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Summary:

Developed countries have already realized the importance of family enterprises for the
economic development of their regions. They play an important role especially in less
developed regions. Less developed regions can be found in almost every country, but they are
especially presented in transition countries — for the majority of these regions family
enterprises play the essential role in their development. The paper comprises the research
cognitions of the group of authors, who cooperate with the MER Evrocenter’s Family
Business Institute in Maribor, Slovenia, in studying the role of family enterprises in the
development of less developed regions, especially in the European Union and in Slovenia. In
the paper are presented less developed regions in EU member states and in chosen transition
country (Slovenia), the analysis of family enterprises as developmental factor of less
developed regions, and the case of such region in Slovenia.
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1. Introduction

Family enterprises play an important role in all market environments. The most
conservative estimates indicate that there is between 65 per cent up to 80 per cent of family
enterprises in the structure of all enterprise; a lot of family enterprises are small and medium-
sized ones but some of them are large. The developed countries have already realized the
importance of family businesses for the economic development of their regions. They play an
important role especially in less developed regions.

The number of family enterprises is increasing rapidly in transition countries as well.
The researches indicate that the problems presented in family enterprises in transition
countries have already been dealt with and solved in west European countries; therefore they
dispose with practical experiences and scientifically grounded solutions regarding the
problems of family enterprises. Consequently they also have the needed knowledge for
solving some of the problems with which family enterprises in transition countries may face
in the near future.

Less developed regions can be found in almost every country, but they are especially
presented in transition countries — for the majority of these regions family enterprises play the
essential role in their development. Therefore it would be useful to selectively use and
implement developmental experiences regarding family enterprises in European countries
also in the case of less developed regions in transition countries.

The paper comprises the research cognitions of the group of authors, who cooperate
with the MER Evrocenter’s Family Business Institute in Maribor, Slovenia, in studying the
role of family enterprises in the development of less developed regions, especially in the
European Union and in Slovenia. In the paper are presented less developed regions in EU
member states and in chosen transition country (Slovenia), the analysis of family enterprises



as developmental factor of less developed regions in EU member states and transition
countries, and the case of such region in Slovenia.

2. Less developed regions in the European Union and in Slovenia

The EU is geographically a region which reflects big differences in natural resources
as well as in the structure of surface. The long historical development of individual member
states dictated the creating and shaping of regions with different political and economic
characteristics. The challenge of the EU is to smooth these regional differences among the
member states and individual regions. In accordance with the goals of the regional and
structural policy of the EU three target regions are defined as less developed regions and
therefore they are entitled to the structural funds help (Juvancic, 2001, 205; The
Governmental Information Bureau, 2000):

e Target field 1: all less developed regions; their GDP per capita does not exceeds 75
per cent of the GDP per capita in the EU.

e Target field 2: all regions having unfavourable structural characteristics as: the
industrial regions in restructuring, the rural regions and extremely fishery regions, the
urban regions with declining life standard.

e Target field 3: all regions which do not fall into the first two target fields and need
help in the human resource development.

The Nomenclature of Territorial Units for Statistics (NUTS) was formed in the frame of
European Statistical Bureau (EUROSTAT) with the aim to unify the presentation of the
regional statistical data and to define regions which are entitled to the structural funds help.
The level NUTS 0 represent the entire EU member state’s territory. In the case of smaller EU
member states the level NUTS 1 represents again its entire territory; however larger states
divide their territories into several units. At the level NUTS 2 the majority of the states divide
their territories to smaller regions which can be further divided at levels NUTS 3 and NUTS
4. In all EU member states the level NUTS 5 represents municipalities. The most important
levels regarding the structural funds help are levels NUTS 2 and NUTS 3. Regions which fall
under the target field 1 are shaped in accordance with the level NUTS 2 differentiation. The
regions which fall under the target field 2 are then shaped in accordance with the level NUTS
3 differentiation. Regions at the level NUTS 2 differentiation are entitled to the EU funds help
if they are less developed. Regions at the level NUTS 3 differentiation are entitled to the EU
structural funds help if they have structural problems. Suggested regions or region units at
level NUTS 3 should satisfy the conditions listed below:

e the last three years average unemployment level is above the EU average;

e the of employees in the industry is equal or higher as the EU average since 1985;

o there is a clear trend of decline in the industry employment;

e the average unemployment level is above the EU average in last three years or there is
a decline in population since 1985;

e the rural regions at the level NUTS 3 which satisfy the criteria of population density
below 100 inhabitants on km? or they have a high share of employees in agriculture
(that only once exceeds the EU average since 1985);

e the regions which face the need of restructuring the fishery.

A lot of regions which are not named in this paper satisfy the mentioned criteria. The lists of
these regions by single EU member states can be found in:
http://europa.eu.int/comm/regional policy/sources/dosoffic/official/deci_en-htm.




Despite of its territorial smallness and low population level Slovenia is geographically,
historically and socio-economic very diverse country. The socio-economic differences among
regions are big but still smaller in comparison to other candidate countries. As the result of
regional characteristics and historical development two regions were shaped with their
specific developmental problems and challenges. One is urban, densely populated, flat region
around the capital city Ljubljana. The level of economic development of this region can be
already compared to the one of less developed EU member states. This region exceeds about
90 per cent of the EU average level of the economic development. The rest of Slovenia is
composed of urban-rural regions which do not exceed 60 per cent of the EU average level of
the economic development (The Governmental Information Bureau, 2000).

The socio-economic indexes show important differences between Ljubljana urban
region and the rest of Slovenia. The first region presents 12,6 per cent of Slovenian territory
and 24,6 per cent of its population. More than three quarters of population lives in other parts
of Slovenia (about 1,5 million people). The Ljubljana urban region is the most developed part
of Slovenia — therefore the GDP per capita exceeds the Slovenian average almost for one third
(Agency for Regional Development of the Republic of Slovenia, 2002, 9). In the other parts
of Slovenia the socio-economic indexes show lower results as the Slovenian average. In this
region we can still find the agrarian structures and problematic areas of municipalities where
the lack of employment possibilities and low education level of population are transparent.
For such regions the prevailing employment in the industry and rapid decline of employment
are typical as well as strong and long lasting population emigration. Big developmental
differences exist also between more developed west and less developed east part of Slovenia.
The differences are especially in the level of unemployment (9,0 per cent in the west part and
15,1 per cent in the east part), and in the share of population in the areas with specific
developmental problems (17,6 per cent in the west part and 83,1 per cent in the east part).

Slovenian regions facing the developmental difficulties are treated by The Law on
Promotion of the Regional Development of the Republic of Slovenia (1999). The Law defines
the fundamental directions of Slovenian regional policy and lists the less developed regions in
three groups:

e cconomic weak regions

e regions with the structural problems and high level of unemployment

e developmental restrictive regions and regions with limited factors
Kozjansko-Obsoteljska region which is described in the fourth chapter of this paper fulfills all
mentioned criteria of less developed regions facing developmental difficulties.

3. Family enterprises as the development factor of less developed regions

3.1 The definition of a family enterprise

Despite the many findings of researchers on the range and significance of the family
enterprises a unified definition of the family enterprise does not exist (more detailed analysis
of different definitions see in: Duh, 2002). We adjoin the opinion of authors (Brockhaus,
1994, Handler, 1989, Neubauer, 1992) who found that there is very little possibility that a
unified definition of the family enterprise will be known in the near future. Therefore we are
of the opinion that it is very important that researchers of family enterprises fully describe the
group of family enterprises they are studying. Only in this way will the results of a research
significantly contribute to the theory and practice of the family enterprise. In this section we
will therefore not try to make a generally valid definition of the family enterprise but we will
propose criteria for distinguishing small and medium-sized family enterprises from other
enterprises. According to the opinion of a number of researchers the family enterprise is most



widely spread among small and medium-sized enterprises. That range is such that many even
equate the family enterprise with small and medium-sized enterprises.

For defining small and medium-sized family enterprises we suggest qualitative and
quantitative criteria. The proposed qualitative criteria are:

e the family has a majority ownership of the enterprise,
e members of the family — owners also control and manage the enterprise,
e there exists the wish that the enterprise be kept in the ownership and management of
the family.
The family, in terms of the mentioned qualitative criteria, is understood in a broad sense of
the word and not merely as a nuclear family but as a broad or large family and/or relations,
respectively (more about the family see: Duh, 1999, 126).

As quantitative criteria we must for example in Slovenia, consider criteria, which are
provided by the Companies Act, in order to distinguish companies by size. Because Slovenia
is nearing membership in the European Union, also EU guidelines should be considered for
defining the size of an enterprise. But we have to consider, as Hinterhuber and Minrath (1991,
461) ascertained, that a certain enterprise can exceed the upper borderline of quantitative
criteria, but from the viewpoint of qualitative criteria it is a typical small or medium-sized
family enterprise. The proposed qualitative and quantitative criteria for defining small and
medium-sized family enterprises were applied in the empirical research on family enterprises
in Kozjansko-Obsotelje region, which is described in the next section.

3.2 The role of family businesses (enterprises) in the development of less developed
regions

Numerous researches on family business state different data on the proportion of
family enterprises in the structure of all enterprises. The estimates on the percentage of family
enterprises (of all sizes) in the structure of all enterprises range between 65 and 80 per cent
(Gersick et al., 1997, 2). Many authors observe that, in Europe, family enterprises prevail
among small and medium-sized enterprises — there are between 60 and 70 per cent of small
and medium-sized family enterprises out of all enterprises (Donckels, Frohlich, 1991, 219).
Small and medium-sized family enterprises are described as » the engine of the European
economy« (Kropfberger, Modritscher, 2002, 18).

In Slovenia, until recently we did not have at our disposal data or leastwise estimates
on the share of family enterprises as insufficient attention was devoted to their investigation
(with the exception of the first broader empirical research on family enterprises in Kozjansko-
Obsotelje region which is presented in this paper). However, if we proceed from the fact that
in Slovenia, especially in the 1990s, the number of small and medium-sized enterprises has
dramatically increased, it can be assumed that family enterprises also present a significant
factor of the economic development in Slovenia. Small and medium-sized family enterprises
are becoming also more and more important for the development of less developed regions in
Slovenia.

Family enterprises have many advantages over other enterprises. The managers-family
members have a long-term vision of the enterprise. They are more concerned about the
position of their enterprise in society and they care for reputation because the enterprise is
related to their family name, they strive less for the short-term financial profits if such would
endanger the family business. The concern for the good image in business is reflected also in
their attention to the employees, for the quality and for the broader society, which manifests
itself through financial sponsoring of local events, donations for various causes in the local
community. The seats of family enterprises are traditionally located near the family home.
The employed have direct contacts with the top management, i.e. family members, and



personal type of management and close ties between the entrepreneurial family and the co-
workers lead to positive, motivated working environment. The high level of flexibility enables
individual satisfaction of needs on the market. Family enterprises are usually reliable
companies, which show caring and close relationship with the buyers and other business
partners (Dunn, 1994, 5-6; Kets de Vries, 1993, 62; Leach, Bogod 1999, 9; Neubauer, 1992,
175-181).

Family enterprises are the most suitable start-ups of a new and different development
of the less developed regions. According to numerous experiences, we may predict that only
such companies will be sufficiently competitive. The research on the enterprises in the less
developed Kozjansko-Obsotelje region also shows that the proportion of small and medium-
sized family enterprises ranges between 40 to 50 per cent. Some small and medium-sized
enterprises may yet evolve into family enterprises as the analyzed enterprises are mostly new
— the majority, with the exception of small trade enterprises, were established in the 1990s.

4. The case of Kozjansko-Obsotelje region

4.1 The Kozjansko-Obsotelje region

The Kozjansko-Obsotelje region is situated in the northeastern part of Slovenia
amongst the hills of Bo& and Bohor and encompasses on its 639.75 km” of mostly hilly areas
a number of villages, settlements and markets, which are in some cases gaining the features of
small rural towns. The farmland (fields, gardens, vineyards, orchards, meadows) and pastures
present 335 km?, which is more than a half of all area; almost 40 per cent (250 km?) is
covered by forests and less than 10 per cent of the area is covered with buildings or is
otherwise non-fertile. The Kozjansko-Obsotelje region is criss-crossed with brooks and small
rivers running through low lying valleys; despite that, there is less than 10 per cent of this area
suitable for farming at the altitude of 200 — 300 meters. The majority of the land lies higher, at
the altitude of 300 — 500 meters, and the highest parts of the region lie at the altitude of 800 to
more than 1,000 meters.

The region is typically rural despite the fact that Rogaska Slatina and Sentjur belong to
fifty largest settlements in Slovenia. The urban regional centers have developed from former
market places. Today, there are the seats of seven municipalities, i.e. Bistrica ob Sotli, Dobje
pri Planini, Kozje, Podcetrtek, Rogaska Slatina, Rogatec, gentjur, gmarje pri Jelsah, and two
state administrations, i.e. Sentjur and Smarje pri Jelsah, which cover the region in the
administrative sense. Thermal and mineral waters present significant natural resources, as the
area is abundant with their springs. All possible sources have not yet been investigated, but
they are being exploited to the full advantage in the health resorts in RogaSka Slatina and
Podcetrek. Further, there is a bottling plant of the mineral water in Rogaska Slatina.

According to the Statistical Office of the Republic of Slovenia, there were
approximately 50,000 inhabitants living in the total area of the region in the year 1998. There
were 4,000 unemployed in the region, mostly those without primary or only primary
education; only 2 per cent of the unemployed had university education or other kind of higher
education. Out of total 16,000 actively employed, there were 3,000 farmers or otherwise
employed in agriculture, while the others were employed predominantly in industry, tourism
and small trade, as well outside the Kozjansko-Obsotelje region. These characteristics were
more detailed presented at the international conference “Agrarian Prospects VIII”, held in
Prague in 1999 (see: Belak, Duh 1999).



4.2 Developmental characteristics of small and medium-sized family enterprises in the
Kozjansko-Obsotelje region

The results of the empirical research on small and medium-sized family enterprises in
Kozjansko-Obsotelje region, which was carried out in two phases in years 1998 and 1999,
confirmed that small and medium-sized family enterprises present an important share in the
structure of all enterprises in the region and therefore present an important development factor
of the region. We are of the opinion, that the similar is true also for other less developed areas
in Slovenia. In the studied Kozjansko-Obsotelje region the share of small and medium-sized
family enterprises is between 38,1 per cent and 50,5 per cent (at o = 0,05). In the frame of
already mentioned empirical research we also studied the developmental characteristics of
small and medium-sized family enterprises (in continuation: family enterprises) in the region.
In this section we present some of the most important findings (see also: Duh, 1999; Duh,
2000).

The majority of surveyed family enterprises (together 93 enterprises, which were
prepared to cooperate in the second phase of the empirical research) are small — according to
the quantitative criteria of the Companies Act — and young, since 62,4 per cent of these
enterprises were established form 1991 until 1998, most of them in 1993, 1994 and 1995. This
is the reflection of conditions and changes in the structure of enterprises (by size), which is
characteristics for the whole Slovenia. The majority of surveyed family enterprises are selling
their products in Slovenia, mostly in municipalities, in which are located, and only a small
number of studied enterprises is export oriented. The surveyed enterprises have their sources
of supply mostly in Slovenia.

The majority of family enterprises are in the ownership of the 1* generation of owners,
mostly of one owner and seldom in the ownership of the married couple. Such enterprises
present in the sample 87,0 per cent and between 80,2 and 93,8 per cent of all family
enterprises in the region (at a = 0,05). In the surveyed family enterprises beside full employed
family members, many family members help but are not employed in the enterprise. Their
help consist of different kinds of activities, such as: managerial activities, accounting,
secretarial work, help by realization, counseling etc.. Family members (not employed) are
rarely paid for their help. This kind of help owners/managers cannot expect from non-family
members.

The majority of family enterprises will continue to exist and develop as a family
enterprise — such enterprises present in the sample 81,7 per cent; only 18,3 per cent of family
enterprises in the sample did not think whether or not their enterprises would continue to exist
as a family enterprise. 58 (62,4 per cent) enterprises in the sample did not select a successor.
As a reason, the majority of enterprises stated that children were too young for discussion
about the succession. The high percentage of family enterprises in which the problem of
succession has not yet been discussed is the reflection of the achieved developmental stages
of surveyed family enterprises (1% generation of owners, the ownership families are young
business families). But the experiences of environments, in which family enterprises have a
long tradition, warn us, that a succession is not a single event of passing the ownership and
management to a successor. A succession is a process, which has its beginnings early in the
life of a family and before the first employment of a successor in the enterprise.

As the most important source of financing the start-up of the enterprise, the owners of
surveyed enterprises stated family savings. The development of enterprise is in most cases
financed by reinvesting the profit.

The majority of owners/managers (83,9 per cent) have a vision of their enterprise. 64,5
per cent of surveyed enterprises do not have planned and written any of in the questioner
stated developmental definitions (a mission, goals, objectives and / or strategies). Projects and
project management in 35,5 per cent of enterprises are used for the implementation of the



planned development. Surveyed enterprises stated many different reasons why they do not
plan their development; but they all agree about one reason, that the future is too
unpredictable to plan the future development.

In 79,6 per cent of surveyed enterprises owners/managers alone, with the help of other
employees or employees alone with the help of specialized institutions investigate the
development of the environment; information about opportunities and threats in the
environment are in the majority of enterprises used for planning the development of the
enterprise in the future. In 80,7 per cent of surveyed enterprises the investigation of the
enterprise is done (by owners/managers themselves, with the help of employees, or with the
help of specialized institutions); in the majority of enterprises these information are used for
planning the development of the enterprise in the future. Of course the question arises: what
and which are these developmental definitions, if in more than half of surveyed enterprises do
not plan the future development.

The surveyed family enterprises show many common developmental characteristics,
which are the reflection of achieved developmental stages of these enterprises. Therefore the
conflicts between family members and the succession do not present obstacles for further
development of studied enterprises. But in the future, the surveyed enterprises are going to
cope with these problems due to further involvement of family members in the enterprise.
And if the majority of owners/managers find the future too unpredictable to plan the
development of their enterprises, they should be aware of the fact that the development of an
enterprise is not possible without active searching and adjusting to changing conditions or
even active changing of turbulent environment and growing competition.

5. Conclusions

Family enterprises are becoming more and more important for the economic
development of the European Union and Slovenia, and especially of less developed regions.
The results of the empirical research in the Kozjansko-Obsotelje region confirmed that.
Therefore family enterprises should be kept “healthy and successful” for the “health and
success” of the economy (see also: Safin, 1997; Safin, 2002; Vadnjal, 2002). The key factors
of the development of family enterprises are certainly the people in these enterprises, above
all the owners and managers who have different capabilities for such development. Small
family enterprises, especially new enterprises (recently established enterprises), often do not
have plans of their development. Study of Kozjansko-Obsotelje region shows that more than
half of surveyed enterprises do not dispose with (written) plans of their development (i.e. a
mission, goals, objectives, strategies). In comparison with other enterprises family enterprises
have also many developmental particularities (i.e. especially the succession problems, the
influence of family relationships and conflicts on the development of the family enterprise,
and other issues linked with the influence of the family on the enterprise’s development and
management). In Slovenia and also in other transition countries, professionals are not always
prepared to deal with the special nature of family enterprises. The influence of families on the
enterprises they own and manage is often invisible to management theorists and business
schools (compare also with: Belak, Kajzer, 2002). The core topics of management education -
organizational behavior, strategy, finance, marketing, production, and accounting — are taught
without differentiating between family and non-family enterprises. Therefore the institutional
environment, in which family enterprises develop, should realize and be aware of their
developmental particularities, and on this basis also support their development adequately.
Therefore small and medium-sized family enterprises need adequate start-up and
developmental advisory, educational and financial support from outside. We have in mind
especially:



education and training, of both, owners/managers of family enterprises and their successors,
as well as of managers who are not members of the family but must be also prepared for the
special nature of work in family enterprises;
e consulting, it is very important that a consultant understands the special nature of
family enterprises and especially the developmental particularities of these enterprises;
e cstablishing a (also legally regulated) supportive environment for small and medium-
sized family enterprises, which will take into consideration the special character of
family enterprises.

Considering the facts above it is not a coincidence that we face in all market oriented
environments the rapid development of research, education and consulting activities which
are family businesses oriented. We can find such family business oriented institutes and
supportive networks in USA as well as in West European countries. Some examples of such
networks from Europe are: Family Business Network, Lausanne, Switzerland; Family
Business Network Finland; Associazione Italiana delle Aziende Familiari, Italy; Vereniging
Familie Bedrijven Nederland; Instituto de la Empresa Familiar Spain.
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