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ABSTRACT

This paper is based on research with family firms including over three hundred

interviews with owners, owner-managers, and managers working for family enterprises. It

examines the problems experienced by family firms, paying particular attention to the

psychological dimension. The advantages and disadvantages of operating a family firm are

reviewed. The subject of succession is given special consideration. The final section of the

paper deals with managing for survival.
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That business was built specifically for my family.

Anybody who wants to come in, there's an open place for him.

If the business is destroyed as a result of that, so be it.

Sam Steinberg

(as quoted in Gibbon & Hadekel [1990, p. 116])

Once upon a time there was a potter who made the most beautiful pottery in the

world. Everyone who saw his pottery immediately fell in love with it and wanted to buy it.

As a result the potter's shop flourished and became known far and wide. After some time,

demand for his products became so great that the potter started a factory and hired people to

help him make more of his products. He had discovered that it was impossible to do all the

work himself. As the years went by he employed more and more workers. Eventually, the

potter spent all day long managing the factory -- he no longer had time to make pottery.

Sometimes he longed for the good old days when things had seemed so much simpler and

he did everything himself. To be so dependent on others was not something he really liked,

particularly since very few people could live up to his standards of excellence.

The potter's way of looking at things became a problem because his need for

control had an effect on the growth of the business. Fortunately, his children were now

older and had begun giving him a hand. They became increasingly helpful in managing the

business. Although the potter was reluctant to let go, he began to realize that he really had

no choice. His health and endurance were no longer what they used to be. He had to trust

his children to do a good job. And he wanted to have them in the business -- it made for

continuity. He liked to see the family name on the building. For him, the business was a
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way of keeping the family together. After all, the reason for having worked so hard was to

create a better life for all of them.

When the potter died he left the company to his two sons and only daughter. Under

the three children the pottery plant and the sales outlets continued to prosper. More and

more plants were opened. The operation expanded across borders and diversified into

related products such as glass, crystal and silverware.

When the children's children became older they were also brought into the

business. Unfortunately, with so many family members around things started to go

downhill. The forces which originally had made for family cohesiveness began to

disintegrate. There were periods when those who could still remember would think

nostalgically about the good old times when the old man was in control. Everything seemed

so much simpler then -- one knew who was in charge!

The cousins and siblings began to argue about money, shares, power and

responsibilities: who got what and who made what. Envy began to rear its ugly head.

Eventually, what had started as mere bickering degenerated into bitter feuding. The two

brothers and the sister, their wives, husband, and children spent all their time and energy

fighting each other. Employees were forced to choose one of the many factions. Soon the

most capable employees began to leave. Product quality decreased, and customers stayed

away. Over time things went from bad to worse. In the end, the strife led to bankruptcy for

the company and the loss of the family members' personal fortune. Thus ended the potter's

dream, the family having gone from rags to rags in only three generations.

The people in this "fairy tale" didn't live happily ever after -- clearly, they made a

mess out of things. Unfortunately, the kind of scenario described in this tale is an all too
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familiar one for many family businesses. The problem is that family businesses have a

built-in Achilles heel in that there are two systems which interact: the family and the

business. And these two systems are not necessarily compatible. On the contrary, conflict

is quite common. Examples of family feuds are not hard to find. We need only think of the

Gucci family, one of Europe's great mercantile empires which became divided by

vendettas, shareholder fights and lawsuits. There was also the power struggle which took

place between the Steinberg sisters, the inheritors of the large Canadian shopping center

emporium, a fight which eventually ripped the family firm apart. And then there has been

the feud over money, power and honor at Galimard, France's most prestigious publishing

house.

Although the figures vary, it seems that only three out of ten family firms make it

through the second generation and only one in ten through the third. It has been estimated

that the average life-span of an entrepreneurial firm is only twenty-four years, the usual

length of time the founder is associated with it (Ward,1987).

Of course, some people may say who cares, why all this concern about family

firms? Isn't it in publicly held corporations where all the action is? However, those who

downplay the importance of family firms are making an enormous mistake. According to

some estimates, 80-90 percent of all businesses are family controlled. And here family

control shouldn't be taken in its narrowest sense: family control can imply that the family

has a significant say in the strategic direction of the company and in the appointment of a

new CEO.

The argument that these figures are misleading -- that they mainly apply to mom-

and-pop stores -- also doesn't hold water. For example, in the U.S. one third of the

Fortune 500 companies are family controlled. Family businesses account for the majority
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of jobs in most Western societies. In the U.S., some 40 percent of the gross national

product comes from family corporations (Danco,1982; Landsberg,1983; Dyer,1986).

Given the importance of family businesses to national economies, it is surprising

that more attention has not been given to what affects this type of firm. Managing family

firms raises a host of questions. Among those which need addressing are: what contributes

to the problems these firms experience? Are there some special dynamics characteristic of

family firms?

This paper is based on my work with family firms and interviews I conducted with

over three hundred executives associated with family firms, be it as owners, owner-

managers, or managers.

The Good News

For family members, one of the obvious advantages of working for a family firm is

often that it gives them a sense of being in control of their destiny. Running something in

which one has a personal stake certainly makes for a greater feeling of independence.

Moreover, the narcissistic pleasures of working in a firm that belongs to the family should

not be underestimated. There is something to be said for seeing one's name on the building

-- particularly if it is a well-known brand name. And this exhibition of the family name can

have other beneficial side effects. As one of the family members of a media conglomerate

once mentioned in passing, "the name I have has surely helped me in getting access to top

executives of companies who under other circumstances would have kept their doors shut."

The possible financial benefits should also not be underestimated. There is always the

possibility to be really successful financially.



7

These are some of the advantages which can be mentioned in the context of family

businesses. However, they represent just the tip of the iceberg. What other advantages

come to mind when thinking about family firms?

The Long-Term Perspective

In general, family firms tend to have a longer-term outlook toward their business.

This can lead to a greater sense of social responsibility. After all, they are not fly-by-night

operations; they are in there for the long haul. This means that family owner-managers may

have a different outlook vis-a-vis their employees, their customers, the community and

other important stakeholders. And this may positively affect the quality of their product.

The fact that the owners have their name on the building makes them more conscious of

their standing in the community and more jealous of their reputation.

In many instances, the company and its products affect the identity of family

members. To be associated with defective or inferior products becomes a reflection on the

self. Thus, short-term gains that will negatively affect standing will be singularly

unattractive. When for many generations a family has been producing wine, like the house

of Torres in Spain, or publishing books, like the Bonnier family in Sweden, members want

to be proud of a quality product.

Moreover, compared with publicly held corporations, family firms are not "slaves"

of Wall Street, haunted by quarterly results. As privately held companies they are under

less pressure from those quarters. Since there is less public scrutiny, they will have greater

independence of action. And the fact that family firms don't have to divulge as much

information can be a competitive advantage vis-à-vis other firms: it is not as easy for
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competitors to know what they are really up to. Those who have tried to get information

about famous "secretive" family corporations, such as Mars, the confectionery

manufacturer, Michelin, the tire maker, or C & A, the department store chain, know what

is meant.

Another positive side effect of privately held companies is that they don't have to

worry so much about take-over threats. There is less need to create elaborate schemes with

"poison pills" and "golden parachutes." Executives in family firms can save their energy

for other causes. Finally, it can also be said that family firms tend to be more resilient

during hard times, given their greater willingness to plow back their profits.

The Family Culture

This long-term outlook is reinforced by greater certainty about what kind of

leadership will prevail in the firm. When the succession process is predetermined by family

tradition -- when everyone knows who is next in line -- this may lead to greater peace of

mind for all executives concerned and consequently, to less political behavior in the

company.

The existing "family spirit" will very much determine the prevailing attitudes,

norms and values in the company through the generations. This often strong family culture

can be a source of pride. It will create a common purpose for employees and it will help in

establishing a sense of identification and commitment, which can in turn produce great

motivational benefits.

To give an example, the kind of corporate culture which permeates Herman Miller

Inc., the furniture manufacturer, has become legendary. The company was started in 1923
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by D.J. De Pree, who was succeeded first by his son Hugh and then by his son Max. This

company has repeatedly been listed as one of the best managed companies in America. At

Herman Miller Inc. we can find a group of people strongly committed to the beliefs and

ideas of the senior family members, particularly Max De Pree. Herman Miller Inc.

employees share the family's outlook toward customer service, quality and productivity

(Labich, 1989). However, it is a covenant which goes both ways. The family has a strong

belief in the potential of people. This belief is backed up by a set of rights which determine

the psychological contract between workers and management. Included in the "ground

rules" for working at Herman Miller Inc. are the right to be needed, the right to be

involved, the right to understand, the right to affect one's own destiny, the right to be

accountable, and the right to appeal.

This focus on rights isn't mere talk -- it affects everyone's pocketbook. The

company has a long-standing Scanlon Plan whereby workers are cut into the financial gains

which result from their suggestions to improve design, customer service, quality and

productivity. Herman Miller Inc. has gone public and there is a stock option plan. One

hundred percent of the regular employees who have worked in the company for at least a

year own company stock. And there are even "silver parachutes" for all employees in case

of an unfriendly take-over, not just golden parachutes for top management like in other

companies (De Pree,1989).

Herman Miller Inc. is also a good example of a family firm tending to be less

bureaucratic than an equivalent publicly held one. The family culture makes a firm much

less impersonal. As employees feel like a part of the family, it may facilitate access to

senior management. For example, at Herman Miller Inc. even the lowliest production

worker had no difficulty knocking on Max De Pree's door. Such an atmosphere will

expedite decision making and will lead to greater flexibility in the way things get. done.



Knowing the Business

Another important competitive advantage can be the extensive expertise family

members have. After all, they have been in contact with the business from early childhood

onward. Breakfasts, dinners, walks, family gatherings, and summer jobs in the company

have all been opportunities to learn more about the business.

One executive mentioned how as a child he would take long walks with his father

during which they would visit stores to look at the products of the competition. Afterwards

his father would ask him which products he liked most. They would have lengthy

arguments about each product's quality. This man felt that the expertise gained during those

visits proved to be invaluable later in life.

This kind of knowledge may give family members a head start in comparison with

executives entering the business later in life. Such early training for the business is one

argument put forward to explain the at times puzzling appointments of very young family

members to senior positions. However, this "age inappropriate" influence in the business

can have a beneficial effect, in that it may lead to a rejuvenation of what may have become

an arteriosclerotic group of top executives.

The Bad News

Obviously, there cannot only be good news. Family firms certainly have their

disadvantages. What quickly comes to mind are some "technical" difficulties which

accompany family firms. The tax code covering inheritance can create problems concerning

the continuation of the firm. Another obvious problem is that family corporations usually

10



11

have greater difficulty obtaining access to capital markets. This may eventually lead to

problems with growth.

Sometimes the way family firms are organized comes across as very confusing. To

outsiders their organization chart may often look very messy. Authority and responsibility

may not be clearly defined; jobs may be overlapping. Executives may hold a number of

different jobs. The decision-making hierarchy may be completely ignored, bypassing being

more the rule than the exception.

If one interviews people in family firms, however, one quickly finds out that many

of the key problems tend to be of a psychological nature and center around issues such as

the fit between the leadership style of the senior executive and the company's stage of

development, the overflow of family conflicts into the business, coalition politics among

the family members which detract from the substance of the business, and, last but

certainly not least, the question of succession.

All these problems can turn into high drama. At times, life in family firms resembles

soap operas taking on the mantle of Greek tragedy. King Laius, Jocasta, Medea and

Oedipus are regular guest stars on the family cast list. Given the repetitive nature of these

problems, a closer look would seem to be warranted.

The Question of Nepotism

If we look at the problems associated with family firms, the word nepotism comes

immediately to mind. We can frequently observe how family logic tends to overrule

business reason. In many instances family members are welcome regardless of their ability

to contribute to the business. Senior owner-managers of family firms often show a
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remarkable capacity for not wanting to see the weaknesses of their beloved sons or

daughters.

To be a non-family member working under a person who is clearly incompetent is a

highly unattractive position. When there is an imbalance between contribution and credit,

there is no longer be a feeling that equity is maintained. And an absence of fair play can

undermine one of the pillars of corporate culture: the existence of feelings of trust. A lack

of trust will negatively influence the climate of the company and affect job satisfaction,

motivation and performance.

This situation is particularly ironic if, as is often the case in many family firms, a

high level of commitment is demanded from non-family members. Such a demand is

acceptable if credit for work well done is given accordingly. But it may be inappropriate if

the existing incentive system is heavily biased toward non-contributing family members. If

that is the case it becomes difficult to attract capable managers, a development which may

endanger the future of the company. And the people who are willing to stick around may

not be the ones the company needs to have.

To illustrate, in a well known international firm in the apparel business, the

president of the company (encouraged by his wife) was completely blind to the

incompetence of his only son. Having survived a coronary, he placed his son -- who had

been busy flunking out of every school he had been sent to -- in a senior position in the

company. The behavior of this son quickly soured the atmosphere in the company. One of

the bad habits he had was to lay the blame for whatever mistake he had made (forgetting

appointments, not following up on clients, wrong allocation of resources) on others: it was

never his doing. Eventually, many of the more competent employees couldn't take it any

longer and left the company. An acquisition by his son (against all advice) of a firm with
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outdated product lines and obsolete machinery, which put the company in the red, finally

opened the eyes of the father-president. It made him realize what really had been going on

and led him to reassert his control over the business.

The "Spoiled Kid" Syndrome

The previous example is a good indication of what can be referred to as the "spoiled

kid syndrome." This phenomenon can most clearly be observed among children of

company founders, where one type of scenario typically tends to repeat itself. The principal

actor on this stage is the hard working entrepreneur who is completely obsessed by the

business. He works day and night, thinking about nothing else. Obviously, such a lifestyle

will give him very little time to devote to his family (it usually is a man). Although he is

somewhat aware of it, he cannot really help himself. The demands of the business (or at

least his perception of them) are just too overwhelming. He will rationalize his behavior by

saying that he is doing it in the best interests of the family. He cherishes the notion that,

because of his efforts, everyone will be better off. He doesn't seem to realize, however,

that he may be cannibalizing that very future: there may be no "later on." What can often be

observed is how such people gradually become estranged from their wives and children.

Whatever the exact script may be, due to this kind of behavior feelings of guilt

come to the fore. A common way of dealing with such feelings is to start "bribing" the

family members. This can be looked at as a kind of pay-off for not being available

emotionally or otherwise. The pay-off may start with a big teddy bear when the children are

young and eventually change into sports cars, jewelry, expensive vacations, or

condominiums. Unfortunately, these gifts will never replace the attention missing during

childhood. At the same time, handing out material possessions becomes for the donor a
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form of making up for personally experienced hardships. He is giving to his children what

he once longed for himself.

In trying to create a better life for their offspring, such people are full of good

intentions. Unfortunately, possessions become the overriding criteria, not a set of well-

internalized values, feelings of affection and mutual respect. And this pursuit of material

possessions may eventually turn out to be a real Faustian bargain.

A good example is the Steinberg family feud, which captured the headlines of many

newspapers, between the daughters of the builder of a shopping center empire (and their

husbands) for control of the business. In their book, the journalists Gibbon and

Hadekel(1990) concluded from their interviews with the principal players that "the girls

were spoiled rotten." Their father, Sam, "was so generous with his girls, lavishing them

later with clothes, cars, condos in Florida." According to Gibbon and Hadekel, "when it

came to his daughters, his pockets were deep; there was nothing they couldn't have. They

would never know the life Sam Steinberg had lived growing up in a crowded, unheated flat

on The Main." (p.95).

The question becomes how much attention Sam Steinberg and his wife Helen paid

to the more intangible needs of their daughters. Not much importance seems to have been

given to the value of education, business training and social responsibility. The notion that

authority and responsibility should only be granted after proven accomplishments was not

applied to family members. The results became catastrophic for the survival of the company

given the power the daughters would later wield as the major shareholders of the company.

The stage was set for dangerous interference in the company affairs given their lack of

understanding of the business. Moreover, the rivalry which existed between the sisters --
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suppressed as long as their father was alive -- didn't help. It would eventually lead to the

company's break-up.

The War of the Roses

If parents have not been sufficiently available emotionally, this absence can have

serious repercussions later on in life. Children may start to fight for whatever little ''quality

time" is available. From very early on they may have become expert judges in who is

preferred over whom in the "love equation." And these early feelings of envy and jealousy

are not easy resolved -- they will continue to remain troublesome throughout life.

In the process of growing up, siblings increasingly separate and choose their own

course in life. If family members go their separate ways, certain irritants from childhood

will not so easily flare up. But that may be less the case when there is a family firm. For

many different reasons parents may use emotional blackmail to induce their children to go

into the business. Consequently, in one form or another, family members may be stuck

with one another. They may feel locked in. And they may end up in a vicious circle

whereby certain family conflicts endlessly repeat themselves. The old "games" of

childhood may continue in the firm.

While publicly held organizations aren't always paragons of rational behavior,

family firms -- given the greater likelihood of emotional drama -- certainly aren't. Irrational

decision making can become rampant. Old wounds may be reopened; others may never

have had an opportunity to heal. Decisions may be made on an emotional basis only, not

according to sound business sense.
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What happens is that family members may become trapped in situations of highly

concentrated risk, not just financial but particularly emotional. When love has been a scarce

commodity during developmental years, the stage is set for internecine strife. Which are

family and which are business disputes tends to become confused. Since these disputes

have their origin in early childhood, they can become extremely messy and far more

difficult to disentangle than would be the case in publicly held corporations.

A good example of numbing fraternal strife is the saga of the Horvitz brothers,

heirs to one of America's largest fortunes: a $700 million newspaper, cable television, and

real estate empire. After the father passed away, fighting about who would gain control of

the business reached a new crescendo, particularly after the mother, who had acted as some

kind of peacemaker, died. Accusations and counteraccusations were thrown back and

forth. Fist fights were par for the course. Lawsuits resulted in years of legal wrangling. As

a son of one of the three brothers said: "Decisions were based on how the [brothers] felt

when they were twelve." (Gubernick & King, 1987, p.81)

Factional infighting can become extremely complex in family firms which have

survived a number of generations and are run by large families. Obviously, maintaining a

cohesive family unit becomes more difficult as the generations spread out. The danger is

that too much time will be spent on conspiratorial activities and not enough attention paid to

the substance of the business. When envy takes over from reason, the politics of

succession may become a major pastime.

King Laius Revisited

The question of the emotional unavailability of the entrepreneurial father is not the

only one: we must also consider the effects of this person's often domineering behavior on
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his children (again, it should be stressed that these phenomena are more applicable to male

founders of companies than to females in the same position). It is not easy to live in the

shadow of such captains of industry.

In his autobiography, Thomas Watson, Jr. of I.B.M. remembered coming home

from school in tears (he was not much of a student) saying that he couldn't do it, referring

to the general expectation that he, as the oldest son, would take over the business from his

father, Thomas Watson, Sr. He had always found it difficult to live up to his father's

expectations. He saw his father as a giant of a man who made him feel inconsequential.

He was convinced that he was lacking in some way and always felt a deep uncertainty

about his ability to deliver.

Watson Jr., recalled bouts of depression as a child, which were often accompanied

by asthma attacks. His childhood experiences were worsened when he noticed how

everyone would bow and scrape and try to ingratiate themselves in his father's presence.

He compared his father to a blanket covering everything. He recalled how he and his father

had had terrible fights which frequently led to the brink of estrangement. Later on, as

president of I.B.M., Watson, Jr. would perform a ritual on the anniversary of his father's

death: he would take stock of what the company had accomplished and tell his wife that he

had managed yet another year alone (Watson Jr., 1990).

Many entrepreneurs seem to have experienced a symbolic "Oedipal victory" in that

they have gained the major portion of their mothers' total love and affection, thus

bypassing their fathers. However, they will not allow a similar "triumph" for their son(s).

Instead, some entrepreneurs will go to great efforts to belittle their sons, continuously

cutting them down. Consequently, some sons may give up, do poorly at school and
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behave irresponsibly, becoming the antithesis of their fathers, be it temporarily or

permanently.

Of course in describing these psychodynamic processes it should be stressed that

such happenings are not necessarily of a conscious nature. However, conscious or

unconscious, the experience is emotionally devastating.

The relationship of the first Henry Ford with his son Edsel is a particularly good

illustration of a destructive father-son interaction pattern. Their relationship was

characterized by an enormous amount of ambivalence (Jardim, 1970). Henry Ford was in

the habit of building his son up at times but also going out of his way to humiliate him. A

major frustration for Edsel was his father's continuous rejection of his well-thought-out

plans to improve products and conditions in the company. Instead, Henry Ford preferred

to listen to people who were brutalizing the work environment. Edsel never seemed to be

able to stand up to his father, who preferred to portray his son as weak, not very

competent, "too fond of cocktails and decadent East Side living" (Lacey, 1986, p.395).

The strain of this relationship led to ulcer problems for Edsel, and eventually to his

premature death from cancer. Actually, when Edsel died, his wife told her father-in-law in

a fit of anger that he had killed his own son (Lacey, 1986, p.403).

The example of the Fords isn't unique, although most father-son relationships do

not come to this kind of tragic ending. In comparison, father-daughter, mother-daughter

and mother-son relationships in business seem to be less conflict prone. But given the

current scarcity of case examples of women presidents, it may be wiser to suspend

judgment for the time being.
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The Ghost of the Pa dront

It may also be noted that family firms are more prone to autocratic rule. As has been

mentioned, founders of family firms tend to be domineering personalities. After all,

without their dominance and persistence the company would never have gotten off the

ground. Their presence and their behavior give the company its particular flavor. In many

such companies a paternalistic attitude may prevail. But what may have started off as well

meaning may not only end up as extremely stifling but also at times perverted.

A good example of such a : .velopment is the house of Krupp, a four-hundred-

year-old dynasty which armed Germany in four major wars. For generations, members

were guided by Alfred Krupp's' Generalre guladv, the concern's basic constitution. In this

constitution dated 1872, the absolute obligations of the Kruppianer were spelled out in

great detail. It said among other things that the house of Krupp was entitled to receive from

its workers full and undivided energy, punctuality, loyalty and love of good order. On the

other hand, a Krunpianer who ran up debt would be sacked; any man five minutes late

would lose an hour's wages; trouble-makers would be expelled forever. But the

Kruppianer were entitled to health services, an emergency relief fund, pension schemes,

low-cost housing, non-profit retail outlets, and homes for the aged. The point has been

made that in its social welfare policy, Krupp was ahead of its time (Manchester,l968).

Unfortunately, this paternalistic attitude became a travesty during the Second World War,

when the company willingly used almost 100,000 prisoners of war and concentration camp

inmates as slave laborers.

The Krupp dynasty may be a very extreme example of paternalistic, autocratic rule.

However, lesser examples of such practices are not that difficult to find. One can

hypothesize that people willing to work under such conditions may possess many of the
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characteristics of what has been described as the dependent personality (Kets de

Vries,1989). They may be more of the "yes-men" type. The question becomes if these are

the kind of people who can be stretched and move the company forward.

A company haunted by the "ghost of the nadrone" can also often be quite secretive,

conservative and traditional. Consequently, it may become too inward looking, ignoring

developments in the environment. Naturally, such an attitude doesn't foster change and can

seriously endanger the survival of the firm.

Milking the Business

When a number of family members are working in the firm and not adding value,

this can put a serious financial strain on the business. The danger is that the company may

turn into some kind of "welfare institution," giving family members something to do, a

place to visit away from home, without actually engaging them in any meaningful work.

Most companies cannot afford to have too many such people around. Apart from being a

drain on the business, having such unproductive people hanging around the company can

lead to serious morale problems.

In one consumer products company, three of the five family members were

drawing large salaries, using company-chauffeured cars and planes, and living in

company-financed luxury apartments. However, their contribution to the company's

success was marginal at best. The occasional hour at the office did more harm than good.

Most of their time was spent at their hunting club or on the golf course, which were

financed through company memberships. When the economy turned sour and the company

went into the red, these individuals refused to accept the new reality. In spite of warnings

by a company adviser that they had to disengage themselves from the company and pursue
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more productive avenues given the threat of imminent bankruptcy, the family members

refused to deal with this information. In due course, the company went bankrupt.

The Succession Conundrum

As we have seen, there are quite a few problems associated with family firms. The

most insidious ones, however, usually center around the question of succession.

Roadblocks

There are many barriers which may hamper successful succession planning in

family firms. The explanation for this phenomenon -- if one really wants to go beyond the

superficial -- is the difficulty many people have in accepting the reality of their own death.

The realization of one's mortality arouses a lot of anxiety. For many, it is not easy to accept

the ultimate narcissistic injury: the disintegration of the body. Some presidents of family

firms (particular founder-owners) act as if death can happen to everyone except to

themselves. To talk about their death becomes a taboo. Breaching the topic is viewed as a

hostile act which may be interpreted as a wish to have the person in question dead. Given

the fact that in moments of anger children may have wished their parents dead (which may

have resulted in strong feelings of guilt), as adults they often choose to suppress or even

repress such thoughts altogether.

What may add to this conspiracy of silence is the fear on the part of the owner's

children of abandonment. They may wonder whether they will be able to hack it without

the parent being around. If there are several offspring, they may have concerns about who

is going to be the primus inter pares. Some may be afraid -- and often for good reasons --

that a conflict will break out into the open when the parents are no longer there to take on
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the role of arbiter. They consequently prefer to let matters slip rather than facing succession

problems head-on.

The fact that the company is so much of a symbol may aggravate the problems

around succession. For many founder-managers the enterprise itself has become part of

their core identity. Given their dependence on the company for self-esteem, such persons

may ask themselves if their successors will respect their legacy or destroy what they so

carefully built up. Such thoughts can be very disturbing. Shakespeare's King Lear

symbolizes all too well what can happen.

For some of these people it is very difficult to let go of the power which comes with

the job. They may have become addicted to all the tangible and intangible benefits attached

to it. Think only of Serge Dassault of Dassault Enterprises, the French airplane builder,

who was 61 before he took over the chairmanship from his father. Thomas Watson, Sr. of

I.B.M. handed over the reins to his son only when he was 82 years old. Armand Hammer

of Occidental Petroleum has been another good example of a person with great difficulty in

grooming a crown prince. And in some instances it is not only the CEOs who have

problems in letting go, but also their spouses. The latter may have become used to all the

"goodies" which go with the job.

Facilitating Forces

Fortunately, there are quite a few forces which push in the other direction and

facilitate the succession process, tax legislation being a good example. Unless one wants

the estate to be burdened by high inheritance taxes -- which may endanger the continuation

of the company -- it is better to take some preventive steps and transfer ownership to the

next generation in plenty of time.
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Another often effective, but not very attractive facilitating force is that the person in

question starts having problems with his or her health. Actually, given their personality

make-up, entrepreneurs can be masters in distorting unpleasant reality. Cynically, it can be

said that nothing helps a stalemate about succession as much as a mild coronary. When one

is lying in the hospital it becomes somewhat more difficult to deny the possibility of death.

In such situations, spouses, confidants, or board members can often give that extra push to

help the person overcome his or her reluctance to let go.

A more positive force is the wish to see a continuation of the business. In theory

such a wish seems obvious. To act accordingly, however, is a whole different matter. It

takes a certain amount of maturity and wisdom to really make it happen. One needs to have

acquired a sense of generativity, the capacity to obtain vicarious pleasure from seeing the

next generation doing things on its own.

The Theater of Choice

The number of options available in deciding on succession in a family firm are

considerable. Should the primogeniture rule be applied? What if the oldest child is not the

most capable one or not really interested in the business? What about meritocratic

nepotism? If some form of nepotism is going to be inevitable in family films, at least one

should make the effort to pick the best family member available. Will daughters be in the

running? But that can make the situation quite messy. Sons-in-law may want to get into the

picture. And if they work in the firm, real problems may start in the case of a divorce.

Moreover, given the symbolic, emotional value many people attach to names, there remains

the problem that sons-in-law have a different name. Consequently, sons-in-law are not

welcome in some family firms.
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There are other more imaginative, but not always practical solutions to deal with the

problem of succession. It is even possible to encounter some instances of shared

management or some form of management rotation. Of course such a philosophy brings

with it the danger of organizational paralysis. In such situations complementarity of skills

becomes a plus. To make this work, a lot of trust among the different family members is

needed.

Then there are interim solutions. A typical one is to put a trusted employee in the

saddle for a specific period of time. This person may be appointed as keeper of the "family

heirloom," at least until a family member is groomed to take over. Of course, a more

dramatic solution to succession is to bring in professional management. At times, a

"neutral," non-family member is the only person capable of balancing the interests of the

different factions which make up the family.

Given the potential for a spill-over of family strife onto the company, another quite

popular and effective solution is to divide the business. One way to go about it is to put

each child in charge of a division or department. A more Draconian approach is to really

divide the business into separate companies and give one to each family member.

Frequently the added value will be much higher if this option is chosen. Moreover, it is

often the ideal solution for keeping potentially quarrelsome family members apart. Other

possibilities which can be mentioned are selling the business, going public, or choosing

liquidation.

Of course, a final issue will be who should make the choice of the successor.

Should it be the outgoing president? Should it be the family council? Should it be the Board

of Directors? Does it have to be all the parties combined? Should one give the children the

opportunity to choose among themselves? There is no perfect solution. Given the existence
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of some very powerful psychological processes which may blind the outgoing president, it

is important, however, that he or she should not be the only decision maker.

Managing for Survival

The role of a family council is crucial in preventing the company from becoming

one of the casualties in the family firm drama. The council must define the "rules of the

game" for the family.

As a caveat concerning family councils it should be said that, although such

councils are the right forum to bring up certain key issues, decisions eventually have to be

made. In business life more than in many other situations speed is a competitive advantage.

Unfortunately, coalition politics, speed, and effective decision-making usually do not go

together. Although a certain amount of politicizing is an inevitable part of organizational

life, it should be kept to the minimum. Unless there is one domineering family member

(because of personality or ownership) or a dominant coalition with complementarity of

interest, there remains the danger that family councils start to resemble elective politics,

leading to situations where compromise candidates, not leaders of men, gain the upper

hand.

In an effective family council the very first task is to decide what members want to

accomplish. What is the overall family vision? Are they going for continuity of the family

regime? Do they want to go public? Do they want to sell the business? Decisions have to be

made about these issues.

Certain rules have to be articulated as well. For example, how should non-active

family members be dealt with? How can people get out and cash in their shares? Is there
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going to be some kind of "shotgun" clause as a way of getting a fair price in case of serious

disagreements?

How are family members going to be selected for promotion? The question

becomes who is going to decide who has what it takes to occupy senior positions. As we

have seen, parents can be remarkably blind when it comes to their offspring. It will be

extremely important for certain specific criteria to be established in order to select the

company's future leadership.

In the case of such "family" succession planning, a carefully thought-through

management development program should be put into place. A need analysis should be

made, paying attention to what the company will require in the future. And, in setting up

such a management development plan for the next generation, expectations must be

clarified. What will be a given person's responsibility? How long will it take to obtain a

senior position? What has to be achieved to get there? What will the compensation be like?

It is also highly recommended that candidates acquire some outside experience before

committing themselves to the family firm. Doing so is invaluable for reasons of self-

esteem; it will give these persons the feeling that they could have done things on their own,

not just because of family connections.

The family council should also decide on the rules of retirement for senior

executives. As has been indicated, letting go can be a most wrenching process. Decisions

have to be made as to when it will be time to hand over power to the next generation. When

this happens the appointment of "clones" should be avoided. In today's turbulent

environment, doing so may endanger the survival of the firm. What may have been the

right criteria in the past may be completely inappropriate in the future.
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In order to prevent organizational myopia it becomes a sine qua non to trust

"outsiders." Without the help of outsiders the manpower supply can become awfully slim.

And to make the company attractive to outsiders it is important that public company

practices be followed: the human resource management systems in the family firm should

be compatible with those of public companies. For reasons of equity and in order to avoid

destructive envy, it is extremely important to carefully design incentive systems for non-

family members. Here, an important question becomes whether non-family members will

be given shares in the company.

Other "normal" company practices should be put into place. Strategic planning

should become a matter of course. Boundary management is essential in that roles and

responsibilities should be clearly defined. Having a well-defined division of labor will go a

long way in preventing conflict.

A corporate culture which is relatively open and not very politicized has to be built

up, where people are not afraid to speak their minds and where, through delegation, people

have a certain amount of control over their lives. True professionalization of management

can only occur when people have the feeling that non-family members can also reach senior

management positions and not that they are exclusively reserved for the family.

In order to keep the company on course, an independent-minded Board of Directors

will be needed. The importance of professional advisers should also be emphasized. They

can take on the role of gatekeepers helping to move family dramas outside the company as

much as possible. These people can play a major role in creating boundaries between

family and business life.
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But as those who have experience with family firms know all too well, maintaining

this separation can be an uphill struggle. It may, however, very well be worth it. Working

with or for family firms can be an enormous challenge. As in many families, family firms

usually have enough drama to keep people on their toes. One certainly doesn't get bored.

When things go well, they can go very well, although the opposite is also true.

For the psychologically minded, family firms offer a tremendous variety of issues.

The excitement lies in detecting patterns. In that respect we might well heed the words of

Tolstoy, who said in his novel Anna Karenina, "All happy families resemble one another;

every unhappy family is unhappy in its own way."
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