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Preface

It is delightful to see that family business research has cur-
rently become one of the hottest enterprise theory research
topics. However, family business research still requires convinci-
ble paradigms in the academic area; hence it has to get back to
early sociology and psychology research literatures as its theoreti-
cal basis. To this end, we have developed with the complexity
sciences, including evolution economics theory to study the evo-
lution of the family business, hoping to build an evolutionary
family business theory based on complexity.

Firstly, it is essential to summarise the theoretical enter-
prise researches while studying on family business. However, the
academic theories of enterprise research has yet to be formed as a
complete one, factions and various academic theories are basi-
cally a branch from one side of the enterprise research, which
cannot be logically compatible with each other, hence lacks a
comprehensive enterprise understanding; In addition, the major-
ity of the current theory of the firm is “phenomenon theory”
that is, theories describing the phenomenon rather than discove-
ring the mechanism; Therefore, we should develop the mecha-
nism theory behind a variety of “phenomenological theories” ,

just like Newton, Galileo and Tycho did. As a result, we want to
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build a whole explanatory framework with complexity sciences. Complexity makes the
economy is no longer deterministic, predictable and mechanical, but becoming a u-
nity of certainty and randomness, organic and evolving enterprise theory. This frame-
work is able to integrate the traditional theories of the enterprises that including new
classical new systematic enterprise theories, into the evolution of economics and busi-
ness growth theory, capacity theory, network theory. It can also re-define the family
business with the complexity of integration.

Secondly, we must foremost solve the problem that how the family business is
generated. The traditional enterprise theories primarily emphasis on development and
management of a business after its formation, but few is able to clarify how the busi-
ness is generated from the beginning mechanically and theoretically, especially the
family business. As a result, we have to answer why the establishment of family busi-
ness is easier than the non-family business from the perspective of complexity; to ex-
plain the mechanism of generation family business with the integration of complexity
sciences, neo-classical, new institutional economy and the resource theory. 30 years
ago, when the whole country was dominated by planned economy, there were neither
well-developed market economy, information space, human resources, nor devel-
oped financial markets; entrepreneurs can share limited resources, their only reli-
ance was the family, thus human resources and stari-up capital were raised through
the family. Therefore, they could only be based on family business as a starting
point. In other words, confidence was an alternative of contract; or written contract
was replaced by psychological contract. In addition, China is a dumbbell-shaped so-
ciety, lacking intermediary organizations, especially the industrial and commercial
enterprises. 30 years of planned economy, particularly the failure of state-owned en-
terprises shows that the state-owned enterprises are not suitable for a market econo-
my. How to form the main body of the market within the context of a market economy?
The answer is family business. The experience of managing family business would be
significant for establishing and managing other businesses. Looking from the world
Family business’s development, Family business’s birth and the inheritance also has

the very vital significance to the society gross structure.
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Thirdly, we will analyse the generation, development and succession of family
businesses based on the three core key words of evolutionary economic theory: rou-
tines, searching and innovation. Routines is a key concept within the framework of
evolutionary theory. It refers to repetitive activities and skills approach that ensure the
smooth progress of organizations or individuals. The formation of routines is conducive
to the members within the organization to complete their works in harmony and avoid
conflict and strife. That is why for more than 90% of the private economy adopted the
form of family business while China’s economy transformed from a planned economy to
a market one. If an enterprise can obtain a satisfactory return by operating with exist-
ing practice, changes would not occur.

Searching conducted and changed by routines is a process of compatible study
and innovation, and enterprise usually expects to search solution in the current possi-
bility chooses to turn better. Searching relates close with routineé, so the result of
searching may change routines. The searching has the characteristics of uncertainty
namely possibly to have the non-efficiency, history and path dependence.

The innovation may understand from two angles: First, from objective or histori-
cal angle, innovation is creating things which refers to not once existed before, like
a new product, actions or behavior way; the other one is subjective or the psycholog-
ical angle, innovation is viewed as a feeling that someone never experiences. In evo-
lution economist’s eyes, innovation is the mainly different between evolution econom-
ics and neoclassic economics. In the evolution of firm, the birth of innovation is a
variation symbol of organization routines. We can say that, no innovation is no revolu-
tion in the firm or entire economic systems.

Fourthly, the enterprise theory of the neo-classical economy considers the enter-
prise as a “black box” since business is nothing but input and output convert-
ers. Inputs of labour and capital lead to output, so that minimum cost would gain
maxim profits. Competition in the market decides its behaviour, yet the decision can-
not be observed and the iniernal operation of the maximum possible output is given
(the production function), there is no difference between enterprises. We believe

that through complexity sciences theory the black box can be opened. In a certain
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open system, the root cause behind the establishment of an enterprise is the non-line-
ar interaction between various elements. Certain elements’ occasional effects lead to
internal random fluctuations and non-linear consequences result in the generation of
enterprises. We also can apply the complex-adaptive theory to reinterpret the nature of
the new institutional economy on business.

Fifth, we hope to research on the succession of family business with the com-
plexity of chaos theory and fractal bifurcation theory. The evergreen of family business
is concerned by all entrepreneurs; the issue “from clogs to clogs is only three genera-
tions” is always shrouded in the minds of entrepreneurs, many academics and media
also believe in it. At present, many researchers are doing theoretical or empirical re-
searches in family business succession and cultivation, and draw some important ide-
as and conclusions. We expect that by employing bifurcation and fractal theory of Cha-
os economics and mathematical equations, the “rich, but three generations” curse
during the transmission process of family business will be solved, and a variety of
transmission theories could be integrated through parameteru.

Sixth, the major problems of building evolutionary family businesses theory by
evolution economics theory are: first, evolution economics theory is too dispersed,
many schools did not form a unified paradigm or logic; second, evolution economics
without its own firm theory. Nelson and winter’s landmark book, “An Evolutionary
Theory of Economic Change,” is mainly on industrial evolution rather than on busi-
ness, though their research has been a good explanation for the evolution of the en-
terprise by adopting keywords such as routines, searching and innovation, On the oth-
er hand, the evolution econorﬁics played a positive role towards criticising neoclassi-
cal economics and new institutional economics, but it lacks mathematical applica-
tions and economic models; it is short of hard science mechanism for logical analysis
and framework; it also requires mathematical model and computer-simulation tools
and models. We believe that enterprises, especially family business, not only need
to learn from evolution economics, using theories and tools, but also require study
from natural sciences Therefore, we intend to build the evolutionary family business

theory based on complexity with the four theories of complexity-science presumption ,
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as well as exploring the mechanism of generating family businesses with the emer-
gence theory of complex adaptive systems, and the different formation mechanism be-
tween family and non-family business.

Seventh, the expression of this monograph has achieved some thinking and inno-
vations as it pays attention on the relationship between the expression of exterior and
interior. We hope to express the form of more popular language, since economics is
an applied discipline that faces family business entrepreneurs, managers, govern-
ment economic management departments and the general social scientists, who are
more subject to liberal arts forms of expression as they accepted liberal arts educa-
tion; the use of the expression of liberal arts will allow readers to accept theories and
perspectives and relevant knowledge easier. However, there is no mathematical model
or quantitative analysis within the expression of the arts, especially without non-line-
ar quantitative analysis, which cannot go deep into the mechanism after multi-layer
structures, just like riding a bike on the moon. Riding a bike might be effective in
the city, but it is impossible on the moon. We still have to be on the Moon with a
spacecraft; that is the role of complexity science and its mathematical tools. Therefore,
we expressed in a literal way but the logic behind the mechanism is scientific.

This research has built the basic scope of the complexity theory of evolutionary
family business, as well as pointing out the firm’s basic framework of the proposed
formation mechanism of the family business theory, chaotic attractor entrepreneurial
theory; It has proved that the transmission of family business “from clogs to clogs is
only three generations” is universal; it also studied the complex interaction mecha-
nism relating to family business’ survival and the environment and social changes;
the mechanism of how the family business governance structure determines its func-
tions; the theory of complexity of life-cycle, along with the theories regarding family
business culture complexity. the monograph has also built a general theory of evolu-
tionary family business.

In addition, Chapter 7 will prove our theories in the last 30 years Reform and
Open. We explore on the rule and particularity for family business emergence and se-

cession. Then, in the evolution economic eyes, we construct population model and
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use computer simulation to show the development of private economy. We clearly point
out that “Disparity structure” is essence for the family business. Then we talk about
the evolutionary relational governance and contractual governance, and point out re-

lational governance is the basic characteristic for Chinese family business governance.
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