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INTRODUCTION

Research on family businesses has advanced in recent
years, and the appearance of new issues, theories, and
publications in this field indicates the results of completed
studies and gives a general sense of the field’s progress
(Zahra and Sharma, 2004). As the discipline reaches
maturity, researchers are formalizing concepts such as
that of the family business and family influences on such
companies. However, there is a need for further research
on the measurement of performance in this context
because previous studies have used indicators that do
not cover the specific features of family businesses
(Hienerth and Kessler, 2006). In addition to common
variables such as profitability, productivity, or growth, it is
necessary to study the socio-emotional variables that
influence family businesses’ expectations while not
dealing exclusively with profitability. Studies that do not
include these variables in their performance measures
cannot yield results that accurately depict the chara-
cteristics of family businesses because they ignore the
possibility that such firms might be willing to overlook
financial success to improve other issues.

Therefore, research on family businesses must
consider family goals in addition to the drive for success.
The concept of family goals highlights a number of
variables that affect strategy in these organizations. The
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perception of performance in a family business is
influenced by many different factors, which must be
identified and measured. Additionally, Tagiuri and Davis
(1996) stated that the characteristics of family businesses
respond to the duality that results from the interaction
between a family and its business. Thus, this duality
should be addressed in studies that measure the
performance of family businesses. Therefore, it is
necessary to develop suitable indicators for family
businesses that account for the special characteristics of
the family-business duality. The aim of this work is to
present a measurement scale for family business
performance that incorporates all of the above-mentioned
considerations. To achieve our goal, the remainder of the
paper is structured as follows. After the introduction, the
study discusses the study’s theoretical framework and
the state of current research. Thereafter, the study
defines the research problem and the hypothesis,
followed by the methodology, measurements, and
results. Finally, the study was discussed and concluded.

THEORETICAL AND CONCEPTUAL FRAMEWORK

The measurement of family business performance
requires us to pay attention to numerous considerations,
including the variables connected to our chosen
theoretical framework. One of the most common
approaches in the study of family businesses is the



resources based view (RBV), which defines competitive
advantage through the connection between a company’s
internal characteristics and its profits. In RBV, the
determining factors of a business’s profitability are the
type and magnitude of its resources (Amit and
Schoemaker, 1993; Dierickx and Cool, 1989). Moreover,
as Leiblein (2011) noted, RBV rests on three pillars:
Valuable resources, market factors, and competitive
advantage. The final concept is the focus of our
investigation. Therefore, our family business performance
measurement scale introduces indicators that reflect the
idea of competitive advantage for the case of family
businesses.

However, extensive debate over the definition of
competitive advantage has revealed the ambiguity and
inconsistency present in this concept, which is a limitation
of RBV. Leiblein (2011) considered the definitions in
framework of price-cost value to be appropriate.
Likewise, Hoopes et al. (2003) defined competitive
advantage as the relative difference between consumers’
willingness to pay and a company’s costs compared to its
competitors. Furthermore, Peteraf and Barney (2003)
noted that a company has a competitive advantage if it is
willing to create a marginal economic value that is higher
than its competitors’ value in the market for a given
product.

In the context of competitive advantage, this study
emphasizes the need to measure value creation by
estimating changes and variations in product costs and
consumers’ willingness to pay. However, these are
difficult to measure because we require a more precise
definition of competitive advantage. Leiblein (2011)
proposed using the definition by Walkers (2004), who
described it in terms of higher economic contributions
(value creation) and a sustainable position in the market
(captured value), arguing that resources affect a firm’s
economic contribution by influencing value, costs, market
position, and the creation of isolation mechanisms.

The advantage of RBV is that it identifies the factors
that make family businesses unique and show a family
business can gain competitive advantages based on
those factors, thus, introducing the concept of familiness.
This concept highlights the interaction between family
and business systems and the associated potential
advantages over competitors (Habbershon et al., 2003;
Habbershon and Williams, 1999). Familiness creates a
unique environment within a family business. According
to Chrisman et al. (2003), family character contributes to
an organization’'s competitive position by adding non-
economic benefits, because, due to the interactions bet-
ween family and business structures, the family business
is already considered a unique grouping of resources.
Thus, we believe that when family business researchers
use RBV to analyze familiness, they should connect
success to the concept of competitive advantage and
introduce the latter into performance measures for family
businesses.
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LITERATURE REVIEW
Measuring family business performance

After reviewing the considerations related to performance
in our theoretical framework, we present a literature
review to develop a measurement scale that draws on
the contributions of various authors. First, numerous
variables have been used as indicators of performance.
Delaney and Huselid (1996) categorized performance
into two areas: organizational performance and market
performance. Organizational performance is based on
the following indicators: the quality of company products
and services, the development of new products, the
company’s potential to attract and retain talent, customer
satisfaction, management-employee relationships, and
relationships among employees. This measure is
appropriate for family businesses because it can evaluate
the relationships between employees and management
and between family employees and non-family
employees, including perceptions of fairness. Market
performance is based on the following indicators:
marketing, sales growth, profitability, and market share.
These variables are suitable for the concept of
competitive advantage (that is, growth, market share, and
sales increase) and were implemented by Uysal (2008)
and Hernandez and Pefia (2008).

Productivity has also appeared frequently in the
literature as an indicator of performance. Birdi et al.
(2008), Combs et al. (2006), Huselid et al. (1997) and
Patterson and West (2004) considered productivity to be
a good indicator of efficiency that directly reflects the
impact of management practices. Likewise, for Hassan et
al. (2006), productivity is a variable indicator of results.
However, these authors noted some limitations of this
approach; for example, it does not control potential cost
increases. Furthermore, employees are unable to control
all of the parameters involved in its calculation, as Datta
et al. (2005) also noted. Thus, it is necessary to
supplement productivity with additional indicators, such
as sales growth or profitability.

Previous studies have also used efficiency indicators
(Huselid, 1995; Black and Lynch, 2001; Huselid et al.,
1997; Ichniowski and Shaw, 1999; Barrett and O Connell,
2001) and economic-financial indicators (Huselid, 1995;
Delery and Doty, 1996) to measure performance.
Kallenberg and Moody (1994) used indicators from both
categories as proxies for performance, including
production efficiency, market share growth, returns on
investment, dividends received, company capital,
financial returns, economic returns, strategic success,
customer loyalty, ability to retain talent, and work
conditions. Meanwhile, Hansson (2007) measured perfor-
mance using corporate profitability and benefits, whereas
Chand and Katou (2007) used sales growth, productivity,
profitability, compliance with objectives, and the quality of
goods and services.
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Lastly, Akdere and Schmidt (2007) provided another
view of the performance construct and employed a set of
indicators based on management quality, strategic
management, knowledge management, and process
management.

The variables discussed in the previous review are
used to measure the general performance of organi-
zations, and they are also applicable to the case of family
businesses. However, due to the unique family
characteristics of these firms, it is necessary to use
additional indicators to help identify perceptions of family
success. Indeed, we should incorporate indicators that
cover both aspects of the family-business duality. Thus,
Hienerth and Kessler (2006) used a configuration
approach to measure success in family businesses. Their
conclusions indicate, first, that using a single measure of
success based on sales growth is vague and subject to
influence by various external factors, including company
size, age, and industry.

Thus, the configuration model is more reliable than the
single measure approach because it is not affected by
these influences. Secondly, the authors argued that using
the configuration model to estimate success avoids the
positive bias found in measurements reported by
company owners. Specifically, the model used by Hienerth
and Kessler (2006) consists of 22 items related to
leadership, resources, environment, and entrepreneurship.

Furthermore, Sorenson (2003) developed a broad
indicator of family business performance that includes
many socio-emotional factors, such as quality of work life,
family security, family independence, time with family,
loyalty and family support, family unity, respect for the
company name, customer loyalty, company image, family
interest in business, development of children’s abilities,
and intentions to undertake further business.

Furthermore, Rutheford et al. (2008) provided a
summary of 23 studies on family businesses that
measured the familiness on performance with the
following indicators: sales in the last three years, sales
per employee, debt / equity, sales growth in the last three
years, changes in firm size, number of full-time
employees in the last three years, perception of financial
performance, increase in cash flow, increase in added
value, ability to fund increased operating expenses,
returns on investment, and returns on invested capital.

Like Dyer (2006), Rutheford et al. (2008) proposed a
model for the influence of family character on
performance. However, because they focused on the
unique aspects of this factor and its origin and nature,
they neglected the characteristics of the family effect on
the other side of the model. In other words, they treated
family business performance as being identical to that of
all other organizations.

A PROPOSED PERFORMANCE CONSTRUCT FOR FAMILY
BUSINESSES

Based on Rutheford et al. (2008), we can conclude that few studies

have used specific family business indicators, and that it is
necessary to develop new proposals, to identify the characteristics
of these businesses and the family-business duality, and to
incorporate them into a measurement scale. In other words, to
measure a family business’ performance, we must account for both
its company characteristics and its family character.

Therefore, this study draws on the approaches set forth in the
literature review to propose a performance scale that integrates the
duality of these organizations (that is, business and family) and
measures performance with several groups of variables, in
accordance with Delaney and Huselid (1996).

The business dimension

We measured the first construct (BUSINESS) using three groups of
variables. The first variable was growth (GROWTH) and includes
the following indicators: organizational growth, sales growth in the
last three years, growth of the company’s market share, and the
evolution of productivity. This construct uses accepted variables to
measure performance by its dynamic character; moreover, the
concept of familiness requires us to examine the concept of
competitive advantage to measure performance. Therefore, as
discussed previous, we use the proposal of Leiblein (2011) and
Walker (2004) to identify value creation and a sustainable market
position as indicators of competitive advantage. Thus, we can
achieve reliable conclusions using RBV.

The second performance construct for individuals (HRPERF)
consists of variables related to human resources, which are an
important reflection of an organization's success (Delaney and
Huselid, 1996). Studies on the relationship between human
resources and performance or corporate profit are numerous and
diverse, as are the variables they employ. For example, Wang et al.
(2003) compared organizational performance with the relationships
among employees, and Powers and Hahn (2002) examined staff
competencies and competitive resources. Li et al. (2006) explored
technological innovation; De Carolis and Deeds (1999) studied
organizational knowledge; and Marques and Simon (2006) reported
on knowledge management. Finally, Liao (2006) studied
performance in the context of human resources management.
Thus, we included the following variables: degree of employee
commitment to an organization, level of satisfaction, level of
absenteeism, and the reduction of employee turnover.

The third construct, financial and economic performance
(ECOFIN), includes economic and financial variables that reflect the
situation of a company, including economic profitability, rate of
returns on capital, rate of returns on assets, and the profit margin.
We used these indicators because they are objective, allow us to
compare results, and are a clear reference in family business
research (Rutheford et al., 2008). We named these three groups of
variables “BUSINESS". Thus, the hypotheses for this study are the
following:

Hi: The measure of family business performance requires business-
related variables.

Hia: The variables of individual performance are indicators of
business performance.

Hip: Economic and financial variables are indicators of business
performance.

Hic: The variables that reflect the growth of the company are
appropriate indicators of business performance.

The family dimension

The dual nature of family businesses makes it necessary to
measure a family’s perception of its business. Frequently, families
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Figure 1. Performance measure for family businesses. Source: authors.

pay more attention to family values than to other objective
indicators of performance (Welsh and Klandt, 1997). Therefore, to
measure family business performance, we used a dimension called
“FAMILY”. To evaluate the success of a business, studies have
frequently used satisfaction as an indicator, including the works of
Chand and Katou (2007), De Kok et al. (2006), and Venter et al.
(2005). Therefore, the following variables compose this dimension:
the degree of family satisfaction with the business, the degree of
satisfaction of family employees, and the degree of satisfaction of
the successor or potential successor. The hypothesis to be tested is
as follows:

H,: Family variables must be included in measures of family
business performance.

Figure 1 presents our research proposal. This scale incorporates
the ideas, as discussed previously, about performance measure-
ments for different jobs and includes family performance
expectations, competitive advantage in the context of family
businesses, and the duality of relationships caused by the family-
business interaction. Thus, it is suitable for family business

research. However, this theoretical approach should be empirically
tested, which is why we formulated the following hypothesis:

Hs: Family business performance measures should include the
dimensions of business and family.

ANALYSIS AND RESULTS
Population and sample

This study’'s sample consisted of Spanish family
businesses. Data were obtained from a previous study on
the composition of governing bodies and shareholders of
businesses included in Spain’s SABI database. Vallejo
(2007) described the family character of a company in the
following terms: “a family business is one in which family
members have enough share in its capital to dominate
decision-making and in which family members have the
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desire to continue the business for multiple generations”.
Therefore, according to this working definition of family
businesses, we included items in the questionnaire to
identify the following aspects of family management: the
majority of the business is family-owned and the family is
or has been involved in management for more than one
generation. The population sample was comprised of
4,450 family businesses, from which we selected a
random sample of 501.

This sample size allowed us to maintain sufficient
stability in the covariance structure to perform a confirma-
tory factor analysis (Bentler, 2006). The 501 companies
in the sample operate in different economic sectors:
32.4% from the industrial sector, 41.1% from the services
and retail sector, and 26.5% from other sectors. The
average number of employees was 205, and the average
company age was 32 years. A total of 26% of the
companies were in the first generation; 51% in the
second; 18% in the third; and 5% in the fourth or a later
generation. The companies in the sample had an
average productivity of 4.8%. The control variables were
company age, number of employees, and current family
generation.

Data collection

We used both primary and secondary sources to obtain
our data. The primary data were collected with a
guestionnaire, which was first sent to a group of experts
to assess the adequacy of the research items and con-
structs. Based on the experts’ comments, we eliminated
certain items and included others. After a second round
of interviews, the modified questionnaire was subjected
to a pre-test to evaluate its practical functionality. The
pre-test did not indicate a need for further changes, so
we designed the final questionnaire. Finally, the
interviewee profile corresponded to the manager or
executive with the highest level of responsibility in a given
organization. The information was obtained through a
phone survey in the third quarter of 2009.

To obtain secondary data, particularly relating to the
profitability construct (economic profitability, rate of
returns on capital, rate of returns on assets, and profit
margin), we analyzed the balance sheets and profit and
loss accounts of each of the companies surveyed. These
data are available in the SABI database, and we
extracted the information for each company individually.

Measures

To develop our proposed family business performance
measurement scale, we drew on the variables employed
by Aragén et al. (2003), Chand and Katou (2007),
Huselid et al. (2005), Hernandez and Pefia (2008),
Delaney and Huselid (1996), Hassam et al. (2006),
Kallenberg and Moody (1994), Carlson et al. (2006),

Pifieiro and Garcia (2009), Rutheford et al. (2008), and
Molina et al. (2009). These variables are listed in Table 1.
The methodology used to construct the family business
performance indicator was a causal analysis using
covariance structures, specifically a CFA. Before esti-
mating the confirmatory models, we evaluated the
dimensionality, reliability, and validity of the scales.

Dimensionality, reliability, and validity of the sc ales

We assessed the scales’ dimensionality using exploratory
factor analysis, which emphasizes the suitability of the
initial variable pool. Thus, the family business
performance scale consists of two dimensions that
involve four constructs: individual performance, business
growth, profitability, and family. To analyze the reliability
of these measurement scales, we used representative
indicators of internal consistency in the measurement for
each construct. Specifically, we calculated Cronbach’s
alpha coefficient for each scale. Table 2 presents the
results of this analysis, and it should be noted that the
Cronbach alpha coefficients are greater than 0.7, as
recommended by Bagozzi and Yi (1988).

We addressed the analysis of convergent and discri-
minant validity of the business scales to determine
whether the proposed measurement model, based on our
theoretical hypotheses and exploratory factor analysis, is
consistent with reality. For this task we have made a
confirmatory factor analysis and confirmed that the
variables in each construct match the proposed
model. An evaluation of the analysis shows good fit using
accepted criteria (Kline, 2005; McDonald and Ho, 2002).
Figure 2 shows the results for used indices.

The convergent validity of the FAMILY scale was tested
with a first-order confirmatory factor analysis (Figure 3).
The results of the adjustment estimation were good
according to the criteria of Kline (2005). Furthermore, in
the fine tuning, we observed that the relations established
in the model are statistically significant, with a confidence
level of 95% (p>1.96).

To test the model's discriminant validity, we analyzed
the correlations among dimensions measuring different
factors. We observed that the value of the square of the
correlation coefficient does not exceed the extracted
variance of the construct. Furthermore, this variance is
greater than 0.5, and the correlation among the different
factors is below the Cronbach alpha coefficient for the
factors examined. By verifying these issues, we
concluded that the scales have discriminant validity. The
results of this analysis are shown in Table 2.

After validating the measurement scales, we estimated
the model's goodness of fit using the information
obtained from the chosen sample. We used this
technique for the third-order confirmatory factor analysis.
When we performed the estimation, we obtained the
following values for goodness of fit indices: NNFI = 0.873,
CFI = 0.902, IFl = 0.903 and MFI =0.829. The RMSEA
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Table 1. Variables of the family business performance scale.
Dimension Construct Variable description
Improvement of the productivity index in the last three years
GROWTH Sales growth in the last three years
Market share growth in the last three years
Employees are committed to the organization
BUSINESS HRPERF Empongeg are satisfied with the o.rganlzatlon
Reduction in the level of absenteeism
Employees rarely leave the company voluntarily
Economic profitability
ECOFIN Rate of returns on capital
Rate of returns on assets
Satisfaction of the family members
FAMILY FAMILY Satisfaction of the family employees
Satisfaction of the successor
Source: authors.
Table 2. Correlations between variables and Cronbach’s alpha (diagonal).
Factor Average Standard deviation GROWTH HRPERF ECOFIN FAMILY
GROWTH 2.88 0.77 (0.812)
HRPERF 2.91 0.61 0.271 (0.611)
ECOFIN 2.14 0.81 0.185 0.283 (0.701)
FAMILY 3.21 0.77 0.466 0.298 0.332 (0.774)
Variance extracted. - - 0.424 0.512 0.503 0.676
Source: authors.
error is 0.08 (Figure 4). Thus, our results show a high CONCLUSIONS, LIMITATIONS AND FUTURE
goodness of fit and our revision of the standardized RESEARCH
residuals matrix did not indicate the need for any
additional modifications. Furthermore, we verified that all Throughout our study, we have emphasized that

indications for modifying the model were small, which
implies that further modifications to the additional
relations model would not have improved the model’s fit
(Goffin, 2007; Barret, 2007).

In summary, the first research hypothesis stated that
measures of family business performance must take
business-related variables into consideration. We
confirmed this hypothesis through a second-order
confirmatory factor analysis and through the hypothesis
Hia, Hip, @and Hyc It was determined that the variables for
individual performance, economic and financial indica-
tors, and company growth are appropriate indicators of
business performance. We tested the second hypothesis
using a first-order confirmatory factor analysis and the
third hypothesis using a third-order confirmatory factor
analysis.

measuring the performance of family businesses requires
indicators that are specific to this type of company and
cannot be confined to traditional economic and financial
measures of performance. This context requires
researchers to consider variables that are often socio-
emotional and to measure whether a company is meeting
family goals. A unique characteristic of family businesses
results from the family-business interaction, and
performance measures should therefore reflect this
duality between business and family.

The dimensions used in this study include the concepts
that we consider essential to measuring family business
performance. Studies that use familiness and RBV appro-
aches must include variables that quantify competitive
advantage. However, numerous authors (Delaney and
Huselid, 1996; Huselid et al., 1997) have emphasized the
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Figure 2. Convergence validity for business dimension. Source: Authors.
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» FAMILY 2
A FAMILY 3

Results of AFC 1° order for factor family

Factor NNFI CFI

IF1 MFI RMSEA

Family 0.877 0.901

0.941 0.822 0.055

Figure 3. Convergence validity for family dimension. Source: Authors.

need to incorporate variables related to individual
performance in such measures because they provide
insight into an organization’s human resource situation,
which is crucial to smooth operation of a company.

In addition to the foregoing concepts, we cannot ignore
economic indicators of performance, which include
financial ratios such as returns on assets, returns on
investment, profitability, and productivity. As we observed

in the literature review, these indicators have been used
in numerous studies. These measurements are objective
and include interesting features for family businesses,
such as returns on capital. These indicators help to
complete the insight we want to offer into the
performance of family organizations.

Finally, building on the three considerations mentioned
previously, we are in a position to measure the
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Figure 4. Model estimation results based on a third-order confirmatory factor analysis.

performance of family businesses, and this measurement
must reflect the unique aspects of family businesses.
Therefore, the most innovative aspect of this study is its
incorporation of variables that reflect specific aspects of
family businesses in a performance scale. These aspects
include the satisfaction of family members with the
company’s progress, the satisfaction of family employees
with their situation, and the satisfaction of the successor
or potential successor with his or her career in the
organization.

The main contribution of this research is that it provides
a scale for measuring family business performance and

has confirmed its reliability and validity in a sample of 501
family businesses. This scale may be applied to future
studies and for comparing research performed in this
field. Furthermore, our scale incorporates recent
contributions focused on RBYV, especially those studies
related to competitive advantage. This scale may be
useful for investigations that employ the concept of family
character because it allows researchers to assess
different areas, such as management, government,
succession, human resources management, investment,
and financing. In sum, this approach is based on the idea
that a family business may be willing to surrender some
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economic benefits to achieve "family benefits", and that
an important family influence on the business results from
this duality.

This study is subject to some limitations. We used a
questionnaire to gather our data, and specific constraints
result from the self-reported nature of this tool. Speci-
fically, the survey included a margin of free interpretation
that may have distorted the parameters we sought to
measure in the questionnaire items. To circumvent this
problem, we used secondary sources of data on organi-
zational performance; in particular, we collected variables
for the ECOFIN dimension from the SABI database.

A second limitation is the result of this study’'s time
frame. We collected all of the data, with the exception of
the growth indicators, for a given point in time. However,
it is also desirable to analyze the effect that training and
development have on employees and organizational
performance from an evolutionary perspective, using long
periods to isolate temporal phenomena and circum-
stances that may influence the outcome of an
investigation.

Given these limitations, we can suggest some future
lines of investigation. First, this study could be repeated
over a long time period, which would allow for longitudinal
analyses of the evolution of the studied variables. It may
also be possible to incorporate moderating variables
between family and business into the performance
measure, for which one could use the F-PEC scale deve-
loped by Astrachan et al. (2002). Such a study could
group family businesses and analyze the effect this
grouping has on the family business performance
measure.
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