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Abstract

Since the conducting of reform and opening policy, the private enterprises have developed
fast, and have become an important part of our national economy. In 2002, according to the
Chinese scademy of social sciences sociology, the national association of industry and commerce
laboratory organized the sample investigation together, which carried on 1947 small private en-
terprises in 250 cities and county areas of 21 provinces and autonomous regions. It indicated
that, 80% of those enterprises were the family type or exudes the family type, ( Gan De’an,
2002). The family firm is an extremely normal form that constitutes the enterprise, and now
90% of American Enterprises are family firms. Among world 500 strong, 175 enterprises are
family firms. These all showed the family firm had the formidable vitality. The family firm’s in-
ternal control becomes an important factor that determines whether the private economy can de-
velop in a healthy way, but very few theorists do research on internal control of the family firm
actually.

“In China, researches of internal control only seem to be satisfied with introducing the in-
ternational progress. The first several years, people concentrate on the introduction of the COSQO
report in 1994. But now, we repeat the new COSO report that released on September 13th in
2004 with enthusiasm. This shows the theories’ contribution from Chinese scholar is little in
modern internal control researching area. ” ( Yang Xiongsheng, The new field of internal control
theories studying, the special subject seminar about “finance management and management ac-
counting” of Accounting Social of China, 2005. ) The existing internal control researches all
carry on theories analysis and substantial evidence research from five main factors of the internal
control. This text carries on theories analysis and substantial evidence from a new angle, which
are the hard control and the soft control.

This monograph has defined the concept of hard control and soft control on the base of the
COSO report; analyzed the connotation and the action mechanism of the soft control that based
on cultural science; analyzed the relations between the soft control and the hard control. Then
the text divided the internal control pattern into four kinds of types from the hard control and the

soft control’s angle, discussed factors that influence choice of enterprise’s internal control pattern
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including environmental intervention, cultural element, confidence level, value orientation, en-
terprise scale, enterprise life cycle and so on; examined by analyzing family firm sample investi-
gation real diagnosis in Zhejiang; through article materials and substantial evidence research,
expounded the family culture is cultural base of family firm internal control pattern and efficien-
cy; studied the five culture dimensions (family value orientation, despotic attitude, human sen-
timent orientation, graciousness prestige orientation and fair orientation to internal control pattern
and control achievements’ influence) of the family firm taking the Zhejiang family firm as the
example. It analyzes the five culture dimensions’ influence to the hard control, soft control and
control results.

This monograph has adopted the methods including enterprise interview and questionnaire
survey, and examined the assumptions based on nearly 10 enterprises interview, 5 cases of en-
terprises and questionnaire surveys of 190 family firms. This paper adopted a description covari-
ance analysis, related analysis, the square analysis, the logical return, the line return and case
analysis.

The innovations of this monograph are;

1. The internal control mode of the family firm has the special trend

According to the two main factors’ (hard control and soft control) relatively strength of
family firm’s internal control mode, the monograph divided internal control mode into four kinds
of different modes: weak soft control and weak hard control ( double weak for short) , strong soft
control and weak hard control, weak soft control and strong hard control, strong soft control and
strong hard control (double strong for short). This is different from Zhao Xinrong (2002) and
Song Yongchun (2006). They both divided the internal control mode into family centralization
and family supervision. But in fact, the internal control mode of family firm is abundant, which
can’t simply divide it into family centralization and family supervision.

Through the substantial evidence research, we found the special trend of family firm’s inter-
nal control is that in the initial period, the soft control and the hard control is the smallest, along
with enterprise’s development, in the fast growth period, the enterprise can strengthen the hard
control and the soft control, until the mature stable period, the hard control became the biggest,
soft control maximized in later period of summit, then was in a drop tendency.

We can see, the hard control and the soft control can strengthen gradually along with the
development of the enterprise, which is the smallest in the first development phase, in the sec-
ond stage it grows, generally becomes the biggest in the third stage.

At the same time, in the initial period of enterprise establishment the soft control is remark-
ably stronger than the hard control. Because this time the enterprise belonged to just was at the
start stage, each item of enterprise’s hardware facility was incomplete, business owner would use
his own thought and behavior in management, also could cause enterprise’s soft control stronger
than the hard control when carrying out the internal control in the enterprise. In the fast growth
period of the enterprises, enterprise’s hard control and the soft control do not have any remarka-
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ble differences, which showed the enterprise strengthened the hard control construction relatively
when they grew strong, which caused it to be well — matched with the soft control. In
enterprise’s maturation stage, enterprise’s hard control was stronger than the soft control, and

this time enterprise would carry out the internal control more.

The special trend of family firm’s internal control mode
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In the growth period

In the mature period

In the last top period

The
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Hard control weak , but residing in
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The influence en-
The influence gradu- The influence tends
The influence is hances slower than
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Soft control weak, but residing in hard control, residing

show difference with
hard control.

tion.

2. Different control mode will have different control effects

The environmental intervention, enterprise management structure family firm culture, con-
fidence level, enterpriser’s value orientation, enterprise scale and the developing stage influence
the choice of family firm’s internal control mode, and different control mode will have different
control effects.

The surgery about the influencing factors of Chinese enterprises’ internal control , found that
the internal control mechanism of our enterprises’ internal control is incomplete, the establish-
ment of the internal control system isn’t perfect ( Li Ruoshan and so on, 2002 ; Shen Fuping and
Song Shaoqing (2003). Zhao Xuanmin and so on (2004) found the internal control and enter-
prise scale are just related in Chinese enterprises’ questionnaire survey. In small - to — medium

- sized firms, especially in the private enterprises, which the ownership and the management
power aren’t separated, the internal control is weak. The enterprisers play an important role in
building and perfecting the internal control. Xin Jinguo and so on (2002) found the bigger
scale, the better internal control the enterprise has.

The paper, through the quantity logic return, found the environmental intervention is stron-
ger, the possibility which the internal control mode is 4 ( double strong mode ) , is bigger than
other three kinds; enterpriser’s value orientation is stronger, the possibility which the internal
control mode is double strong, is bigger than the mode is double weak or weak soft and strong
hard; when the ownership and the management power is separated, the possibility which the in-
ternal control mode is 2 (strong soft control and weak hard control) , is smaller than which the
mode is 4 (double strong mode) ; when the ownership and the management power aren’t separa-
ted, the possibility which the internal control mode is 3 (strong soft control and weak hard con-
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trol) , is bigger than which the mode is 4 ( double strong mode ) ; when enterprise scale is small,
the internal control mode is 1 ( double weak mode) ; when enterprise scale is growing, the possi-
bility which the intemal control mode is 2 (strong hard control and weak soft control) , is smal-
ler than which the mode is 4 ( double strong mode ) ; when the enterprise is in the initial and the
quickly growth period, the possibility which the internal control mode is 3 (strong hard control
and weak soft control) , is bigger than which the mode is double strong.

Through a substantial evidence research, we can get that different internal control modes
will have different influences on internal control effects. The relationship between the internal
control mode and the internal control effect in family firms of Zhejiang province is: the effect of
double strong internal control mode is remarkably bigger than the effect of double weak internal
control mode, the effect of strong hard and weak soft internal control mode is smaller than the
effect of strong soft and weak hard internal control mode, but the differences aren’t remarkable.

Through a substantial evidence research, we also find that the structure of the enterprise
management can influence the soft and hard contrel, but can’t influence the result of the internal
control, which maybe is caused by the influences to the soft and hard control are opposite, so it
counteracts the internal control effects’ influences which caused by the influences to the soft and
hard control.

3. The influence of the different family firms’ culture degree to family firms’ hard and soft
control is different

The domestic and international scholars’ attention are the relationship of culture orientation
and family firms’ management mode, such as Hofstede (1989), Hu Jun (2002). The research
about the relationship of culture and internal control, are more qualitatively done by domestic
and international scholars, such as Steven J. Root (2004 ), lacking relevant substantial evi-
dence research. On the basis of culture dimension which proposed by Hall (1976) , Inkels and
Levinson (1997), Silin (1993), Zheng Boxun, Dong Minping (2000), Hu Jun (2002) and
so on, combining the interview of the family firms, through analyzing the exploring factor, we
can obtain five culture dimensions of the family firm, (namely; the value orientation, the des-
potic attitude, the human sentiment orientation, graciousness prestige orientation and the fair sex
orientation ) , and take this as a foundation we have discussed the relationship of the cultural di-
mension and the internal control pattern in Zhejiang province. The despotic attitude has more in-
fluence on the soft control pattern. If despotic attitude is strong, the business owner will main-
tain the internal control with his own idea, custom, moral outlook, values and so on, and let it
play its role. Whether the business owner’s despotic attitude is strong has directly affected the
family firm internal control’s choice to the soft control. Graciousness prestige orientation and the
human sentiment orientation are all influential to the choices of the internal control’s patterns, in
which graciousness prestige orientation affect control pattern choice more. The human sentiment
orientation and graciousness prestige orientation has the remarkable positive influence on the soft

control choice. The fair orientation affects the hard control choice most. At the same time, in
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the different development phase, family firm’s five cultural factors have different influence on the
soft control and the hard control. This provides a new way for studying internal control mode
from culture degree.

4. The culture dimensions of family firms have the special function mechanism on influen-
cing the internal control effects

The existing theory studies are mostly surrounded with the relationship between the culture
types and the organization effects, such as Kim S. Cameron and Sarah J. Freeman (1991),
John Kotter and James Heskitt (1992), R. K. Divedi (1995), Daniel R. Denison (1991).
The study about the culture dimensions and the internal control effects is lack of the direct rela-
tionship. This paper enhances the soft control through the substantial evidence research, and as
a result to further strength the internal control effects. The strong fair orientation will lead to
strength the soft and hard control, and the internal control effects have positive correlative with
the soft and hard control, which will enhance the internal control effects.

Through a substantial evidence research, culture dimensions have different influences on
control effects in different developing stages. In the initial period of the family firms’ establish-
ment, the five culture factors don’t have remarkable influences on the soft control, so the culture
factor doesn’t have influences on the internal control effects. In the enterprises’ fast growth peri-
od, the family orientation, the fair orientation, despotic attitude and graciousness prestige orien-
tation have remarkable influences on the internal control effects, but the human sentiment orien-
tation doesn’t remarkable, maybe in this developing stage, the human sentiment orientation has
remarkably positive influence on the soft control and has remarkably negative influence on the
hard control, which leads to the culture factor has unremarkably influence on the internal control
effects. In the mature stage, the return coefficients between the internal control effects and the
family orientation, despotic attitude and the fair orientation are remarkably different with zero,
and all are positive, which show that the internal control effects are remarkably positive correla-
tive with the three culture factors. The fair orientation is the positive factor to influence the hard
control, the fair orientation and despotic attitude are the positive factor to influence the soft con-
trol, so we can see that the hard control is the positive factor to influence the internal control
effects, further the fair orientation plays a positive role on the internal control effects.

Key words: family firm, internal control mode, influencing factors, control effects
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