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Abstract

This paper presents the methodological Issuesindy of relationships between family
firms and capital providers. This paper begins whbrt introduction to the topic. After that
details of research methodologies are elaboraféé. philosophical standpoint adopted in
this study falls into the positivism position. Thsigidy is suitable for the deductive research
approach and is designed within exploratory andrijets/e research types. Accordingly the
guantitative approach is recommended in testindnyipdtheses. Questionnaire survey was
chosen to gather data. Prior to its use pilot study conducted. Descriptive and multivariate

statistics are considered as the most appropgeateiques used for data analysis.

Keywords: small family firms, capital structure, financing decisions, networking,
relationships, regression analysis, factor analysistructural equation modeling



1. Short Introduction to the Topic

As small firms are the major engines of countreesinomies and trade, the financial problem
facing small firms obstructs firm development adl\@e economic advancement as a whole.
The availability of external finance for small fisnis a significant issue to policy makers
around the world and is a serious area of studgdademics (Berger and Udell, 2006). It has
been argued that several ingredients includinghfieanetworks, strategic orientation of the
firms and characteristics of entrepreneur haveamaienpact on small firm success.
Networking is of the utmost essence in the finagpahsmall firms (Read, 1998). This study
is focused on the investigation of how financinggisen care of in small family firms. In
addition, the emphasis is on the conceptualizaifamall family firms finance, networking
and connections for capital acquisition - espegidié relationships between firms and their

capital providers.

Small family firms differ from large firms in waytbat can affect their ability to meet their
need for finance as well as their capital structlitee need for control is said to have an
impact on the financial policies of small familyrfis. The relationship between small firms
as a customer and the bank or other potentialalgpibviders could be essential for the
financing process. For instance, Peterson anchRaf94) found that the primary benefit of
building close ties with institutional creditorstigat the availability of financing increases. It
would appear then, that entrepreneurs or ownemaggexs should develop good relationships
with their capital providers in order to improvecass to sources of funds suitably priced.
Specific technigues such as networks and relatipashay be useful in facilitating greater

access to finance.

2. Research Methodology Perspective

In this section an attempt is made to outline tle¢hmdological aspects of this study.
Different choices are discussed and motivatedlatiom to the research question and
objective of this study. The section will also @intthe research philosophy, research
approach, research design and research stratelis study as well as research time
dimensionThe aim with this study is to gain an understandindiow relationships,
networks, and entrepreneurs’ characteristics effapital acquisition and also capital
structure. Moreover, another aim with this studglgo to indicate ways to facilitate and

improve the capital acquisition of small familyrfis.



2.1 Research Philosophy
The way a researcher views the world or his/heosimdings by some means influences the

research philosophy the researcher adopts in hisgeearch project. There are three major
ways of thinking about research philosophy thapsithe way in which researchers think
about research process: Epistemology, Ontologyfamalogy (Saundergt al., 2007).
However, epistemology and ontology tend to wellsknan discussing philosophical issues

behind research.

According to Bryman (2008) and Saundetral. (2007), the concept of epistemology
concerns what is (or should be) regarded as addegdtaowledge in a field of study.
Epistemology is referred to “general set of assimngtabout the best ways of inquiring into
the nature of the world” (Easterby-Smétal., 2002: 31). This consideration grants the key
guestion of whether the social world can and shbeldtudied according to the same
approaches and procedures as the natural scieBiggsan, 2008). The discussion on
epistemology is often delineated three differenlgslophies: positivism, realism and

interpretivism (Saundeet al., 2007).

In a broader sense, positivism refers to the pbgbgal stance of the natural scientist.
According to positivist view, the research progessthrough developed hypotheses (derived
from existing theory) that will be tested and cdnited to further development of the theory
and requiring large number of sampling selectedoarly (Easterby-Smitkt al., 2002 and
Saunder#t al., 2007). Therefore, the main focus of positivisneonducting a particular
research through quantifiable observation socallitgeas well as dealing with generalization

through statistical analysis.

On the other hand, an interpretivist or social trmtsivist views the observer as a part of
what is being observed and human interests anm e drivers of science (Easterby-Smith
et al., 2002). Thus, a researcher with the interpratiiesw is likely to grasp the subjective
meaning of a particular social phenomenon as veeibahare interpretations of his/her
socially constructed. Nonetheless, the realisrmigheer philosophical stance. Realism
tradition presumes a scientific approach regartirighowledge development which is

similar to positivism tradition (Saundessal., 2007).



Ontology is termed as “assumptions that we maketabe nature of reality” (Easterby-
Smithet al., 2002: 31). Then ontology embraces two core qaisc®bjectivism and
subjectivism (Saundesrs al., 2007). Objectivism describes the view that aloentity and
phenomena have an existence that is external tal smtors whereas subjectivism considers
that social phenomena are created from the peorepsind consequent actions of those
actors. (Bryman, 2008 and Saundetral., 2007).

In this study the purpose is to develop hypothés@svestigate the impact of networking and
relationships on capital structure of small fanfilyns in Thailand. This is in line with

positivist and objectivist approach; then it becertiee main guiding philosophy in this study.
Furthermore, this is justified by the fact thativas theories have been applied to formulate

hypotheses which will be tested.

2.2 Research Approach
Generally, two research approaches are mainly enadevith inductive and deductive. In

relation to inductive approach, theory follows sfieobservations or data findings, which
refer to building theory (Bryman, 2008 and Hetiel., 2007). A general proposition or
conclusion is drawn from the basis of observatibpasticular facts or pieces of evidence

and also conclusion explains facts and the fagipat the conclusion (Cooper and
Schindler, 2003 and Zikmured al., 2010). On the contrary, a deductive approathds

logical process of deriving a reasoned conclusiomflogical generalization of a known fact
(Sekaran, 2003). Thus, a deductive approach rejele development of a theory and
hypotheses and designing research strategy tthtesst hypotheses essentially in quantitative
ways (Saunderat al., 2007). Furthermore, it typically moves from teneral to the specific
(Babbie, 2004).

In investigating the impact of networking and rielaships on capital structure, deductive
approach is applied. A substantial body of knowtetigthe area of small firm finance and
networking/relationships already exists. As wiedl basis for the development of a
theoretical framework and hypotheses were provigethe literature reviewed, making the
deductive approach possible in this study. It gggsted that | can get some pre-
understanding of the issue from the related the@rel conceptual framework. This

approach is considered as theory testing.



I will use original field data on relationships ametworking between owner-managers and
their capital providers to help illustrate and explthe mechanisms by which relationships
and networking produce outcomes. | therefore useidom sample of small family firms to
test the validity and generalization of the themaed hypotheses as well. In addition, the
financial theory and networks theory and also otkkxted theories described in the

theoretical framework will be compared to the emagirfindings of this study.

2.3 Research Design

Research in business can be classified into tlypesstof research design; exploratory
research, descriptive research and explanatorgétaresearch. (Saundetsal., 2007 and
Babbie, 2004). An exploratory study is aimed tandamiliarity with the phenomena in the
situation before developing a model and setting uigorous design for comprehensive
investigation (Sekaran, 2003). Therefore, the kagtgn conducting exploratory research is
to understand a new interest and insights thatigeahe researcher better clarification of the
general nature of a problem. Zikmuetdal. (2010) suggest that exploratory research is
characteristically a first step, carried out witle expectation that further studies will be
needed in order to gain more conclusive evideneeei@l techniques could be used in
conducting exploratory research such as througraliire review, discussing or talking to

experts in the field of study or focus group anskecstudy.

Descriptive studies are usually structured andifpalty designed to measure the
characteristics described in research questiorr @al., 2003). Descriptive research is
employed to provide descriptions of phenomena aratdteristics concerning a subject of
population, estimates of the proportions of a papoih that have those characteristics and
discovery of associations among different varial&soper and Schindler, 2003). In general,
the descriptive study is guided by an initial hypastis. Moreover, this type of research design

may be an extension of a piece of exploratory rebe@aunderst al., 2007).

For explanatory research, it concerns with deteinginause-and-effect relationships
(Zikmundet al., 2010). Moreover, explanatory research moves e gescription to seek to
explain the patterns and trends observed (Ticelmdt/eal, 1999). This kind of design can
be conducted through field experiment and laboya(iab).



Overall, three research designs are not defindependence then there is a connection and
overlap between these research designs. In thdg,dtam trying to understand complex
phenomenon in financing matters where small firnag mely on their networking and
relationships with capital providers. This studglésigned to describe the potential sources
of finance for small firms and also to investigdte impact of relationships and networks on

capital structure.

This study begins with exploratory research ankb¥ed by descriptive research. The first
stage, previous literatures about financial thepmetworking and relationships theories were
review extensively to understand the current phearmn and to narrow the research topic.
Besides, interviewing entrepreneurs and talkindpwitperts in the field were conducted to
narrow and refine research questions. Once a ttlsaework of this study was located and
related hypotheses were developed, the second st@gaescriptive research will be
implemented. The descriptive study is therefordiaggo analyze the related results by

testing the hypotheses and describing situatioevents.

The problem elaborated upon for this study canarelled by following a combination of
guantitative and qualitative approaches. Therlgitevide an understanding and create
knowledge through using interviews and observatiith relation to the first stage in
exploratory study, on the basis of the knowledgaaghfrom interviews, understanding can
be reached about the way owner-managers or enteymseapply networking and
relationships for the handling of their capital aisition problems. In a qualitative approach,
small samples are investigated using a large nuwibariables. However, in quantitative
large samples can be examined. Statistics are easiy used with quantitative data from
data collection process. It can be stated thatjtiaditative approach provides in-depth
(deeper understanding) of information, while thamfitative approach provides summary
information on many characteristics (Hetiral., 2007). As a consequence, these two different
methodological approaches fulfill complementanesoin the development of knowledge that

are useful here with the emphasis on quantitapeaach.



2.4 Research Strategy
Selecting alternative strategies of inquiry follotlue choice of research design. The research

strategy refers to the procedure applied to mesetareh aim and also answer research
questions that have been set (Sauneeals, 2007). There are a number of methods or
alternative strategies of inquiry from which toese#l experimental designs, non-experimental
designs (such as surveys), ethnographies, casestudmixed methods (Creswell, 2003).
For instance, ethnography is an approach of qtigktanquiry which attempts to learn about
the social and cultural life of communities, ingtiibns, and other setting that is investigative
and scientific (LeCompte and Schensul, 1999).Mblves the description of how people
believe, think, and behave in particular settingcérding to Bryman and Bell (2007),
ethnography can be seen as a process of joiningug gwatching what goes on, making

some notes, and writing it all up.

Case study refers to a strategy which providessaipiity to be close to the studied objects,
enabling rich description of events (Halinen andnféos, 2005). The case study approach is
characterized by the fact that few cases are exafirom many different aspects. On the
other hand, the survey research strategy allovesrekers to collect original data for
describing a population too large to observe dyg&abbie, 2004). This strategy is typically
associated with deductive approach and applied lsagrrocedure that is possible to

generate findings that are representative of tpopellations (Saundees al., 2007).

In this study, the survey strategy was utilizedibitiated by interviews. Prior to data
collection by survey, | travelled to Thailand tokaacontact with those who were able to
provide me with access to sources of data on damaily firms in that country. Then, the
first stage in this study was to carry out intewsewith small family firms’ owner-managers.

Additionally, these interviews served as a basistisequent descriptive study.

In the second stage, a large survey strategy igedpp collect empirical data.
Questionnaires were used to investigate and desezlationships, network practices and
aspects of trust among small family firms in ortieget information about the sources of
finance used by small family firms in their capiséducture. Furthermore, the survey was
conducted in order to collect information from angde of small family firms about firms’
owner-managers ability to meet their need for fmalresources by dealing with networks,

trust and business relationships. To get accegstémtial respondents, official government



agencies’ databases were used to gather contaatiafion. Owner-managers and/or key
informants from small family firms were identifiesthd asked to cooperate in filling out the

guestionnaire, which will be mailed.

The argument for choosing the survey strategy édid. Firstly, surveys provide quick,
efficient and relatively accurate means of assgssiiormation about the population.

Secondly, surveys are appropriate in cases where th a lack of secondary data.

2.5 Time Dimension

According to the research time dimension of thislgt it is theoretically possible to choose
between a cross-sectional and a longitudinal stBeipbie (2004) defines cross-sectional
study as a study based on observations represengimgle point of time while longitudinal
study is a study design involving the collectiordata at different points of time. Then the
number of times that data is gathered points ugligtenction between two dimensions. This
study employs a cross-sectional time dimensiont Bhiainvolves the investigation of
particular event or situation at a particular pahtime. Therefore, this study is exploratory
and descriptive research was set to describe thtermporary phenomena of determinant of
capital structure among small family firms, not @@ events over a period of time. In
addition, there is also a time constraint in PhiRigt A cross-sectional study is more

appropriate than longitudinal study.

3. Data Collection

Different techniques such as observation, strudtugemi-structured, in-depth and group
interviews, questionnaires and secondary data eapplied in the process for data gathering
(Saunderst al., 2007). The questionnaire survey was used asapyimstrument to gather
empirical data in this study. This section dealhwarget population, sampling procedure

and questionnaire development as well as pilotystud

3.1 Population and sampling procedure

The population for this study is a set of small ofanturing firms in Thailand. Given the size
of the entire population covered, | use only a@spntative sample in this study and it is not
include all small manufacturing firms in Thailarfithen the sampling consideration was

required. In sampling procedures, the process aaged out in the following steps.



First of all, the sampling frame describes thedfsall population units from which the
sample was selected. In this study, the samplespfanding firms was drawn from the
Institute for Small and Medium Enterprises Develepin(ISMED), an official government
agency who provides updated list of enterpriseb@fvhole country in trading,
manufacturing and service sectors. Next, therévemdypes of sampling procedure:
probability and non-probability sampling. Probadiit sampling can only be used where
each population unit has a known chance of beilegtsl in the sample. The sampling
procedure used in this study was probability samgpdiue to the sample frame is accessible
and clearly defined. Then, simple random samplinique was used in selecting the

sample.

Later, sample size was determined. Prior literala® shown that sample size selection to a
great extent is judgmentally decided. Rules of thubudget and time available and the
accuracy required of the results in particular,wagability of the population are the factors
that influence the number of sample size. Howethes,study employed statistical techniques
to determine the sample size in order to ascerggresentativeness and generalization of the
findings. Two statistical formulas were used tauo#te the number of sample size in two
steps: the minimum sample size needed and thel actogle size. Then, the actual sample
size and size of population were used to calctleesampling interval for obtaining the list

of sample from the sample frame. Lastly, the flistlof samples was selected by the simple

random technique for the administration of questares.

According to all samples drawn from all small maaif@iring firms in Thailand, only small
family firms will be used to analyze. The principlesed in the classification of respondent
firms are therefore discussed on the basis ofliheacter of the population referred to, which
is narrowed down into small family firms. Althouédmily firms are difficult to define given
the diversity of definitions in the literature, dirfamily firms can be described, for the aim
of this study, as firms where family members havesgantial ownership interests and

exercise control over a firms’ financing and otimeportant operating decisions.

In line with lbrahim and Ellis (2003), Sharretal. (1996), Chrismaset al. (1998), Chauwet
al. (1999) and Birdthistle (2003), | consider all $iffiams (10 - 50 employees) where more
than 50% of the equity is owned by one family apdrated by them. That is, the majority of

members of the management team will be membefseadwning family and one member of
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that family will be the owner-manager of the snfiaihily firm. The reason for stating the
proportion of 50% as the cut-off point is becaug®avides a controlling interest to these
families. This means that the firms in which mdrart half of ownership, voting and
management control is owned by a single family groufamily members, those firms are
likely to be managed differently from other smaifrfs due to this extensive family

involvement.

3.2 Questionnaire Development

A Self-administered structured questionnaire wakigped and used to collect data in the
large survey. The questionnaire was built up basethe theories with regarding to capital
structure of small firms, social networks theorgtwork contents, relationships theory and
family firm issues in previous studies. The questiovere designed to cover background
information of the family firm in relation to capitstructure decisions as well as the required
information originated from theoretical framewoidnepliant with proposed hypotheses. The
questionnaire encompasses the following major @esti(1) general information of firm (2)
sources of funds and capital structure decisionséBvorks and capital acquisition (3)
relationships with capital providers (4) networstin practices, (5) family firm issues and

ownerships (6) demographic information of respomden

The large survey for data gathering will be conddah Thailand where the sample group is
based. The targeted respondents are the owner-granafgsmall manufacturing firms. The
questionnaires will be sent to targeted respondéntsigh ordinary mail together with a
postage-paid reply envelope and a cover lettettifiyerg necessary information for asking
respondents to fill and return the questionnai@versely, in case of low response rate,
follow-up mail would be used to increase the respamate. The whole period of distributing

and receiving questionnaires is expected to bem@hmonths.

3.3 Pilot Study
Subsequent to the survey questionnaire was dewlapalot test was conducted with a

small group representative of the population tessshe questions validity and consistency
of the responses. Approaches to pretesting of guestire can be informal or formal which

is a replication and undertaken on a small scaden@yiet al., 1998).
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The questionnaires were pretested with nine smatiufacturing family firms. Respondents
were conveniently selected as statistical conditem@ not necessary in the pilot study
(Cooper and Schindler, 2003). Owner-managers & fitrms were asked to fill out the
guestionnaire accompanied by interviewed in ordeetine the meaning, understanding,
wording and formatting of the questionnaire. Durihg individual pretest, each of the
owner-managers and | went through the particulastjons to determine what they think the
guestions are trying to ask. Likewise, a list oésfions was used to check on pertinent issues

related to the pretest questionnaire.

The revisions were made based on the feedback, eatsrand recommendations from the
respondents. Therefore, respondents in the lamgeywill have no difficulty in answering

the questions.

4. Data Analysis

This section is aimed to illustrate analytical instents involved in the analysis of the data
collected. According to the survey instrument basedelf-administered structured
guestionnaires, the purpose of analytic methotts ¢®nvert data into information needed to
make decisions. The data will be coded and analgyadsing statistical software program,
Statistical Package for Social Science (SPSS).cohédence level of 95% is commonly
used and accepted in most researches. Sincetutisis mainly quantitative study, it is

necessary to determine what statistical techniglidog/used.

Basically, descriptive statistics and correlatitmrsthe key variables will be used to present
the characteristics and frequency distributionxafmreined variables. They will be used in this
study to provide a general overview of variablesdpestudied. Then, the analysis of
empirical data will be started with regression gsial (both multiple and logistic) which will
be used to analyze the significance of the relalignbetween differences in the amount of
capital acquisition through relationships, netwqgskactice and trust. Logistic regression will
be used to test if relevant variables of intenefftienced the probability of having debts or
equity. Multiple regression analysis will be utdit to test the developed hypotheses by
conducting regressions of the effects of networking relationships on various measures of

capital structure.
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Moreover, like most other business problems, chadquisition and structure are essentially
multidimensionalThey can be simultaneously influenced by many facithat is, the effect
of relationships and networking on small familyrficapital acquisition and structure may be
influenced by financial preferences, the efficienfyrust, the existence of social networks,
the form of relationships and entrepreneurial ottaréstics. Examining of those factors
simultaneously allows me to test for interactiofeets. Therefore, multivariate analysis;
factor analysis and structural equation modeling (8.) will be utilized in this study to
examine a series of dependence relationships @talir, 1998, 2006 and Tabachnick and
Fidell, 2007). For determinants related to ownenragers’ behavior in networking and
relationships, factor analysis will be utilizedrahgh the Principle Component Analysis
(PCA), to determine a minimum number of unobsemaoimmon factors. Moreover, S.E.M.
will be applied to distinguish which networkinglagonships and financial variables predict

capital structure decisions.
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