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Family businesses: management, governance and succession issues.
[bookmark: _Toc41388531][bookmark: _Toc41393394]Introduction
The most popular form of business ownership in the world is that of Family Business. According to the estimates, family businesses in UK, US, Europe, Asia-Pacific are 65%, 90%, 60% and 85% respectively (Mandl 2008; EC 2009; Wright 2018; European Family Businesses 2020; and INC 2020). In comparison with corporate and partnership form of business, family business is easy to organize and is an important source of employment generation. 

A family business is defined as “governed and/or managed with the intention to shape and pursue the vision of the business held by a dominant coalition controlled by members of the same family or a small number of families in a manner that is potentially sustainable across generations of the family or families” (Chua et al., 1999). This definition highlights few important characteristics of family business. For example, the control of business is in the hands of family members of group of families. The vision of family members influences governance and management practices of the business. In other words, the performance of business is controlled by family members. Decisions of family members not only affect business practices but also management and governance matters. 

In order to attain sustainable performance, family businesses have to ensure practices which enable the business to adapt with the emerging environment. In this regard, the continuation of policies and time-tested practices becomes an important task. In literature of family business, succession planning is highlighted as an important issue to ensure sustainability of policies, decisions and leadership support. An effective succession planning will enable a business to keep growing by adapting to different business environment. 

One can find various examples, where lack of or inadequate succession planning resulted in myriad of problems for the business. For example, Harrell (2016) identified that poor succession planning is a reason for which ineffective CEOs have extended tenures. Lack of preparedness results in the appointment of CEOs who are not considered legitimate and business suffers. Since succession planning is not set as a priority by businesses, therefore, family businesses face crisis of leadership in turbulent times.  

These examples clearly show that succession planning is important for family businesses. The benefits of studying succession planning will be fruitful for both empirical and theoretical reasons. The causes of ineffective succession planning can be numerous i.e. deaths, retirements, illnesses, voluntary leaving a business, etc (Harrell, 2016).  

Succession planning is referred as “the attempt to plan for the right number and quality of managers and key-skilled employees to cover retirements, death, serious illness or promotion, and any new positions which may be created in future organisation plans” (Sambrook, S., 2005). Succession planning up to two generations of business is relatively easy task. The problem begins when succession planning is to be carried out for 3rd and 4th generation. The challenges associated with succession planning become increasingly difficult. Some of the reasons are infighting, losses, decision making, lawsuits as families become diverse and large. These issues can be averted by coordinating, outside advice for transition, removal of presumption about succession, not make succession decision prematurely, and by developing a mutual viewpoint among generations (Loreto and Romman, 2020).
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Although there are multiple challenges associated with succession planning, but it is important phenomenon as it has profound implications towards business performance. For example, Wang et al. (2004) highlighted the importance of succession planning and suggested family business owners to use “training charter” as they found that future business performance is associated with successor development. Apart from internal development plan to equip successor with management skills they opined utilising outside services like supporting agencies, counsellors and consultants. By utilizing external linkages, family business can import set of necessary skills to train future leadership. In small and medium sized businesses profitability, business growth, and employee productivity is significantly linked with successor development. This indicates that mutual respect among family members in business, strategic development of successor, and well-trained successor can aid in improving family owned businesses performance.

In similar vein, Brockhaus (2004) emphasised the importance of effective management succession as key for success of family business. He further, identified various areas to be examined beside requiring analysis from the viewpoints of family, management, and ownership systems for comprehending the perspectives of the all types of stakeholders. Lack of succession planning is a chief reason for failure of transfer of family businesses. For example, Ghee (2015) showed that approximately 1/3rd of all family businesses successfully transit from 1st generation to 2 generation management. Furthermore, only 1/3rd of those businesses which are transferred from 1st generation to 2nd generation pass on to the 3rd generation. One can conclude that transfer of family business to next generation is not a frequent phenomenon. Research study can identify factors which hinder or facilitate successful transition of family business from 1 generation to the next.

Succession of family businesses is a complicated matter. Most of the complications arise due to issues like disagreements among the potential successors. To remedy this issue, 8 steps have been identified. These steps initiate with preparing the family members for the need of succession issue, other steps include agreement on board ownership, governance and management goals, selection of successor through group choice or existing owner or manager, choosing right criteria for selecting successor based on family goals, development of the successor, preparing the current holder for transferring the management and lastly, right timing (Chrisman, et al., 2009).

Since succession planning is fraught with challenges at individual, group and organizational level, therefore Davis and Harveston (1998) proposed multi-level approach for succession planning. In their opinion, family businesses are unique and characterised by context-based factors, therefore, tailored approach is needed for succession planning. Additionally, they realized that each generation of family leadership is different from the previous one therefore; one set of policies cannot be effectively implemented on all. A succession planning tailored to the context of family business, is more conducive towards managing conflicts among family members, legitimizing next successor and clearly defining family business roles. 

The nexus between effective succession planning and business performance is very close. In this regard, Mehrabani and Mohamad (2011) highlighted that succession planning is important for effective business performance in turbulent and volatile business environment. Several other scholars have also found positive relationship between effective succession planning and business performance (Wang et al. 2004; Davis and Harveston 1998; and Miller and Breton-Miller 2005). Succession planning has become imperative for both types of organizations who either have or don’t have succession planning history. In both cases, family businesses should focus on evaluating the requirements and appropriateness of implementation best practice. In stable business environments, inadequate succession planning cannot be harmful. However, in turbulent business environment, the challenge is multiplied as organization has to adapt with changing environment and with lack of succession planning.

Research has examined succession planning from different dimensions. For example, Marshall et al. (2006) scrutinized both demographic and behavioural variables for their impact on succession planning. The findings indicated that age and leadership style are main hindering factors for implementing effective succession planning. The study recommended that it is much better to start succession planning in early age. It’s more beneficial because, owners are more cooperative than competitive. An effective succession planning is also facilitated by supportive conflict resolution strategies and by implementing relational leadership style. In essence, a mixture of demographic and behavioural variables is essential to bring succession planning to fruition. 

Research on SMEs for family ownership too has identified importance of succession planning. Mokhber et al. (2017) studied two vital factors affecting succession planning in family business performance. The findings indicate that succession planning is affected by level of preparation and relationship between family and business members. These factors are vital for transition of businesses to next era. 

Succession planning is closely related to financial performance. The nexus between financial performance and announcements of family business successor are evident. For example, corporate value is negatively associated with less experienced family successors as compared to more experienced family business successors (Smith and Amoako-Adu, 1999). Similarly, financial performance is expected to be positively influenced by non-members in management positions. The financial performance has seen improvement after appointing non-family members (Smith and Amoako-Adu, 1999). It is also found that family successors are selected from ancestry and far younger aged. 

Examining the financial aspect of succession planning, Minichilli et al. (2010) revealed that higher degree to familiness is related to higher financial performance. They found that familiness in management positions and among top management teams are positively related to job performance. The long-term implications of family and non-family managers are different from the short-term perspectives. In long run, as more of non-family managers enter in management hierarchy, business performance slows down owing to the conflict between both groups and slow decision making.

Succession planning also becomes challenging task as many people believe that successors do not have the same level of talent or ingenuity as the original founder of the business. Cucculelli and Micucci (2008) examined this aspect of succession planning in competitive industry scenario. They concluded that profitability in SMEs is negatively impacted by inheritance of management. A chief reason is the belief that newer generation is less talented than the original founder to the company, whose talent was an important intangible asset. 

Effective succession planning is not only related to financial performance but also to other forms of performance too. For example, innovation activities are also affected by family ownership. In this regard, Hauck and Prügl (2015) found that family adaptability and a family member’s closeness has positive association with next phase of succession. Consequently, the succession phase also impacts innovation too. On the contrary, intergenerational authority and the history of family bonds are negatively related with the perception of the succession phase as a suitable time frame for innovation. Research has also revealed that family owned business has a unique source of comparative advantage. In other words, C-Level managers in family own businesses do not spend time in protecting their careers. Rather, they make rapid decisions outcompeting rivals by innovating products and services and by grasping growth (Miller and Breton-Miller, 2005).

In some cases, family name becomes a source of reputation for customers. This reputation serves as strategic asset and source of competitive advantage over rival firms. Put differently, the relational qualities of the family owned business supersede those of non-family owned businesses. As a result, customers prefer product and service offering of family owned businesses (Binz et al., 2013). 

Although family ownership can be a source of competitive advantage, however, this form of ownership can also result in certain shortcomings. For instance, extended family ownership can hamper performance of the business. Since, family owners can have varying interests and different motivations therefore; a comprehensive and unanimous decision making does not emerge. To remedy the problem, few important steps can be taken i.e. structuring relationships in a way to facilitate communication, encourage participative decision making and external consultation for conflict management advisors (Massis et al., 2013). 

The business image can be capitalized to establish a strong business identity. In this regard, Zellweger et al. (2012) argued that leadership of family businesses can leverage family image for promoting their business and by differentiating from those of non-family businesses. A strong cognitive identity can be established by the organization. Since other organizations cannot imitate image of a family-owned business, its serves as a source of competitive advantage. A unique image of business attracts more customers and hence higher profits over long-term period.  

Researchers have also examined family owned businesses from Human Resource perspective. In this regard, Azoury et al. (2013) compared family and non-family owned businesses for relationship between psychological factors, (compensation and communication) with employee engagement. The findings indicate that family managed businesses have better employee engagement compared to non-family businesses. dye to improved psychological climate and superior reward than non-family firms, whereas communication records greater records in non-family businesses. The study found a significant link between psychological climate, compensation and engagement, however there is no significant association between communication and engagement.

More research related to financial aspects of family business performance reveals that family ownership structure induces business performance. In some cases, it is found that family owned management can earn higher profitability. The authors pointed out by utilising socioemotional wealth viewpoint that at later generational stages profitability of family manged business is positively linked to family managers as they focus on more on amassing economic prosperity. It is also suggested that this benefit can be further enhanced by introducing suitable governance mechanisms and the inducing an incentive system that is linked to attainment of financial goals (Sciascia et al., 2014).
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Governance practices in every business format are an important concern for the business leadership and family businesses are not exception. Family governance practices comprise of different views of family members about mechanisms of succession process and about setting rules for incorporating family members in different positions in the business (Mustakallio et al. 2002). Family consensus about these is communicated to the board of directors (BOD), which in turn arrange necessary activities for leadership and succession planning (Lane 2006; Van den Heuvel et al. 2006). Governance structure in family businesses is different from that of corporations, therefore it has unique implications towards succession planning. 

Although, governance mechanisms are important for effective conduct of business activities, however, family owned businesses are fraught with challenges in implementing clear governance mechanisms (Umans et al., 2020). A wide array of factors can contribute towards ineffective governance mechanisms. For example, emotional attachment, shareholding ratio, informational barriers etc.

Transfer of ownership and leadership to next generation or successor is the most critical phases of businesses and is regarded as one of the significant challenges faced by Greek businesses, resulting in business failures. Business leaders of family businesses foremost challenge is related to psychological or emotional aspect, where they feel unwilling to transfer managerial and ownership to next generation. Other issues are transfer complexity and legal requirements in succession planning (Vassiliadis and Vassiliadis, 2014). When succession planning is not effective, the governance mechanism and structure becomes ineffective. When BODs and stakeholders do not perceive that succession, planning is taking shape effectively, they do not put lot of confidence in governance mechanism. Consequently, the outcome is unfavourable. 

Similarly, Farrington and Venter (2010) attributed issues among family members like conflicts as a major risk to development, success and existence of a family owned businesses. These factors strongly relate with business failure. When family relations lack trust, then BODs are not confident in designing a governance mechanism that is acceptable to all family members. Furthermore, the BODs are not able to get consensus from all family members. These factors negatively influence organizational performance. For success of family businesses, governance practices have to transcend sibling skirmishes, family betrayals and mutual distrust. Managing these issues is largely responsibility of Chief Executive Officer (CEO).

CEOs develop emotional attachment with the family business and are not willing to let go of the control of business decision making (Gagnè et al. 2011). It is difficult for CEOs to let go of business control into the hands of others. CEOs have become fearful about fate of business, feeling of sadness also engulfs them, a realization dawns in about mortality and retirement (Filser et al. 2013) and they feel their status will no longer remain the same (Angie et al. 2011). As a result of these factors, relinquishing control of the business therefore becomes difficult. However, this type of emotional state of CEOs is detrimental for effective governance and succession planning for family businesses.

Governance mechanisms are important because these factors can contribute to longevity of family business. In family businesses, governance of business and governance of family takes place simultaneously. Board of Directors (BOD) is part of governance mechanism for management oversight, exercise control, disbursement of resources, source of advice and ensuring leadership succession. In family businesses these roles of BOD can be blurred because family systems shape business practices and decisions. BOD have to translate family policy into business strategy. 
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Goal Adjustment Theory is based on two important postulates i.e. goal disengagement and goal reengagement. Goal disengagement means that a person is withdrawing his effort towards achieving a specific goal and retreating from his original level of commitment with that goal. On the other hand, goal reengagement means that an individual identifies and commits to an alternative goal by replacing the original one. By abandoning unattainable goals, an individual can focus his energy on newer attainable goals. Indeed, when it becomes difficult to pursue goals for different reasons, it is wise to opt for goal adjustment.

According to this theory, sometimes, people face difficulty in reducing effort and psychological commitment for pursuing a goal (Wrosch et al. 2003). Since people set the goal in the past, they are unable to detach from that goal and keep pursuing it even though it may seem impractical to do so. From succession planning perspective, it is difficult for CEOs to relinquish the control of business and they would like to keep control of business activities (Gagnè et al. 2011). CEOs put continuous effort to develop their business over many years. It is natural for them to develop high affinity with business as a whole. Their business is an identity for them, and they are emotionally engaged with it. An important goal for CEOs of family businesses is to ensure growth and viability of their business. These objectives can be best served when they take on the leading role in the business. However, with increasing age or health issues they have think about longevity of business by transferring leadership to new generation. 

The decision to give control of their business in other’s hand is not easy. In other words, they are not willing to disengage from their goals. As a result, they keep pursuing their own strategies for managing family business rather allowing others to take the control. A much better strategy can be that of goal reengagement. By pursuing goal reengagement, CEOs of family-enterprises can redefine their role in the organization and transfer the fate of organization to younger generation. They can take a passive advisory role than an active role of leadership. Redefining their objective will still help them steer the business in right direction, however, younger leadership will take in the control of many operational and business activities.  

It is also difficult for CEOs to allow BODs to work as independent body and give their input in governance, guidance and leadership related issues. Although it is duty of BODs to ensure longevity of business by recommending best able minds for next generation of leadership, however, emotional attachment of CEOs with their business makes it difficult entrust BOD in leadership change. Only by redefining their goals related to their own life, their relationship with family members and the organizational destiny will CEOs achieve effective succession planning.  
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From the above discussion, it is clear that inadequate succession planning is result of multitude of reasons. However, since effective succession planning is instrumental in sustainability of family business and its successful performance, therefore considerable attention must be paid to this issue. In this section of the report, some of the practical implications about succession planning are summarized.

Early Start: Succession planning is not a short-term task. Succession planning takes years and is not merely an activity spanning on few months. For effective succession planning, family business leaders must start the process of training future CEOs at early stage. In this way, they have time to inculcate necessary skills and knowledge for leaders of future. Since it is difficult for CEOs of family businesses to leave the leadership position abruptly, therefore they can develop young family members over several years for role of leadership. When CEOs know that reserve leaders are available, they will not be blindly committed to the post of CEO. 

Executive Development Programs: An effective way to deal with the crisis of succession planning is to implement executive development program. Although this strategy is used by large corporations, family-businesses can also take benefit of this type of program. By implementing this strategy, future executive can be trained deficiencies relating to leadership skills can be overcome. In small and medium sized businesses profitability, business growth, and employee productivity is significantly linked with successor development. Executive development programs will highlight strengths and weaknesses of prospective successors. When there is time to change the leadership of the family-owned business, CEOs will be aware of advantages or pitfalls of appointing a new CEO who has attended Executive Development Programs. The anxiety level of the leaving CEO will be low.

Relational Network: Relationships are form of social capital. A network of relationships can be leveraged information and knowledge sharing. In family owned enterprises, relationships are extremely important. Relational network not only provides opportunities to extend business but also serves as a source of important human resources. When it comes to succession planning, relational networks within the family become very important. When business leaders are strongly integrated with relational networks in the family and with BODs, they can garner necessary support for different types of business decisions. As a result, relational network is an important dimension in effective succession planning. 

Leadership Style: From previous research it is clear that succession planning is influenced by both behavioural and demographic factors. The demographic factors like age and behavioural factors like leadership style are important to be considered in succession planning. In terms of age, it is clear that the early the succession planning is started the better it is. Furthermore, it is important to inculcate leadership style that values consensus, conflict resolution, team building and to work for shared values. 

Multi-Level Approach: As discussed in the report, each family business is unique owing to unique characteristics of family members and their culture. Since each generation of family business leaders is different from the previous one, therefore a standardized solution for leadership succession is not possible. It is a much better strategy to use multi-level approach for succession leadership development. For example, future leadership training should take place not only at individual level, but also at group level and family level. A mix of these approaches will result in much better prospects for succession planning. Moreover, it will add to psychological comfort of existing CEO to relinquish control of the business when he has seen leadership development at different levels in the organization. 

BODs role: BODs play a critical role in steering the organization towards success. However, their job is not easy in family owned enterprises. BODs frequently face barriers to important information and hindrances related to processing of information too. BOD have to maintain harmony with family members as well as give objective guidance in managing and governing family businesses. The role of BODs will become difficult if CEOs and family members are not willing to provide necessary information. In family owned enterprises, BODs must take into account the nature of relationship between family members. Dysfunctional families will create more problems for BODs than families with good relationships. For existing CEOs, it is also easy to relinquish control of the firms if they trust their BODs in their fiduciary role. 
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This article began with introduction of a problem being faced by family-based organizations. The problem is related to succession of leadership in family-based organizations. Academicians and practitioners are equally aware of the fact that succession planning is a critical problem for family-based organizations. This report focuses on importance of succession planning by highlighting consequences of effective and ineffective succession planning. Furthermore, this report also highlights those factors which contribute towards developing succession planning. For example, BOD can play an important role in conducting succession planning. Similarly, current leaders’ disposition towards commitment for giving control of the organization is also an important factor. The use of training programs for future leadership development is helpful in succession planning. Succession planning is hindered by emotional attachment to the family business. In terms of business performance, it is found that when younger leadership replaces older generation, some stakeholders become sceptic about the future of the organization. It is also found that succession of leadership influences stock value, innovation and overall performance expectations. The report also made an effort to establish theoretical link with the empirical findings. In doing so, the report has taken help of Goal Adjustment Theory. The theory says that people disengage and reengage in goal setting. The disengagement and reengagement of goals by current family business leaders help them to transfer control of business to next generation. In the last section of the report, few important practical applications are summarized.
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