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It is no secret that balancing the family and business components of a family
business can be complicated. But with family businesses reported to
outperform other types of organizations, when it works well clearly the
benefits can be huge.

After more than three decades studying family business and its peculiarities,
we’ve identified some common patterns as to why some businesses can
continue to thrive through the generations while others are torn apart by
conflicts.

Based on this, below are the five rules to follow to help ensure the continued
health of both the family and the business parts of the family business
equation. Knowing them, and applying them, is a preventive treatment
against crises, conflicts, and the governance and management difficulties
that can threaten family businesses.

1.      Treat the company as a company, and the family as a family

Naming a business charge due to the place they occupy in the family, or
belittling or overvaluing a family member due to their position in the
company, is not only a mistake but also a source of conflicts that risk the
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survival of both the company and the family.

So how to prevent family relationships from interfering with the company
and vice versa? The key is to respect the difference between these two areas
and act accordingly (treating the company as a company, and the family as a
family.)
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This rule is simple to say, but difficult to do. To put this principle into
practice, it is important to identify and maintain criteria that can help us
make decisions in each of the areas.

For example, for the good of the company you have to ensure you have the
right talent in the right positions. The only rule for hiring and promotions
should be the merits of each person for each position, regardless of whether
or not they belong to the family or their place in the family tree. Here,
having objective, measurable criteria for job selections is key.

When it comes to the family, the stakes are different. Its primary objective is
to stay together and add new generations to the family tree. In the family,
personal relationships are not measured according to the merits of each
person, but by subjective, intangible and innate issues such as ties of
affection between people.

Acting in accordance with the great differences that exist between one area
and another is the key to the survival of both the company and the family.

2.      Establish conflict resolution mechanisms

Experience shows us that the most successful family businesses have
something in common: they have conflict resolution mechanisms in place
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and functioning - even when everyone seems to be happy and nothing points
to a brewing conflict.

Of course, having these types of mechanisms is important for any type of
organization. But it is even more crucial in an environment where there are
so many more emotions and sensitivities at play. The likelihood of conflicts
appearing is much higher when there is more personal involvement, so it
would be reckless to not to have these mechanisms in a family business.

3. Have structures in place

Due to the variety of sensitive issues and governance implications that arise
in a family business, it is highly recommended to have governance and
management structures for almost everything.

On the business side, like any other company, it is important to have a Board
of Directors and a Steering Committee at the head of the company.  On the
family side, it is advisable to provide tools such as a Family Constitution and
create governing structures such as a Family Council, a Family Assembly
and/or a Family Office.

Having these structures in place gives clarity to the scope of everyone´s roles
and responsibilities in the business, and helps improve governance and
family cohesion.

4. Pay attention to growth rates.

Over the years, it is common for families to grow in number. On the
company side, if the strategy is successful and well executed, the company
will also experience a certain growth. But at what rate are the company and
family growing? If the growth rates are divergent (one is growing
significantly faster than the other), problems may occur. This is especially
critical when the family grows faster than the company.
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To help ensure both the survival of the company and family harmony, it is
important to find a way for all family members to have a place in the
company (though not necessarily actively.) Family members who remain in
the position of shareholder-owners must also realize that they have a
transcendental role, and therefore must be very attentive to their rights and
responsibilities.

5. Avoid these common pitfalls

There are some common errors that frequently scupper family businesses.
The mistakes that every family business should avoid include:

DNA Syndrome. One of the biggest mistakes a founder might make is
bequeathing their business to their kids, regardless of the next
generation's managerial acumen.

Confusing personal ties with professional ones.

Thinking market rules don't apply to family businesses. While long-
term legacy concerns may be prioritized over short-term benefits,
shareholders will still expect rising share prices and dividend
payouts.

Putting off succession planning. A study I did with IESE Business
School, KPMG and Russell Reynolds Associates, found that more
than half of family businesses still lack a succession plan.

Being aware of these pitfalls and purposefully trying to avoid them will help
protect the family and business – especially when other conflicts arise that
are not so easy to prevent and avoid.

By Josep Tapies, emeritus professor of Strategic Management and holder
of the Family-Owned Business Chair at IESE Business School
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