreover, given the
involvement of family in firm ownership and management, family owned businesses

may significantly reduce agency costs and enhance firm performance, for the goals
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of the firm’s principals are aligned with its agents since they are characteristically
one and the same (Memili et al., 2015; Kim & Gao, 2010).

Interestingly, a mean of 4.08 (on a likert scale ranged 1-strongly disagree to 5-
strongly agree) for family owned small-to-medium enterprises and 2.56 for their
other counterparts on the item AR 1 (Tasks can safely be delegated to trusted
employees like family members) show the inimitable systemic conditions unique to
family owned small-to-medium enterprises. Furthermore, an overall mean of 3.85
for family owned small-to-medium enterprises, compared to 3.4 for their other
counterparts on item AR 7 (Owner — manager’s family members are more likely to
endure short term losses for long-term survival of the firm) again help show the
advantages of family ownership. However, from a resource-based view, family
managers may not have the requisite training or expertise needed to grow the firm,

especially if family values encourage nepotism (Duh, 2010).

On the contrary, the traditional agency theory suggests that there is less need for
sophisticated corporate governance mechanisms and formal supervision for family
firms. Therefore, their agency costs are not significant compared to non-family firms
(Herrero, 2011; Yupitun, 2008). This could explain why they might have an edge
over their non —family counterparts. In addition, with reciprocal altruism (both family
owner and family manager are altruistic toward each other), a family firm has a
competitive advantage in pursuing certain business opportunities because the
family firm will have lower reservation prices for those business opportunities
(Memili et al., 2015). According to Yupitun (2008), within family firms, personalism
and particularism allow decision-making and authority to coalesce with a bias
towards the dominant family coalition — resulting in cost-savings, arising from lower
information asymmetry between owners and managers. In other words, the three
propensities characteristic of family ownership (parsimony, particularism and
personalism) give advantages in scarce environments, facilitate the creation and
utilisation of social capital, and engender opportunistic investment processes
(Memili et al., 2015; Carney, 2005) - culminating in better performance of family

owned small-to-medium enterprises.
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Furthermore, the assumption of agent opportunism may not hold in a proximal
agency relationship wherein the parties are mutually dependent, work closely with
each other, and may be emotionally attached (Cruz et al., 2010) as in family owned
small-to-medium enterprises. A related study by De Massis et al. (2015) suggests
the existence of an inverted U-shaped relationship between family ownership and
performance; and concluded that balancing family and non-family members in the
top management team was beneficial to small-to-medium enterprises’ performance.
Although balancing non-family and family members in top management was found
to be helpful to the enterprises’ performance, the family ratio in the top management
team became crucial only at high levels of family ownership. These findings provide
support to the idea that, the advantages of family management stem mainly from
the alignment of interests between owners and managers, plus the positive effects
of kinship relations within the group of managers, while the shortcomings were

associated with the exceedingly redundant human capital of family members.

The hypotheses below showed that no significant differences existed between
family and non-family owned small-to-medium enterprises. The following
hypotheses were rejected.

Hsd: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal
competencies of owner/managers on performance appraisal methods.

Hed: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on
firm performance as measured by innovation.

Hsda: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of agency relationships on firm

performance as measured by innovation.

At the 5% level of significance, p-values of 0,324 and 0,457 in family and non-family
owned small-to-medium enterprises respectively are greater than 0,05, suggesting
no statistically significant relationships. This led to the rejection of Hsg, which states
that there is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal

competencies of owner/managers on performance appraisal methods. It can be
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concluded that, the effect of owner/managers’ level of interpersonal competencies
on the way performance appraisal was done did not differ regardless of enterprise
mode of ownership. This can be explained by the fact that personnel (management
included) in both types of businesses are likely to be so engrossed with managing
daily work, that they have no extra time for additional activities (Abduli, 2013) like
implementing performance appraisal. In addition, sheer lack of managerial capacity
and culture in these firms may result in managerial tools and techniques (such as
performance appraisal) being perceived as of little benefit to the firm (Pekkola et al.,
2016). Frequently, employees occupy different positions at the same time,
organisation structures are flat, and although the owner-manager oversees both
operational and managerial functions, managerial activities are usually neglected
(Barisic & Bozicevic, 2013). In spite of the aforementioned explanations, and as has
been alluded to before, it remains imperative that owner/managers in both types of
enterprises receive appropriate training for them to appreciate the benefits of

proper performance appraisal

P-values of 0,852 and 0,285 for family and non-family owned small-to-medium
enterprises are both greater than 0, 05, suggesting that there is no significant
difference between family and non-family owned small-to-medium enterprises in
terms of the effect of performance appraisal methods on firm performance
measured by innovation. This led to the rejection of Hed in both kinds of firms. Thus,
no differences existed in the way performance appraisal affected employee
innovative behaviours in both types of enterprises. There is a dearth of literature on
the relationship between performance appraisal methods and firm performance in
small-to-medium enterprises (Wickramasinghe, 2016). Although extant literature is
replete with studies on the extent to which HRM can be used to augment business
performance (Saha et al., 2017; Foss et al., 2015), research has progressed slower
in small-to-medium enterprises than in other businesses (Kim & Gao, 2010).
Furthermore, despite the few insights describing how HRM (and performance
management in particular) in family firms differ from their non-family counterparts,
as well as from each other (Gagne et al., 2014), theory that seeks to explain how
these differences emerge and how they shape important outcomes in family firms is
still in its infancy (Combs et al., 2018) - hence, the need for further research in this

area. However, a study in medium-sized enterprises in Sri Lanka by
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Wickramasinghe (2016) found that the following six characteristics of performance
management, viz; focus, target setting, integration with other human resource
management functions, administrative work procedures, interdependency and
responsibility were significant predictors of performance management
effectiveness. Performance appraisal in both types of enterprises under study failed
to influence innovation possibly due to informality, goals not aligned with company,
team, and individual objectives and inefficient employee performance feedback

systems.

At the 5% level of significance, p-values of 0,189 and 0,654 in family and non-family
owned small-to-medium enterprises suggest a rejection of Hsd which states that,
there is a significant difference between family and non-family owned small-to-
medium enterprises in terms of the effect of agency relationships on firm
performance measured by innovation in both kinds of SMEs. Despite the paucity of
research regarding agency relationships and firm performance in South Africa,
Panda and Leepsa (2017) observe that, generally, the separation of ownership from
control in organisations may lead to loss of appropriate monitoring by the owners on
the managers, who may use business assets for their private purpose to maximise
their welfare, with obvious implications on firm performance. Opportunistic
behaviour by either party has the potential to impact parties outside the immediate
principal-agent relationship, as well as direct and indirect stakeholders in society
(Zardkoonhi et al., 2015) - but with far-reaching consequences to the business.
Besides the financial implications of opportunistic behaviours, opportunism may also
affect mutual trust and commitment, thus creating serious threats in quality of social
embeddedness (Zardkoohi et al., 2015; Yaqub, 2009).

In addition, Machek et al. (2013) conclude that, the impact of family involvement on
business performance was not adversarial. The study established that the mean
size of the effect was moderately positive, implying that family ownership and
management had a slightly positive impact on business performance (Machek et al.,
2013). Interestingly, the current study established no significant relationship
between agency relationships and firm performance in both kinds of enterprises.
Although the above meta-analysis by Machek et al. (2013) provided rich and
summarised data, the concerned studies were largely done in Europe, which
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proffered disparate conceptualisations of both the entrepreneurial and the family
firm. Worse still, their analysis remains silent on the sizes and industry of the firms
concerned. These results suggest that the agency and stewardship theories are not
necessarily in conflict with each other but can both be used to come up with a more

general governance framework for small-to-medium enterprises in South Africa.

9.5 CONCLUDING REMARKS

This chapter both presented and discussed the research findings. The next chapter
focuses on the conclusion and recommendations informed by these findings. The
conclusion helps to refocus the purpose of the research, reveals an outline of what
was found and discloses the implications of the findings. Recommendations are also
proposed and they are meant to proffer specific actions that could be needful in

terms of policy, theory, practice, or subsequent research.
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CHAPTER 10 CONCLUSIONS, RECOMMENDATIONS AND

FUTURE RESEARCH

10.1 INTRODUCTION

The previous chapter presented and analysed data on the effect of managerial
interpersonal competencies, performance management and agency relationships
on the performance (measured by innovation and return on investment) of family
and non-family owned small-to-medium enterprises. Based on the reported
empirical findings in the previous chapter, the present chapter presents conclusions,

recommendations, and proffer suggestions for future research.
10.2 OVERVIEW OF THE STUDY

This study has been motivated by the fundamental role small-to-medium enterprises
play worldwide in the socio-economic development of countries in areas such as
employment creation and contributions to the gross domestic product (Ardic et al.,
2011). In South Africa, small-to-medium enterprises account for about 91% of the
formal business entities and contribute significantly in the country’s gross domestic
product and employment creation (Cant & Wiid, 2013; Kongolo, 2010). Despite such
contributions, the performance of small-to-medium enterprises has been a subject
of investigation over the last decade or so, yet, they often have been treated as a

homogeneous group without distinguishing family from non-family owned ones.

The previously mentioned lack of empirical evidence is against a backdrop that
argues that the key internal cause of small-to-medium enterprises’ failure in South
Africa is lack of management and functional skills among managers (Fatoki, 2014).
In fact, these competencies are some of the requisites for effective human resource
management (Fatoki, 2014; ThabitYahya & AbdelhayElsayed, 2012; Ulrich,
Younger, Brockbank & Ulrich, 2012) and performance management. To
demonstrate how narrowly managerial competencies have been construed, other
competencies such as managerial interpersonal competencies have actually been

applauded for promoting venture performance (Sidek & Mohamad, 2014; Rahman
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et al., 2011), and yet in all previous studies, despite non-differentiation of small firm
type, these competencies have not been considered. Moreover, studies linking
managerial competencies and firm performance (Tahmasb et al., 2014; Kénigova
et al., 2012) have been done with little or no differentiation between the exact
competencies required, or family and non-family owned businesses. These issues
have been considered in the current study, with an endeavour to contribute to the

growing body of literature on small-to-medium enterprises.

Furthermore, whether the small -to -medium enterprises are family owned or non-
family owned, issues of agency relationships in running the business have become
pervasive since they are fundamental aspects upon which business relationships
are built (Ahmad et al., 2012). Considering that agency relationships have been
studied in the context of large public listed companies in both South Africa and some
other parts of the world (Yahya et al., 2016), very few studies have demonstrated
such a role in small-to-medium enterprises, especially in a developing economy.
This study attempted to close that gap by investigating whether agency
relationships, owner/managers’ interpersonal competencies, and performance
appraisal (a tool, and central pillar of performance management) could show some
differences in the performance of family and non-family-owned small-to medium
enterprises. To close the gap, literature was reviewed, resulting in a structural
model, depicting how business performance is affected by the inter-relationship
between managerial interpersonal competencies, performance management and
varying levels of agency relationships. The intention was to empirically evaluate the
proposed model and determine any differences between family and non-family
owned small-to-medium enterprises in South Africa. Thus, from the proposed

structural model, the following hypotheses were formulated:

Hi: There is a significant effect of managerial interpersonal competencies on

performance, as measured by innovation, regardless of small-to-medium enterprise

type.

H2: There is a significant effect of managerial interpersonal competencies on
performance, as measured by return on investment, regardless of small-to-medium

enterprise type.
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Hs: The managerial interpersonal competencies of owner/managers have a
significant  effect on performance appraisal methods, regardless of small-to-
medium enterprise type.

Hs4:  The managerial interpersonal competencies of owner/managers have a
significant effect on agency relationships, regardless of small-to-medium enterprise
type.

Hs: Performance appraisal methods have a significant effect on agency
relationships, regardless of small-to-medium enterprise type.

He: There is a significant effect of performance appraisal methods on business
performance as measured by innovation, regardless of small-to-medium enterprise
type.

Hz: There is a significant effect of performance appraisal methods on business
performance as measured by return on investment, regardless of small-to-medium
enterprise type.

Hs: There is a significant effect of agency relationships on business performance
as measured by innovation, regardless of small-to-medium enterprise type.

Ho: There is a significant effect of agency relationships on business performance as

measured by return on investment, regardless of small-to-medium enterprise type.

In order to explore how each relationship in the model varied across the two groups
— family and non-family owned small-to-medium enterprises; group difference
analysis was done. Group difference analyses were conducted using the SEM to
evaluate the relationships in models between the two types of enterprises. Below

were the hypotheses formulated to perform group difference analysis:

Hid: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal
competencies on firm performance, as measured by innovation.

Hzd: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal

competencies on firm performance, as measured by return on investment.

221

© Central University of Technology, Free State



[ Central University of
Technology, Free State

Hsd: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal
competencies of owner/managers on performance appraisal methods.

Hada: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal
competencies of owner/managers on agency relationships.

Hsa: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on
agency relationships.

Hed: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on
firm performance as measured by innovation.

Hzda: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of performance appraisal methods on
firm performance as measured by return on investment.

Hsa: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of agency relationships on firm
performance as measured by innovation.

Hod: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of agency relationships on firm

performance as measured by return on investment.
10.3 CONCLUSIONS BASED ON THE EMPIRICAL STUDY

The main objective of this study was to examine the effect of managerial
interpersonal competencies, performance management and agency relationships
on business performance among family and non-family owned small-to-medium

enterprises in Gauteng Province, South Africa.

The following subsidiary objectives were proposed to achieve the afore-mentioned
main objective:
1. To develop a conceptual model that describes the relationship between

managerial interpersonal competencies, performance management,
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agency relationships and business performance among family and non-
family owned small-to-medium enterprises.

2. To collect data from small-to-medium enterprises owner/managers and
empirically evaluate the proposed model for model fit.

3. To determine whether mode of firm ownership affects the relationship
between managerial interpersonal competencies, performance
management, agency relationships and business performance among
small-to-medium enterprises.

4. To highlight the differences in the interpersonal competencies required of
managers of family-owned small-to-medium enterprises on the one hand

and non-family-owned small-to-medium enterprises on the other hand.
10.3.1 Confirmatory factor analysis

The purpose of CFA was to operationalise the latent variables. According to Burger
(2012), operationalisation of the measurement model is achieved when it
reproduces the observed covariance matrix, and when the model parameter
estimates indicate that the majority of the variance in the indicator variables are able
to be explained in terms of the latent variables to which they were meant to reflect.
The model fit of the initial model was far below the acceptable thresholds. It was
therefore important to improve the model fit indices. A diagnostic guided by an
analysis of the modification indices, the factor loading, and the standardised residual
covariance matrix helped to identify problematic items, which were then deleted to
improve the model fit indices.

The final measurement model (CFA) showed acceptable model fit indices, as
follows. CMIN/DF= 1.73; GFI= 0.853; AGFI= 0.800; CFI= 0.906; TLI= 0.887;
RMSEA= 0.042; PCLOSE= 0.995 (where PCLOSE= the p-value of a test on
RMSEA). GFI was visibly below 0.9. However, the Adjusted GFI adjusts the GFI.

Furthermore, reliability of the scales was established by both the traditional
Cronbach’s alpha (internal consistency) approach and the concept of construct

reliability (CR) as proposed by Hair et al. (2014). The Cronbach alpha values and
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CR values suggested that the scales were reliable because the values were above
0.7.

Regarding convergent validity, the factors loaded well in the constructs (factor
loadings >0.5). The item-total correlation values also indicated decent values except
for AR2 = 0.484 and ICI= 0.499 and IC4= 0.465. The AVE values of the constructs
AR (AVE= 0.449) and IC (AVE= 0.430) however, were marginally below 0.5. The
values of the factor loading, and item-total correlation supported to some extent the
convergent validity of the scales. To ensure discriminant validity, VAVE of a specific
construct should be above all the correlation coefficients of each construct with other

constructs. The correlation matrix confirmed that there was discriminant validity.

The afore-mentioned procedures led to fitting the structural model, which helped to
relate latent variables to one another. The structural model showed the following
acceptable model fit indices: CMIN/DF= 1.995; GFI= 0.883; AGFI= 0.841; CFI=
0.916; TLI= 0.898; RMSEA= 0.040; PCLOSE= 1.000.

It was deduced from the structural model that there was a positive and statistically
significant effect of managerial interpersonal competencies (=0.30; p<0.001) and
the key component to performance management — performance appraisal methods
(PAM) (B=0.311; p<0.01) on agency relationships (AR). These two variables
(managerial interpersonal competencies and performance appraisal methods)
accounted for 20% (R? =0.196) of the variation of agency relationships. It was also
established that managerial interpersonal competencies were a critical factor that
significantly affected business performance among family and non- family owned

small-to-medium enterprises, as measured by innovation, and return on investment.

Regarding group differences, the two structural models (one for family owned small-
to-medium enterprises and the other for their counterparts) also showed acceptable
model fit indices: CMIN/DF= 1.995; GFI= 0.883; AGFI= 0.841; CFI= 0.916; TLI=
0.898; RMSEA= 0.040; PCLOSE= 1.000. However, the structural model for family
owned small-to-medium enterprises seemed to be more stable and provided more
significant relationships in the context of family businesses when compared to the
structural model for their other counterparts.

224

© Central University of Technology, Free State



[ Central University of
Technology, Free State

10.3.2 Hypothesis testing

The hypotheses were tested through the structural model. The structural model
helped to relate latent variables to one another. The following acceptable model fit
indices were shown: CMIN/DF= 1.995; GFI= 0.883; AGFI= 0.841; CFI= 0.916; TLI=
0.898; RMSEA= 0.040; PCLOSE= 1.000. The proposed structural model depicted

nine hypothesised relationships. Below, are the conclusions drawn from the results.
10.3.3 Effect of managerial interpersonal competencies on innovation

The first hypothesis tested the effect of managerial interpersonal competencies on
performance as measured by innovation, regardless of small-to-medium enterprise
type. To examine the validity of this relationship, the following hypothesis was
proposed: Hi: There is a significant effect of managerial interpersonal competencies
on performance, as measured by innovation, regardless of small-to-medium
enterprise type. The results showed that there is a significant effect of managerial
interpersonal competencies on performance measured by innovation, regardless of
small-to-medium enterprise type. As a result, the alternative hypothesis was

accepted leading to the following conclusion:

The owner/manager‘s interpersonal competencies affect employee innovative
behaviours in both types of enterprises.

10.3.4 Effect of managerial interpersonal competencies on return on

investment

The second hypothesis tested the effect of managerial interpersonal competencies
on performance as measured by return on investment, regardless of small-to-
medium enterprise type. To examine the veracity of this relationship, the following
hypothesis was proposed: H2: There is a significant effect of managerial
interpersonal competencies on performance, as measured by return on investment,
regardless of small-to-medium enterprise type. Results showed that there is a
significant effect of managerial interpersonal competencies on performance as

measured by return on investment, regardless of small-to-medium enterprise type.
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The alternative hypothesis was therefore accepted, leading to the following

conclusion:

Owner/manager's interpersonal competencies affect enterprise profitability as
measured by ROI.

10.3.5 Effect of managerial interpersonal competencies on performance
appraisal

The third hypothesis focused on the effect of managerial interpersonal
competencies on performance appraisal methods, regardless of small-to-medium
enterprise type. To examine this relationship, the following hypothesis was
proposed: Hs: The managerial interpersonal competencies of owner/managers have
a significant effect on performance appraisal methods, regardless of small-to-
medium enterprise type. The results showed that no significant effect of managerial
interpersonal competencies on performance appraisal methods existed in small-to-
medium enterprise, regardless of type. The alternative hypothesis was therefore

rejected, and the null hypothesis accepted, leading to the following conclusion:

The way performance management and performance appraisal is done in both
types of firms is not affected by the levels of owner/managers’ interpersonal
competencies.

10.3.6  Effect of managerial interpersonal competencies on agency

relationships

The fourth hypothesis tested the effect of managerial interpersonal competencies
on agency relationships, regardless of small-to-medium enterprise type. To examine
the authenticity of this relationship, the following hypothesis was proposed: Hs : The
managerial interpersonal competencies of owner/managers have a significant effect
on agency relationships, regardless of small-to-medium enterprise type. Results
showed that the managerial interpersonal competencies of owner/managers have a

significant effect on agency relationships, regardless of small-to-medium enterprise
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type. The alternative hypothesis was therefore accepted, and the null hypothesis

rejected, leading to the following conclusion:

Owner/managers’ interpersonal competencies affect agency relationships in
both types of enterprises.

10.3.7 Effect of performance appraisal methods on agency relationships

The fifth hypothesis focussed on the effect of performance appraisal methods on
agency relationships in both small-to-medium enterprise types. To examine this
relationship, the following hypothesis was proposed: Hs: Performance appraisal
methods have a significant effect on agency relationships, regardless of small-to-
medium enterprise type. Results showed that performance appraisal methods have
a significant effect on agency relationships, regardless of small-to-medium
enterprise type. The alternative hypothesis was therefore accepted, and the null
hypothesis rejected, leading to the following conclusion:

The way employee performance appraisal is done affects the kind of agency
relationships in both types of enterprises.

10.3.8 Effect of performance appraisal methods on innovation

The sixth hypothesis tested the effect of performance appraisal methods on
business performance as measured by innovation, regardless of small-to-medium
enterprise type. To examine this relationship, the following hypothesis was
proposed: He: There is a significant effect of performance appraisal methods on
business performance as measured by innovation, regardless of small-to-medium
enterprise type. Results showed that there is no significant effect of performance
appraisal methods on business performance as measured by innovation, regardless
of small-to-medium enterprise type. The alternative hypothesis was therefore

rejected, and the null hypothesis accepted, leading to the following conclusion:

The way performance appraisal is done does not affect employee innovation in
both types of enterprises.
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10.3.9 The effect of performance appraisal methods on return on

investment

The seventh hypothesis focused on the effect of performance appraisal methods on
business performance as measured by return on investment, regardless of small-
to-medium enterprise type. To investigate this relationship, the following hypothesis
was proposed: Hz: There is a significant effect of performance appraisal methods
on business performance as measured by return on investment, regardless of small-
to-medium enterprise type. Results showed that there is no significant effect of
performance appraisal methods on business performance as measured by return
on investment in small-to-medium enterprises, regardless of type. The alternative
hypothesis was therefore rejected, and the null hypothesis accepted, leading to the

following conclusion:

The way performance appraisal is done does not affect profitability as measured
by return on investment in both types of enterprises.

10.3.10 Effect of agency relationships on innovation

The eighth hypothesis tested the effect of agency relationships on business
performance as measured by innovation, regardless of small-to-medium enterprise
type. To examine the veracity of this relationship, the following hypothesis was
proposed: Hs: There is a significant effect of agency relationships on business
performance as measured by innovation, regardless of small-to-medium enterprise
type. Results showed that there is no significant effect of agency relationships on
business performance as measured by innovation, regardless of small-to-medium
enterprise type. The alternative hypothesis was therefore rejected, and the null

hypothesis accepted, leading to the following conclusion:

Agency relationships obtaining in both types of enterprises do not affect
employee innovative behaviours.
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10.3.11 Effect of agency relationships on ROI

The ninth hypothesis tested the effect of agency relationships on business
performance as measured by return on investment, regardless of small-to-medium
enterprise type. To investigate the legitimacy of this relationship, the following
hypothesis was proposed: Ho: There is a significant effect of agency relationships
on business performance as measured by return on investment, regardless of
small-to-medium enterprise type. Results showed that there is no significant effect
of agency relationships on business performance as measured by return on
investment, regardless of small-to-medium enterprise type. The alternative
hypothesis was therefore rejected, and the null hypothesis accepted, leading to the

following conclusion:

Agency relationships in both types of enterprises do not affect enterprise
profitability as measured by ROI.

10.3.12 Hypothesis testing on group differences

Group difference analysis permitted the exploration of how each relationship in the
model varied across the two types of enterprises. To check whether there was a
statistical difference in the structural model between the two types of enterprises,
group difference analysis was conducted on AMOS 24. The two models showed
acceptable fit indices. The proposed structural models depicted nine hypothesised
relationships. The hypotheses were tested through structural equation modelling.
The conclusions drawn from the results are shown below.

10.3.13 Effect of managerial interpersonal competencies on innovation

The first hypothesis investigated whether a significant difference existed between
family and non-family owned small-to-medium enterprises in terms of the effect of
managerial interpersonal competencies on firm performance, as measured by

innovation. To examine this relationship, the following hypothesis was proposed:
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Hid: There is a significant difference between family and non-family owned small-
to-medium enterprises in terms of the effect of managerial interpersonal

competencies on firm performance, as measured by innovation.

The results showed that there is a significant difference between family and non-
family owned small-to-medium enterprises in terms of the effect of managerial
interpersonal competencies on firm performance, as measured by innovation.
However, the effect of managerial interpersonal competencies on firm performance,
as measured by innovation, was more significant in non-family owned small-to-
medium enterprises. The alternative hypothesis was therefore accepted, and the

null hypothesis rejected, leading to the following conclusion:

The effect of owner/managers’ level of interpersonal competencies on employee
innovation is more significant in non-family owned small-to-medium enterprises.

10.3.14 Effect of managerial interpersonal competencies on return on

investment

The second hypothesis tested whether a significant difference existed between
family and non-family owned small-to-medium enterprises in terms of the effect of
managerial interpersonal competencies on firm performance, as measured by return
on investment. To investigate this relationship, the following hypothesis was
proposed: Hzq: There is a significant difference between family and non-family
owned small-to-medium enterprises in terms of the effect of managerial
interpersonal competencies on firm performance, as measured by return on
investment. Results showed that there is a significant difference between family and
non-family owned small-to-medium enterprises in terms of the effect of managerial
interpersonal competencies on firm performance, as measured by return on
investment. However, the effect of managerial interpersonal competencies on firm
performance, as measured by return on investment was more significant in non-
family owned small-to-medium enterprises. The alternative hypothesis was
therefore accepted, and the null hypothesis rejected, leading to the following

conclusion:
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The effect of owner/managers’ level of interpersonal competencies on firm
profitability as measured by return on investment is more significant in non-family
owned small-to-medium enterprises.

10.3.15 Effect of managerial interpersonal competencies on performance

appraisal

The third hypothesis tested whether a significant difference existed between family
and non-family  owned small-to-medium enterprises, in terms of the effect of
managerial interpersonal competencies on methods of appraising performance. To
investigate this relationship, the following hypothesis was proposed: Hzd: There is a
significant difference between family and non-family = owned small-to-medium
enterprises, in terms of the effect of managerial interpersonal competencies of
owner/managers on performance appraisal methods. Results suggested that there
is no significant difference between family and non-family owned small-to-medium
enterprises, in terms of the effect of managerial interpersonal competencies of
owner/managers on performance appraisal methods. This led to the rejection of the
alternative hypothesis, and the null hypothesis was accepted, leading to the

following conclusion:

The effect of owner/managers’ level of interpersonal competencies on the way
performance appraisal was done did not differ regardless of enterprise mode of
ownership.

10.3.16 Effect of managerial interpersonal competencies on agency

relationships

The fourth hypothesis tested whether significant differences existed between family
and non-family owned small-to-medium enterprises in terms of the effect of
managerial interpersonal competencies on agency relationships. To examine this
relationship, the following hypothesis was proposed. Had: There is a significant
difference between family and non-family owned small-to-medium enterprises, in
terms of the effect of managerial interpersonal competencies of owner/managers on

agency relationships. Results showed that there is a significant difference between
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family and non-family owned small-to-medium enterprises in terms of the effect of
managerial interpersonal competencies of owner/managers on agency
relationships. However, the effect of managerial interpersonal competencies of
owner/managers on agency relationships was more significant in non-family owned
small-to-medium enterprises. The null hypothesis had to be rejected. This lead to

the following conclusion:

The effect of owner/managers’ level of interpersonal competencies on the quality
of agency relationships is more significant in non-family owned small-to-medium
enterprises.

10.3.17 The effect of performance appraisal methods on agency

relationships

The fifth hypothesis focused on whether significant differences existed between
family and non-family owned small-to-medium enterprises, in terms of the effect of
performance appraisal methods on agency relationships. To examine this
relationship, the following hypothesis was suggested: Hsda: There is a significant
difference between family and non-family owned small-to-medium enterprises, in
terms of the effect of performance appraisal methods on agency relationships.
Results showed that there is a significant difference between family and non-family
owned small-to-medium enterprises, in terms of the effect of performance appraisal
methods on agency relationships in family owned small-to-medium enterprises
only. The alternative hypothesis was accepted in family owned small-to-medium
enterprises but rejected in non-family owned small-to-medium enterprises. This led

to the following conclusion:

The way employee performance was appraised affected the quality of agency
relationships in family owned small-to-medium enterprises only.

10.3.18 The effect of performance appraisal methods on innovation

The sixth hypothesis tested whether significant differences existed between family

and non-family owned small-to-medium enterprises, in terms of the effect of
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performance appraisal methods on firm performance measured by innovation. To
examine this relationship, the following hypothesis was suggested: Hed: There is a
significant difference between family and non-family owned small-to-medium
enterprises, in terms of the effect of performance appraisal methods on firm
performance as measured by innovation. Results suggested there is no significant
difference between family and non-family owned small-to-medium enterprises, in
terms of the effect of performance appraisal methods on firm performance as
measured by innovation. This led to the rejection of the alternative hypothesis, and

the null hypothesis was accepted, leading to the following conclusion:

No differences existed in the way performance appraisal affected employee
innovative behaviours in both types of enterprises.

10.3.19 The effect of performance appraisal on return on investment

The seventh hypothesis tested whether significant differences existed between
family and non-family owned small-to-medium enterprises, in terms of the effect of
performance appraisal methods on firm performance as measured by return on
investment. To examine this relationship, the following hypothesis was suggested:
Hzq: There is a significant difference between family and non-family owned small-
to-medium enterprises, in terms of the effect of performance appraisal methods on
firm performance as measured by return on investment. The results showed that
there is a significant difference between family and non-family owned small-to-
medium enterprises, in terms of the effect of performance appraisal methods on firm
performance as measured by return on investment in family owned small-to-
medium enterprises only. The alternative hypothesis was accepted in family owned
small-to-medium enterprises but rejected in non-family owned small-to-medium

enterprises. This led to the following conclusion:

The way employee performance was appraised affected profitability in terms of
return on investment in family owned small-to-medium enterprises only.
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10.3.20 The effect of agency relationships on innovation

The eighth hypothesis focused on whether significant differences existed between
family and non-family owned small-to-medium enterprises, in terms of the effect of
agency relationships on firm performance as measured by innovation. To examine
this relationship, the following hypothesis was suggested: Hsd: There is a significant
difference between family and non-family owned small-to-medium enterprises, in
terms of the effect of agency relationships on firm performance as measured by
innovation. Results showed that there is no significant difference between family
and non-family owned small-to-medium enterprises, in terms of the effect of agency
relationships on firm performance as measured by innovation. This led to the
rejection of the alternative hypothesis, and the null hypothesis was accepted,

leading to the following conclusion:

Whether an enterprise was family or non-family owned did not have any effect on
the relationship between quality of agency relationships and employee
innovative behaviours.

10.3.21 The effect of agency relationships on return on investment

The ninth hypothesis tested whether significant differences existed between family
and non-family owned small-to-medium enterprises, in terms of the effect of agency
relationships on firm performance measured by return on investment. To examine
this relationship, the following hypothesis was suggested: Hod: There is a significant
difference between family and non-family owned small-to-medium enterprises, in
terms of the effect of agency relationships on firm performance measured by return
on investment. The results suggested that there is a significant difference between
family and non-family owned small-to-medium enterprises, in terms of the effect of
agency relationships on firm performance as measured by return on investment in
family owned small —to-medium enterprises only. The alternative hypothesis was
accepted in family but rejected in non-family owned small-to-medium enterprises.

This led to the following conclusion:

The quality of agency relationships affected return on investment only in family
owned small-to-medium enterprises.
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10.4 RECOMMENDATIONS
Drawing from the conclusions above, the following recommendations are proffered:
10.4.1 Recommendations for practice

Given the pivotal role small-to-medium enterprises play on both global and national
business stages, their survival is critical to any well-meaning government. Firstly,
since owner/managers’ interpersonal competencies have been found to affect both
employee innovative behaviours and profitability in both types of enterprises, there
is need to augment competencies internally through deliberate human resource
development initiatives to leverage on them. Secondly, although the quality of
agency relationships in both types of small-to-medium enterprises have no effect on
innovation and profitability, they are affected by owner/managers’ interpersonal
competencies. In addition, the effect of owner/managers’ level of interpersonal
competencies on the quality of agency relationships differed, depending on the
enterprise’s mode of ownership. In turn, the quality of these agency relationships
was found to affect profitability measured by return on investment only, in family

owned small-to-medium enterprises.

The scenario makes the need for management training of owner/managers,
especially in family owned small-to-medium enterprises on issues to do with
succession planning and professionalising HR imperative. The success and growth
of family owned small-to-medium enterprises could be hampered by family
skirmishes spilling over into the businesses, rivalry between siblings, emotional
rather than rational decision-making, authoritarian paternalistic cultures, nepotism,
unclear organisation, inflexibility in innovation, succession and resistance to change
(Farrington & Venter, 2009).

Thirdly, the way employee performance appraisal is done affected the kind of
agency relationships in the enterprises, particularly in family owned small-to-
medium enterprises. Expert advice may have to be enlisted on managing principal-
agent dynamics, especially in the family businesses where they are fundamentally

different from their non-family counterparts, insinuating that governance structures
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like oversight boards, monitoring mechanisms, incentives and strategic planning
systems of family owned small-to-medium enterprises may need to differ from those
of their counterparts. As has been alluded to before, concerted effort should be put
towards financing these enterprises’ competence development courses, as most of
them are largely using outdated performance management techniques.
Competence development courses are also required where the owner doubles as
the manager, who in most cases has no adequate knowledge, expertise, and
experience. To avoid, compromising employees’ perceptions of equality and
fairness, the evaluation of performance to determine who qualifies for raises,
bonuses or other incentives must be well-defined. In view of this, it is recommended
that family members should not review each other’s performance if credibility and
objectivity are to be achieved. Appraisals by professionals or consultants who are
not related, increases the chances that a family member will receive appropriate and
constructive feedback. In addition, cheap and easy performance management
systems or software that focus on individual needs of small-to-medium enterprises,
rather than adaptations of systems meant for large corporations could be more ideal

for performance appraisal in both types of enterprises.
10.4.2 Recommendations for policy

The issues mentioned above beckon policy makers to make deliberate policies that
target funding of entrepreneurial ventures to address the biased economic
development that existed under apartheid. Policy interventions necessary to
address the imbalance could include making skills development programs
mandatory for owner/managers. Agencies or SME associations like the Family
Business Association of Southern Africa (FABASA), should therefore be
empowered (both financially and by policy provisions) to provide a conduit for
knowledge and skills enhancing programs. This could be done through mentorship
and providing learner-ship to owner/managers. This is likely to assist family
enterprises, to leverage on managerial interpersonal competencies for more
employee innovative behaviours and improved profitability. The same competencies
would go a long way to assist owner/managers augment the quality of agency

relationships obtaining in the firms for better performance.
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Although no differences existed in the way performance appraisal affected
employee innovative behaviours in both types of enterprises, performance
appraisals affected profitability in family owned small-to-medium enterprises.
Therefore, the national government through the relevant ministries should consider
more financial inducements, tax relief for start-ups and additional grants to support
investment in new technology, and more training for owner/managers. Policies (like
granting tax holidays) meant to incentivise large companies that finance small-to
medium enterprises could unlock much of the untapped funding. In addition, policies
could be put in place to enable small-to-medium business owners access loans at
concessionary interest rates. This could, among other things, go a long way in
assisting small-to-medium enterprises acquire sufficient information technology
infrastructure for supporting data collection, analysis, interpretation, and reporting

processes for effective implementation of performance management.

Even though the way performance management and performance appraisal in
particular is done in both types of firms was not affected by the levels of
owner/managers’ interpersonal competencies, the national government still has a
duty to play. The government should endeavour to ease the burdensome regulatory
environment and associated bureaucracies that entrepreneurs need to go through,
to formalise and professionalise operations. This may encourage shortcuts and
informalisation, which may ultimately characterise the way performance
management will be executed in the firms. That could be done through crafting
enabling policies that would enable owner/managers create platforms to not only
voice their concerns, but to make contributions regarding enactments of either
trading laws, regulatory instruments, and so on. South Africa improved her global
ranking according to The World Bank’s annual Doing Business Report (DBR) in
categories such as the Starting a Business category (where it reduced the time for
online business registration), as well as the Getting Electricity category. However,
the country overall ranked 82 out of 190 countries (Creamer Media’s Engineering
News, 2019). This buttresses the recommendations in respect of the role the

government should play in creating an enabling environment.
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10.4.3 Recommendations for future research

Future studies could consider incorporating larger sample sizes that would not only
increase the generalisability of findings, but further stabilise the models envisaged
in this study. Future studies could also consider replicating this study in other

provinces.

As business practices evolve, new managerial competencies critical to success are
constantly emerging since competencies themselves are dynamic and not static —
changing in accordance with changing business trends. As a result, future studies
may include such other competencies that measure corporate governance
capabilities and ethical conduct, which are likely to have a bearing on managerial
interpersonal competencies. Furthermore, future studies may have to consider other
managerial competencies such as conceptual or political competencies -traditionally

listed by Chandler and Jansen (1992) or any other such competency models.

The current study took a more subjective point of view linked to the owner/manager’s
perception of the business as a family business, in its conceptualisation of family
owned small-to-medium enterprises. Considering only family ownership and a single
family as the only measure differentiating family from non-family owned small-to-
medium enterprises was too restrictive of family businesses. The study did not
consider the heterogeneity due to multi-family ownership and the generational
effect. Therefore, since definitions of what makes a firm family or non-family vary
from country to county, and even from region to region (Harms ,2014), great caution
should be taken when generalising findings of the study.

This study relied on cross sectional data. Future studies could however make use
of longitudinal data to properly capture the effect of managerial interpersonal
competencies, performance management and agency relationships on firm

performance.
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10.5 CONTRIBUTIONS OF THE STUDY

From a theoretical viewpoint, this thesis contributed in validating the resource-
based view (Barney, 1991) by explaining several resource advantages that family
owned small-to-medium enterprises leverage on to enhance their performance. The
current study also helped in validating the stewardship theory (Donaldson & Davis,
1991, 1993) since, comparatively, more stable and significant relationships between
the four variables under study (shown in Fig 10.1 below) obtained in family owned
small-to-medium enterprises. This study also validated agency as a determinant of
differences between the two types of businesses, as agency relationships were not
only found to be different in family owned small-to-medium enterprises(due to
involvement of family members in business operations), but were found to affect
their profitability as well. However, the lack of significant relationship between
agency relationships and firm performance in both kinds of enterprises showed that
the agency and stewardship theories are not necessarily in conflict with each other,
hence may both be used to come up with a more generalised governance

framework for both types of small-to-medium enterprises in South Africa.

Research on HRM in family firms has concentrated on the adoption of specific HRM
practices (Sanchez-Marin, Merofio-Cerdan & Carrasco-Hernandez, 2017), yet very
little is known about how performance appraisal affects performance (Heinicke,
2018; Pittino & Visintin, 2013) in either family owned small-to-medium enterprises
or their counterparts in South Africa. Worse still, studies addressing this issue from
an agency perspective are practically scanty, if any. The current study had to close
such a yawning gap in literature.

From a conceptual perspective, while findings of this thesis concur with very recent
studies by Ntoung et al. (2020) over the superiority of family owned small-to-medium
sized enterprises firms in terms of performance, the current study sheds new light
that helps in creating a better understanding of the effects of mode of ownership on
performance through both managerial interpersonal competencies and performance
management. Given that, whether family businesses have worse or better
performance is an empirical matter that depends on many variables entrenched in
the local context of each country (Aguild & Aguild, 2012), findings of this study have

controlled for context by considering small-to-medium enterprises in the same
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country, with similar corporate governance environments and regulatory contexts.
By so doing, this study controlled for many a cause of variances in previous studies

which have resulted in building literature on false assumptions.

Furthermore, studies linking agency relationships to performance have been studied
in the context of large public listed companies (Yahya et al., 2016; Bendickson et
al., 2016). Very few studies have demonstrated the role of agency in small-to-
medium enterprises, especially in a developing economy (Yahya et al., 2016).This
study is one of the very few contributing to growing literature in the area, and could
be the first of its kind in South Africa.

Researchers argue that conclusions emanating from developed countries may not
be valid for emerging markets which are characterised by institutional voids (Luo &
Chung, 2012). A number of studies (De Massis et al., 2015; Chirico & Bau, 2014)
were done in developed countries with different contextual realities from those
obtaining in South Africa, where levels of managerial interpersonal competencies
and even the conceptualisation of small-to-medium enterprises and family
ownership differ significantly. Worse still, there is dearth of studies that specifically
consider non-family small-to-medium owned enterprises in South Africa. Most
studies (Visser & Ciloane-Tsoka, 2014; Fatoki & Garwe, 2010; Venter & Farrington,
2009) either focus on family owned businesses or on small-to-medium enterprises
in general. In view of this, the current study is one of the very few, if any, that sheds
light on the nexus between managerial interpersonal competencies, performance
management, agency relationships and the performance of family and non-family
owned small-to-medium enterprises, in an African country. This thesis has also
shaded additional insights to the fledgling discipline on family businesses, since
family businesses operating in developing countries have recently become an

important subject of debate (Serner, 2014).

The realisation that over-reliance on financial measures may result in situations
where critical decisions are made without proper appreciation of their implications
led to the conclusion that, over and above the traditional financial measures like
return on investment , it is necessary to study the socio-emotional variables that

influence family businesses’ expectations. This led to the adoption of one lagging
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measure-product and process innovation. This again is a digression from some
school of thought that prefer use of objective methods only in the measurement of
business performance, arguing that subjective measurements may change
depending on the different personality traits, or various organisational positions,
causing incoherence and doubts in drawing comparison with competitors (Yildiz &
Karakas, 2012).The study’s contribution in the area of performance measurement
therefore lies in its ability to adopt balanced measures of business performance by
including a more recent, intangible and externally focussed measure(innovation) to
complement a more traditional financial measure (Bititci et al., 2013). The use of

balanced measures helps produce more balanced results.

The current study also proffered practical suggestions to owner/managers of both
types of entrepreneurial ventures. This study confirmed the need for
owner/managers in both types of enterprises to attend management courses
organised by institutions of higher learning, non-profit organisations or related
agencies in order to sharpen their interpersonal competencies and enhance the
quality of agency relationships, for improved business performance and growth.
Besides striving to achieve a balance of formal and informal performance
management that best suits the owner/manager, their team and the enterprise, and
that situates the business in an optimal position to create the best performance
(Kadak & Laitinen, 2016), it was confirmed that easy and cheap performance
management systems or software that focus on individual needs of small-to-medium
enterprises could be more ideal in both types of enterprises. The current study also
confirmed the need for appraisals by professionals or consultants who are not
related to any family member, and who have the potential to improve appraisal

effectiveness particularly in family owned small-to-medium enterprises.

More importantly, the current study culminated into a revised model on the effect of
managerial interpersonal competencies, performance management and agency
relationships on the performance of family and non-family owned small-to-medium

enterprises shown in Fig 10.1.
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Figure 10.1: The revised framework

Figure 10.1 depicts a revised model based on the findings of this study. Solid lines
depict a relationship, while broken ones depict that no relationship exists between
variables. Managerial interpersonal competencies (IC) significantly affect firm
performance as measured separately by return on investment and innovation (INN).
Although there is a significant relationship between managerial interpersonal
competencies and agency relationships (AR), no significant relationship exists
between managerial interpersonal competencies and performance appraisal
methods. In addition, while performance appraisal methods (which serve as
evaluation tools for performance management) significantly affect agency
relationships in both types of small-to-medium enterprises, no significant
relationship exists between them and firm performance, as measured by both return
on investment and innovation. No significant relationship exists between agency
relationships and firm performance as measured by both return on investment and
innovation. However, it should be noted that comparatively, more stable, and

significant relationships obtained in family owned small-to-medium enterprises.
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10.6  CONCLUDING REMARKS

The purpose of this study was to investigate the effect of managerial interpersonal
competencies, performance management and agency relationships on the
performance of family and non-family owned small-to-medium enterprises in
South Africa. The study developed and tested, using SEM, a model that can be used
to explain the effect of managerial interpersonal competencies, performance
management and agency relationships on the performance of family and non-family
owned small-to-medium enterprises in South Africa. Having validated the structural
model, and after submitting both theoretical and practical contributions to the
fledgling discipline of HR in entrepreneurial organisations, recommendations to
guide practice, policy and further research were proffered.
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APPENDIX 1

RESPONDENTS’ QUESTIONNAIRE [OWNER-MANAGER/ MANAGER]

....... [...... 2017

Dear Sir/Madam

My name is Nhamo Mashavira. | am a registered student at the Central University of Technology,
Free State, South Africa. | am studying towards a Doctor of Human Resources Management degree.
I am conducting a survey on Managerial Competencies, Performance Management and Business
Performance among family and non-family owned SMEs in Gauteng Province, South Africa. The
study will help in the identification of managerial competencies owner-managers and managers need
in order to implement appropriate performance management practices that enhance SME
performance. This study is supervised by Prof Crispen Chipunza and Prof Dennis Dzansi who can
be contacted on the following details.

Prof Crispen Chipunza (Main supervisor): +276 1138 7325 or ccchipunza @cut.ac.za

Prof Dennis Dzansi(Co-supervisor): 051 507 3219 or ddzansi@cut.ac.za

The information you provide shall remain confidential. The results of this survey will be reported in
aggregate form to ensure that you always remain anonymous. Your involvement in this research is
voluntary. You may opt not to respond to the questions below and you may also opt to discontinue
the completion at any point during the course of the research. Declining to contribute will not

disadvantage your organisation in any way.

Please answer the questions as honestly as possible. This survey will take approximately 15 minutes

to complete. | am very thankful of your assistance.

Yours faithfully
Mashavira Nhamo [Student Number 214130649]

INSTRUCTIONS TO RESPONDENTS

Please indicate your responses in EACH Section of the questionnaire by ticking v

the relevant option.
SECTION A: BIOGRAPHICAL INFORMATION

1. Gender
[1 | Male |2 | Female |
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2. Your present position in the organisation

1 | Owner | 2| Manager 3 | HR Manager | 4 Owner-manager 5 | Other
(specify)..........c....
3. Your relationship to owners of the organisation
1 | Owner 2 | Family Member 3 | Not Related to Owners 4 | Other(specify).........

4. Mode of company ownership

1 | Family Owned and registered
2 | Non-Family Owned and registered

5. If the company is family owned, how many relatives of the owner/manager are employed? (specify)

6. How many employees are in your organisation?...........cccccecvvvveeeneennn.

7. How long has your organisation been operating? .......................

8. Do you have a Human Resource (HR) department in your organisation?

[1]Yes [2 | No |

9. If your answer to item 9 above is No, who does HR issues at your organisation?

10. Highest level of education attained

Primary

Secondary

Diploma

Degree

Honours/Masters

PhD

Other (SpecCify)....cccoviiiiiiiiiiiannnn,

~N|O|OAWIN|F-

11. What is your age? ......ccooviuiiiiiiiiiiiiieieee e,

12. Race
|1 [Black | 2 [ White | 3 [ Coloured | 4 [ Indian | 5 | Other (specify)...............

13. How many years have you been in this organisation? ..o

SECTION B: MANAGERIAL INTERPERSONAL COMPETENCIES
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This section deals with managerial interpersonal competencies.
Indicate your level of agreement with the following statements on your interpersonal competency as

an owner/manager.

°
. _ =8| 8|3 >
Managerial Interpersonal Competencies(IC) 25| ol 9 o) 29
0% | ©| 5 o o2
s0 | @ c o s o
nol|lal|l > < N <
IC1 | | communicate in a supportive way when employees share their
problems with me
1 2 |3 4
IC2 | | motivate and energise others to do a better job 1 2 3 4
IC3 | | make sure that employees at the business are provided with 1 2 |3 4
opportunities for personal development
IC4 | linsist on intense hard work and high productivity from my 1 2 3 4
subordinates
IC5 | | make sure that sufficient attention is given to interpersonal 1 2 3 4
relationships
IC6 | I clarify to employees what is expected of them. 1 2 3 4
IC7 | I listen openly and attentively to others who give me ideas, even | 1 2 3 4
if | disagree.

SECTION C: PERFORMANCE MANAGEMENT

This section deals with performance appraisal-an evaluation tool and central pillar of performance
management.

Indicate the extent to which you use each of the following performance appraisal methods in your

business
PERFORMANCE APPRAISAL METHOD _ © - o
(PAM) < |2 & g8
+— +~— Q — +—
< |8 |8 | e28 <8
o o X c 08 X o Xx
=z = W ) == Wl ol
PAM1 | A 360 degree feedback using feedback from 1 2 3 4 5
supervisors, team members, customers, peers
and self to rate employees
PAM2 | Rating performance against the achievement | 1 2 3 4 5
of agreed objectives
PAM3 | Using a grading system when rating 1 2 3 4 5
employees
PAM4 | A cost and benefit analysis of keeping the 1 2 3 4 5
employee
PAMS5 | Using a written record of critical incidents of 1 2 3 4 5
favourable and highly unfavourable employee
work actions
PAMG6 | Placing all employees from a group in rank 1 2 3 4 5
order of overall performance
PAM7 | Any other (specify).........ccoceerininnnnnn... 1 2 3 4 5
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SECTION D: FIRM PERFORMANCE
Firm performance is an important organisational outcome that measures business efficiency and

effectiveness towards goal achievement.

D (i)

This section deals with innovation levels in your business during the period 2015 and 2016.

INNOVATION

Indicate your level of agreement with each of the statements below.

INNOVATION(INN) -
> 8|3 >
S5 8 | 8|20
o ® c | 5 o SR
S0l 2| c o| 55
ws|Aol|>D <| N &
INN1 Our firm designed new products in 2015 1 2 |3 4 |5
INN2 Our firm designed new products in 2016 1 2 |3 4 |5
INN3 Owner/managers initiated unique improvements to product features in 1 2 |3 4 |5
2015
INN4 Owner/managers initiated unique improvements to product features in 1 2 |3 4 |5
2016
INN5 Our firm improved its production processes in 2015 1 2 |3 4 |5
INNG Our firm improved its production processes in 2016 1 2 |3 4 |5
D (i) RETURN ON INVESTMENT
This section deals with the return on investment in your business during the period 2105 and 2016.
Indicate your level of agreement with each of the statements below.
RETURN ON INVESTMENT(ROI) -
>8] 3|3 >
25/ 2|8 || 29
ox| ©| 5 1 o0
S0l 2| c o 5o
no| 0O -] < N ©
ROI1 The firm posted net profits in 2015 1 2 |3 4 |5
ROI2 The firm posted net profits in 2016 1 2 |3 4 |5
ROI3 The firm’s income outweighed expenditure in 2015 1 2 |3 4 |5
ROI4 This firm’s income outweighed expenditure in 2016 1 2 |3 4 |5
ROI5 This firm’s overall returns exceeded overall costs in 1 2 3 4 |5
2015
ROI6 This firm’s overall returns exceeded overall costs in 1 2 3 4 |5
2016
SECTION E: AGENCY RELATIONSHIPS
This section considers your own opinions regarding delegation of duties as an owner-manager or
manager of your business.
Indicate your level of agreement with the following statements.
E AGENCY RELATIONSHIPS(AR) -
> 8 |3 >
S| o |3 ¢ | 2o
oG | ® S o c 0
S0 |2 c o | 55
n o @] ) < N «©
AR1 | Tasks can safely be delegated to trusted employees like 1 2 3 4 5
family members
AR2 | No one in the firm can do certain tasks as best as | can 1 2 3 4 5
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AR3 | Owner or managers’ family members value relationships | 1
at the expense of performance

AR4 | Performance related pay help align employee job 1
behaviours with owner/management goals

AR5 | Frequent monitoring of delegated tasks help me keep 1
track of operations

ARG6 | Frequent face-to-face talks with subordinates over 1
delegated tasks keeps me in control

AR7 | Owner — manager’s family members are more likely to 1
endure short term losses for long-term survival of the firm

ARS8 | There is less need for formal performance management of | 1
the owner’s family members.

AR9 | Consideration of family relationships often compromise 1
best practice at the firm

AR10 | | often end up doing the very tasks | had delegated to 1
others.

AR11 | Clear documentation of tasks and outcomes is essential in | 1
order to delegate effectively.

AR12 | | train first before considering whom to delegate to 1

THANK YOU
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