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 ‘Family firms are crucially important for Europe. They make a significant contribution to 

Europe’s GNP and employment, and tend to be great innovators, with a longer-term vision. 

They also tend to be firmly rooted in their regional and national culture, displaying the sort 

of European values that we all share.’ 

José Manuel Durão Barroso, President of the EC, 2012 

 

SOCIO-CULTURAL DIMENSIONS OF EFFICIENT SUCCESSION IN FAMILY 
FIRMS 

Issue mapping and anchoring 

This module helps to develop profound cultural and relational awareness to effectively 

support the sustainable development of family business in the context of intergenerational 

succession. 

The aim of this module is to provide students with an understanding of the socio-cultural 

issues, dimensions and tensions (internal and external to the firm) which have an impact 

on family businesses, so that students can design and implement effective strategies to 

support the organisational and personal development of family firms. 

 

Overview of the module 

Key questions Tools and Decisions Helping to Find a 

Response 

What kind of problems do you see in the 

relationship between family and firm 

now? What kind of problems could 

emerge in the near future? 

Holistic vision of the firm, propriety, family 

and their specificity, dynamics, typical 

problems and traps. 

What is needed to strengthen the firm 

and make the family the strong point for 

the firm? 

Values of responsible ownership and their 

transmission; 

Meritocratic principles for family and non-

family; 

Recruitment and growth of non-family 

talents; 

Delegating powers and managing 

organizational ambiguities; 
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Planning and reporting systems 

How should the family prepare the 

younger generation for future 

responsibilities? 

Using external consultants and members of 

the oversight council; 

Planning for the subsequent stages of the 

firm’s growth; 

Educating and increasing the competence 

of an entrepreneur and managers; 

Managing intergenerational cooperation; 

Selecting future leaders and preparing 

them for the succession; 

Deciding about possible external co-owners 

and consultants 

How can they strengthen both the family 

and the firm and manage personal and 

intergenerational dynamics? 

Selecting the firm’s assets; 

Planning for the future transfer of the 

propriety to the future generation; 

Forms of cooperation between family and 

other shareholders; 

Managing conflicts and improving the 

communication process; 

Family constitution 

How do they build ties between the 

family, firm and the community to 

achieve a solid basis for the 

development of family firm? 

Constructing links between family values 

and the firm’s community involvement; 

Choosing the direction and forms of the 

family firm’s involvement in the community; 

Motivating employees for altruistic 

involvement; 

Communicating the community’s work to 

the society 
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Content 

Introduction 1: General overview of family businesses, focusing on socio-cultural issues 

and dimensions; 

Introduction 2: Interdependencies: Family in the firm and the firm in the family; 

Task 1: Divergent cycles: How to coordinate the transformations of the firm and the 

development of the family 

Task 2: Intergenerational Tensions: How should intergenerational relations be managed in 

order to prepare the successors and reduce intra-family tensions? 

Task 3: Managing communication processes: How does the the quality of communication 

influence the sustainability of family firms by diminishing the potential for conflicts? 

Task 4: “We and others”: How do the internal rules (informal and formal) of the company 

influence the selection of employees in family firms and their motivations? 

Task 5: “Embedded in the community”: How are family firms are perceived by community 

(by society) and by policy makers? 

 

Introduction 1: General overview of the main features of family 
businesses, focusing on socio-cultural issues and dimensions 

Evaluating the impact of national culture (cultural factors) on entrepreneurship, willingness 

to take risks, and attitudes to private business in general and family businesses in 

particular. 

According to the position prevailing in the literature, what specifically defines family 

businesses is ownership by one family and the involvement of an entrepreneur’s family in 

the running of the business. In a family business, the family and the firm/business have a 

multi-dimensional interaction which influences the way the business functions, the way it 

uses resources and its economic effectiveness. 

Researchers treat family firms as a system composed of three separate subsystems:  

a) Family; 

b) Enterprise (managerial system, economic system); 

c) Ownership. 

Each of these subsystems (see figures below) has specific limits, rules of behaviour and 

goals, and these roles are defined. The individual subsystems of the family enterprise also 

each contain specific elements and have their own characteristic features:  



ERASMUS+ KA2 Strategic Partnership 

2014-1-HU01-KA200-002307  
INtergenerational Succession in SMEs' Transition – INSIST 

 
 

 
 This project has been funded with support from the European 

Commission. 
The European Commission support for the production of this 

publication does not constitute endorsement of the contents which 
reflects the views only of the authors, and the Commission cannot 

be held responsible for any use which may be made of the 
information contained therein. 

5 

 in the family subsystem, its constitutional elements are the current family members 

(G1) and their next generation (G2). This subsystem is based on emotions and it is 

oriented towards upbringing, smooth growth, and ensuring stability and security. It 

is predominantly focused on the wellbeing of family members and relies on informal 

relations. 

 in the economic subsystem (in the firm), the constituting elements are employees, 

managers and customers and its task is to achieve the predefined set of business 

objectives. This subsystem is formal and customer-oriented; 

 in the ownership subsystem, the constituting elements are all the enterprise owners 

- both those who are family members and those who do not belong to the family. 

Thanks to its existence the enterprise management can be appropriately selected 

and it is also possible to create the convincing mission of an enterprise as well as 

to set its objectives. 

 

Figure Three Subsystems: Three Overlapping Perspectives on Family Business 

 

 

Source: (Hatten 2003, p. 189); (Cohn 1992, p. 34) and (Jaffe 1990, p. 27). 

 

Introduction 1.1. Cultural and social factors 

1. Mapping the differences in cultural factors across societies 

 The analysis of some main features of family businesses, focusing on cultural 

factors. 

Family 

(F)  

Enterprise 

(E) 

 

 

 

 

Ownership 

(O) 

FE 

FO EO 

FEO 

Notes: 

 

FEO – the founder of the enterprise 

and their heirs, working and having 

ownership rights.  

FO – the members of the family who 

manage part of the enterprise but do 

not work in it. 

FE – the members of the family (i.e. 

children) who work in it but have no 

ownership rights. 

EO – people who do not belong to 

the family, working in the firm and 

having the ownership rights (i.e. 

shareholders) 
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 Diagnosing the impact of cultural variables on family firms - basic approaches; 

 Increasing awareness of the impact of culture on family business; 

 Building culture in a family firm, taking account of broader cultural factors. 

 

2. Cultural factors and their possible impact on family firms 

The Hofstede analysis of the dimensions of national cultures (Hofstede, 2001(1980) and 

1993) is considered a good starting point for an analysis of business culture. According to 

Hofstede, the values that distinguish countries (rather than individuals) from each other 

can be grouped into four categories. They deal with four fundamental dilemmas which are 

each common across different national societies, but are handled differently, which gives 

rise to some of the differences between national cultures. These dimensions have been 

labelled: Power Distance, Uncertainty Avoidance, Individualism versus Collectivism, and 

Masculinity versus Femininity. For business studies, the most important are uncertainty 

avoidance and long-term orientation.  

Uncertainty avoidance deals with a society's tolerance for uncertainty (stemming from an 

unknown future) and ambiguity. It indicates to what extent a culture programs its members 

to feel comfortable or uncomfortable in unstructured situations. Unstructured situations 

are novel, unknown, surprising, or different from the usual. Uncertainty-avoiding cultures 

try to minimize the likelihood of such situations arising by creating strict laws and rules, or 

imposing strict safety and security measures. People in uncertainty-avoiding countries tend 

to be more emotional, and motivated by inner energy. The opposite type, uncertainty-

accepting cultures, are more tolerant of opinions different from what they are used to, and 

try to have as few rules as possible. Studies conducted by Mueller and Thomas (2000) and 

earlier by Davidsson and Wiklund (1997) tend to confirm that cultures characterized by a 

low level of uncertainty-avoidance score higher on entrepreneurial orientation, and 

eventually foster a higher rate of new business creation.  

Long-term orientation (LTO) is “defined as the tendency to prioritize the long-range 

implications and impact of decisions and actions that come to fruition after an extended 

time period” (Lumpkin et al., 2010.) LTO fosters pragmatic virtues oriented towards future 

rewards, in particular saving, persistence, and adaption to changing circumstances. By 

contrast, short-term oriented societies foster virtues related to the past and present, such 

as national pride, respect for tradition, preservation of "face" or reputation, and fulfilling 

social obligations. In a recent discussion of the research on the impact of LTO, Lumpkin, 

Brigham and Moss (2010) concluded that “LTO will be positively associated with 

innovativeness, proactiveness, and autonomy but negatively associated with risk-taking 

and competitive aggressiveness.” 

 The relation between the family and the firm can be presented in a few selected 

dimensions. One of the ways of presenting this relation is the F-PEC scale (Family – Power, 
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Experience, Culture), by means of which it is possible to measure the impact of family on 

the business through “channels” such as power, experience and culture. “Power” is 

understood as control exercised by the family through ownership and management. 

“Experience” is the cumulative knowledge which the family has, thanks to its earlier 

business legacy and experience. “Culture” is a set of specific values and loyalty rules which 

are transferred from the family to the business (Klein, Astrachan, Smyrnios, 2005, pp. 321-

333). 

 

Table 1: Family and Business Poles in the Activity of Family Businesses  

Family orientation Business orientation 

 Children should be involved in business 

activity as early as possible 

 Consecutive enterprise managers 

should be chosen from the family  

 It is important to make the children 

interested in markets and products 

offered by the firm 

 The founder and/or a representative of 

the oldest living generation should 

always play a formal role in conducting 

the business 

 Business is stronger if the family is 

involved in it.  

 How can one finance the enterprise’s 

development while keeping control 

over it?  

 How to estimate the value of the 

business 

 What qualities does the firm of the 

entrepreneur himself bring? 

 If I were to introduce external 

shareholders to the firm, how 

aggressive are they to be in 

business?  

Source: based on (Leenders, Waarts 2003, pp. 588-595).  

 

What we call cultural factors can be broken down into several variables and dimensions. 

Here is one attempt to do so. 

 

Table 2. 

Cultural factor – attitudes to … May impact on family firms’ handling of … 

Strength of family values Family support for running a business; resistance to 

crises 

Degree of risk acceptance Entrepreneurial attitudes, willingness to take risks, 

capacity to exploit business opportunities 
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Intra-family and broader 

public trust 

Acceptance of non-family business partners and the 

protection of minority partners 

Individualism/collectivism Motivation to achieve; collective insurance schemes, 

redistributional pressures 

Time perspective Patience in building business, acceptance of sacrifices 

Legal culture Clarity of rights and obligations,  

Informal economy and 

informal work 

Tendency to create formal organizations 

Pace of intergenerational 

cultural change 

Smaller differences in expectations and values of 

children and parents 

Patterns of communication Open communication, reduced misunderstandings 

 

The division of roles in the family firm should take account of the complementarities of 

family, business and social roles. These complementarities should be recognized and used 

for leverage in the functioning of the firm. 

 

Introduction 1.2: Families: between high trust and informality and the push towards 

business’ professionalization and formalization 

Due to strong emotional and cultural loads, smaller family businesses (their internal 

organizational structure and management methods) may be understood to a great extent 

as cultural formations, which reflect the most important values of the society in which they 

function. This social context is determined by the prevailing system of values and other 

intangible factors, with the variables reflecting widely spread patterns of thinking. Thus, for 

example, the Chinese for hundreds of years regarded family businesses as a part of a 

family’s assets which should be maintained within the family and passed on to (male) 

descendants. Such cultural factors are one reason why ownership and management in 

Chinese firms tend to remain concentrated in the hands of family members. What is more, 

family control of the firm is kept even when the market situation is changing since it is 

taken as axiomatic that members of the family are the only employees that can be trusted; 

and the key positions in the business stay in the hands of the family from generation to 

generation. Fukuyama (1995) claims that these factors have a deterministic character and 

form the basis for Chinese “familism”. He also emphasizes that enterprises with such 

qualities encounter significant difficulties in passing from management by the family 

members to professional management. Fukuyama writes that “among the Chinese there 

is a strong tendency to trust people related to us and, as a result, not to trust people who 

are not members of the family or the group of relatives.” In accordance with this culture-

oriented explanation, we should expect that family businesses more often occur in the 
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societies with a lower level of “impersonal trust”, that is, trust based on respecting formal 

rules. 

According to Whiteley (2000), interpersonal trust may be stimulated by economic 

development through three channels. 

Firstly, trust directly influences economic results, reducing transactional costs. 

Transactional costs appear in the processes of exchange and specialization (North, 1990). 

For North, transactional costs are a part of production costs. By including the impact of 

trust in the production function, we find out that in a society with a higher level of trust it is 

possible to achieve a higher level of productivity and, hence, income than in a society with 

a lower level of trust, which has to incur the additional costs of monitoring and protecting 

contracts and transactions. People who trust each other do not incur many costs (in the 

form of money or time) for the protection of property rights. They can solve cooperation 

problems without resorting to legal intervention. 

Secondly, trust has direct influence on economic development since it facilitates collective 

action and group activities (Whiteley, 2000, p. 451). This reasoning derives from classic 

works by Hardin (1982) and Ostrom (1990) in which they showed, by formal modelling, 

that spontaneous cooperation is difficult to achieve in societies characterized by a low level 

of trust. It can be expected thus that in societies with a high level of trust, the level of 

informal cooperation will be higher than in societies with a low level of trust. 

Thirdly, trust leads to the reduction of monitoring costs in principal-agent relations. If 

entrepreneurs can afford to allocate smaller funds to monitoring and preventing possible 

abuses from partners, employees and suppliers, they may devote more time and energy to 

innovative activities and/or new products and services. Moreover, Fukuyama (1995) found 

out that societies which are characterized by a high level of trust have less need to draw 

up complex contracts and enact them in court, and that cooperation in such societies does 

not require applying formal means of enforcement.  

Yet excessive trust may produce negative consequences. Olson (1982) observed that some 

forms of “stability in trust” bring about anti-developmental, anti-innovative collusion 

between governments and dominating interest groups. This kind of trust increases 

resistance to effective reform. It seems likely that between trust and economic 

development there is a curve-line relation: in countries with a low level of trust, the growth 

of trust may contribute to the acceleration of economic development. In countries where 

the level of interpersonal trust is initially high, its further growth may result in a decrease 

in the pace of economic development (Roth, 2009, pp. 103-128). Trust, which may be the 

basic factor of family businesses’ success, may produce negative consequences (inertia; 

closure of networks), which in turn may lead to reduced economic effectiveness.  

General cultural factors may impact family firms by affecting: 

 The degree of informality and its impact on family firms. 
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 The position of non-family actors in a family firm. Non-family actors as business 

partners, as co-owners; as managers, as employees. 

 Formal and informal rules of succession. 

 

Introduction 2: Family and business life cycles 

 

The challenges facing family firms can be analyzed by looking at the interaction of four 

cycles: family cycles related to family demography; business cycles related to the dynamics 

of a given family firm; management cycles related to the increasing complexity of 

delegation and control in business practices; and wealth cycles related to total family 

resources and the decisions to diversify (or not) the family’s wealth. 

 

Graph 1: Cycles of Importance for Family Firms 
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For the purpose of this module the most important interaction is between the family cycle 

and the business cycle. The dynamics of this interaction should be controlled and 

managed. There are however special and often difficult to anticipate circumstances that 

can trigger unexpected changes, for example: 

1. The founder's death or serious illness; 

2. The founder's retirement from active involvement in the business; 

3. Merging with another company or selling a part of the business; 

4. High growth or declining profitability; 

5. Fundamental changes in the firm's domain—its products, markets, or the technologies 

used to make and distribute its goods and/or services. 

 

Diagram 2: A Cycle of an Entrepreneurial Family 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The family life cycle is best described by the presence/absence of children, their number 

and age; the stability of any marriages; and athe range of family ties. The family factors 

interact with the typical stages of the development of family firms. There appear to be four 

common developmental stages in the 1st generation family firm life cycle. 

 

A Cycle of Entrepreneurial Family

Entrepreneur
Family

Multi-
generational
Family Firm

Diversification
(holding)

Family Office

Entrepreneurs
Family Firms

Source: C. Blondel
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Stage 1: Creating the Business. In this stage, the founder, who is in the process of creating 

a new venture, is absorbed in the problems of finding capital, developing a viable product, 

and creating the means for getting the product to market.  

 

Stage 2: Growth and Development. As the business grows and matures, the founder must 

cope with a different set of problems. Changes in the business environment often force the 

family to make major strategic changes in order to maintain a competitive advantage.  

 

Stage 3: Succession to the Second Generation. Family firms that evolve to this stage 

experience problems that are quite different from those in earlier stages. The family and 

the business have now matured. The founder is no longer the dominant force. 

 

Stage 4: Public Ownership and Professional Management. If a family firm survives the 

problems posed by the first three stages of development, it may again encounter a different 

set of problems again. In stage four, the business needs additional capital to continue 

operation, and therefore the family must decide whether to go public. Bringing in 

professional management might also be necessary. 

Given this set of circumstances, family firm cultures in the first generation are quite 

different (as we shall see) from those developed in succeeding generations. In the context 

of family firms in Central Europe these problems seem particularly relevant. 

 

 

Task 1: How to coordinate the transformations of the firm and the 
development of the family 

 

This section discusses the evolution of the family enterprise over four successive stages, 

from the perspective of the family. It presents the common challenges of family and 

business growth and development emerging in each stage and generation, and how the 

families in our group manage the increasing complexity of creating a strong family 

connected to thriving family enterprises. 

The considerable longevity enjoyed by some family firms is jeopardised by the processes 

required for their continued existence. On the one hand, family firms can have considerable 

stability as a result of intergenerational ties, but on the other hand, these firms can 

experience ‘‘problems of passage’’ that reflect ‘‘an inappropriate relationship between past 

and future’’. 



ERASMUS+ KA2 Strategic Partnership 

2014-1-HU01-KA200-002307  
INtergenerational Succession in SMEs' Transition – INSIST 

 
 

 
 This project has been funded with support from the European 

Commission. 
The European Commission support for the production of this 

publication does not constitute endorsement of the contents which 
reflects the views only of the authors, and the Commission cannot 

be held responsible for any use which may be made of the 
information contained therein. 

13 

One of the central challenges family firms face is the generational transfer of leadership 

and the ability to ensure competent family leadership across generations. The 

predecessor’s leadership style needs to create an environment that encourages their 

successors to make significant progress in developing their self-confidence and managerial 

autonomy. 

The special importance of intergenerational change can be illustrated with difficulties in 

transit between the first and second generation. After growing up typically as a single family 

in one household, the children making up the second generation (G2) grow up and form 

households of their own, with different spouses and/or children, and differing roles, 

perspectives and concerns in relation to the family enterprise. Several family members 

likely work in the business. Almost everyone expects to inherit some of it. For the family 

enterprise to succeed in the second generation, the grown-up siblings must develop the 

ability to communicate and work out their differences. 

Several typical challenges complicate this transition: 

A Legacy of Paternalism: Paternalism is the practice of exhibiting excessive concern for 

others in a way that interferes with their decisions and autonomy. Founders have to 

discover what the family enterprise contained and decide what they are going to do with it, 

how to run it, and their ultimate goals.  

Incumbent's exit styles: The exiting leaders of family firms should adopt one of four exit 

styles—monarch, general, governor, or ambassador (Sonnenfeld and Spence 1989). Each 

exit style uniquely influences the planning of the succession process: 

 Monarchs retain close control over key strategic decisions of their firms and have 

long terms in office. While they attain high growth in earlier parts of their career, 

they face frustration in the later part as they find it difficult to delegate or grow.  

 Generals closely identify with their firms but do not enjoy the level of success that 

monarchs do in their careers. Thus, they are not as highly respected by others as 

monarchs are, and often spend their "retirement" planning a comeback as CEO. 

 Governors serve the shortest term in office, with an indifferent performance for 

most of their careers. However, they strike in the last few years and leave willingly 

at the end of their term. Governors maintain virtually no contact after their 

departure. 

 Ambassadors lead the firm to moderate levels of success, recognize when 

it is time to step down, and serve as advisors when called upon. They are not 

captivated by their own vision or position in the firm. 
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Task 2: How should intergenerational relations be managed in order to 
prepare the successors and reduce intra-family tensions? 

Family firms rely on family members both for current functioning and from the perspective 

of intergenerational transition. In the short term, they should be able to draw on input of 

willing family members in their roles as the source of innovative ideas and as responsible, 

trustworthy employees. In the longer term, family firms need the younger generation as 

future managers and owners carrying on the company’s work into the future. 

In family firms situations like this one quite often happen, when there is the challenge of 

bringing new ideas into a family business (see David’s Case).  

 

David’s Case 

At 23 years old, David (not his real name) had been involved in his family business for a 

few years and had noticed that his family’s approach to communicating with each other 

was in his words, “from the dark ages.” David decided that he was going to help his family 

make a much-needed change. Unfortunately, his first attempt at proposing modern 

communication tools involved simply printing off a few pages of information and 

approaching his uncle, the chairman of the board. Not surprisingly, David was shut down 

fairly quickly. He said that he felt like the rest of the family was not giving him the time 

of day or the credit he deserved. “They only see me as someone young,” he said. “But I 

know my ideas would help change our family business for the better.” David’s uncle, 

when asked why he had shut down David’s initial attempt at such a project, responded: 

“I really didn’t understand what he wanted”. He added “All I heard from him [David] was 

that we were doing things the wrong way.” 

 

This is a common occurrence in family businesses, and can unfortunately lead to many 

negative interactions as well as the loss of potential progressive solutions. Family 

businesses can be both the safest and most trying of environments for young members. 

On one hand, the family environment is often full of educational opportunities, and young 

family members are able to learn invaluable skills that their peers working in non-family 

corporations might not have access to. On the other hand, ambition to work in and for the 

family business can dissolve into deep frustration for younger members who feel they are 

unable to enact changes or propose new ideas.  

 

 

 



ERASMUS+ KA2 Strategic Partnership 

2014-1-HU01-KA200-002307  
INtergenerational Succession in SMEs' Transition – INSIST 

 
 

 
 This project has been funded with support from the European 

Commission. 
The European Commission support for the production of this 

publication does not constitute endorsement of the contents which 
reflects the views only of the authors, and the Commission cannot 

be held responsible for any use which may be made of the 
information contained therein. 

15 

Task 3: How the quality of communication influences the sustainability 
of family firms 

Internal conflict is considered one of the greatest impediments to success and continuity 

in the business world. In family businesses this reality is amplified by the emotions present 

as a result of personal relationships, producing added complexity within both conflict 

prevention and resolution. Similar to the risks related to any other type of business, 

however, these conflicts can be managed, mitigated, and in most cases prevented.  

Conflict within a family-owned business is usually much more complicated to deal with than 

in non-family firms. Family business conflicts usually involve personal feelings and 

complications borne within the family, and are thus rendered increasingly more 

unpredictable. As emotions and relationships become involved, the risk of making poorly 

informed or poorly considered decisions increases, and employees and stakeholders suffer 

the consequences of an internal family conflict that can ultimately lead to the decline of 

the business.  

 

 

Task 4: How the internal rules (informal and formal) of the company 
influence the selection of employees into family firms and their 
motivations 

 

In a family-owned firm, the relationship between employee and owner is often intimate. The 

founder and their family "take care of" the workers, and in return the family receives the 

employees' loyalty and dedication. In many cases people join the business because they 

are committed to the "cause" of the founder. The "contract" is based on a personal 

relationship with the founder, and this relationship may extend beyond the walls of the 

business to the community as well. Family firms often support emergency welfare funds, 

local sport teams, company picnics, choirs, and other activities that serve as a centre for 

the social activities for the employees and the community at large. 

 

Family firms are held together by past experiences and strong ties. This factor leads to a 

reliance on informal rules, which in turn may lead to confusion and conflict. One way of 

limiting the potential negative impact of informality is to prepare a written code of rules 

sometimes called a Family Constitution. A family constitution, also known as a family 

charter or family protocol document, encapsulates a set of principles which seek to reflect 

the values of the family and regulate its relationship with the business. 
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Ian Marsh writes: “Most families become aware of a lack of communication when its effects 

are felt in relations between family members, and that realisation itself often makes the 

miscommunication worse.” 

As stated by Hoy and Sharma (2010), "establishing a formal set of rules for entry informs 

young family members about what to expect and how to prepare. Such rules should be in 

place before younger family members begin making their educational choices, and may 

need to be appropriately 'grandfathered' in" (p. 144). 

 

Table 3: Rules of Entry and Exit 

Rules of Entry and Exit 

Criteria Considerations 

Eligibility/conditions 

of ownership 

• How much ownership can be transferred to family members in 

different categories such as blood relatives, in-laws, separated or 

divorced spouses, etc. 

• Rules guiding the transfer of ownership—timeline, investment  

needed  

• Rules guiding payment of dividends  

• Rules for purchase or sale of shares 

Eligibility/conditions 

of employment 

• Family members eligible to participate as employees – blood 

relatives, adopted relatives, in-laws, separated or divorced spouses, 

etc.  

• Education level expected  

• Age limits—to join and to retire from the business  

• Experience—outside the family business, how much, what type  

• Within family business experience  

• Employment conditions—reporting responsibility, pay, perks  

• Performance evaluation—by whom, how often 

Source: Based on the 2008 Leadership in Family Enterprise by Patricia and Paul Frishkoff 

http://www.patandpaul.com/  

 

In a family business, it is often presumed, often wrongly, that the designated successor will 

naturally agree to take over the business, even though this may not be the case; it is 

presumed that family members agree with the manner in which the manager runs the 

family business; it is presumed that the whole family shares the same fundamental values 

and agrees that each member should respect the code of conduct (written or unwritten); it 

is presumed that everyone wants to keep the business in the family. Family businesses 

tend to make many presumptions, some more founded than others. 

http://www.patandpaul.com/
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The governance of family firms is more complex than the governance in their non-family 

counterparts. In family firms, "governance is the means of stewarding the multigenerational 

family organization . . . [It] establishes the processes whereby: strategic goals are set, key 

relationships are maintained, the health of the family is safeguarded, accountability is 

maintained, and achievement and performance are recognized" (Goldbart and DiFuria 

2009, 7). 

 

Table 4. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Over the past decades the term “family governance” has emerged, defining the overall 

organization of a family that jointly owns, and possibly manages, a company. Within this 

structure, the written rules or principles regulating the relationship between family 

members and interaction with the family business may be called the Family Constitution, 

Family Charter, Family Creed, Family Protocol, or Code of Conduct amongst many other 

names.  
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Task 5: How are family firms perceived by the community (by society) and 
by policy makers? 

 

The position of a family firm depends on its legitimacy in a given social context – what is 

often called “ties with the community”, and what can be called a family-firm version of 

corporate social responsibility (CSR). Many family firms are engaged in social and 

philanthropic projects. In their family constitutions, family members can set standards and 

principles for their social engagement and formulate a broad vision. 

 

The European Commission and the World Business Council for Sustainable Development 

define companies with CSR as those deciding voluntarily to contribute to a better society 

and cleaner environment. This broad view of the CSR concept has been r18ecognised by 

many around the world. As far as family businesses are concerned, the prevailing 

assumption is that when compared to non-family businesses, the business ownership 

structure is naturally conducive to ethical and socially responsible behaviour due to 

families being deeply embedded in their community and tending to have a vested interest 

in nurturing long-term relationships as a result. 

A firm’s founders and their families are often intensely interested in the well-being of the 

communities that were the host for their organisations. They are often found in the 

chambers of commerce, school boards, charity fundraising committees, and numerous 

other activities designed to strengthen the community. Decisions about layoffs or plant 

closings are taken with reluctance as they have strong social ties to the community: the 

social impact of any decision is as relevant as the economic consequences for the firm. 

The employees who "grew up" under the leadership of the founder often see themselves 

as "company men and women," dedicated to the company and the community. 
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