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The Family Business: An Introduction

The Definition of a Family Business

Although the term “family business” (FB) is used very frequently, it does not have a generally
accepted definition. There is still discussion about which characteristics differentiate a family
business from any other kind of business. Among the numerous existing definitions, most of
which are valid, the Family-Owned Business Chair at IESE Business School endorses the
definition of an FB as a business in which the family holds enough shares to exercise control
and/or possesses sufficient representation in the governing bodies to influence corporate
governance, regardless of whether family members participate in the day-to-day
management tasks. In addition, the family must have provided explicit proof of their
intention to transfer ownership of the business and the rights associated with it, along with
their business values, to the next generation.

FBs are traditionally associated with small and medium enterprises (SMEs). Although it is
true that FBs make up a large proportion of SMEs, some of the largest corporations in many
countries are also FBs. In the European Union, 25% of the 100 largest companies are family-
owned. The percentage is the same among the 100 top Spanish companies.'

This technical note presents the impact that family businesses can have on different aspects
of a country’s economy. It discusses the main reasons contributing to their lack of
development and continuity and analyzes their particular strengths. The article also covers
the characteristics associated with the groups of people who may have an interest in the
family business and how they relate to one another, along with the different types of FBs and
how they come about.

T Instituto de la Empresa Familiar (IEF), http://www.iefamiliar.com.

This technical note was prepared by Professor Josep Tapies, which incorporates some material developed for previous
technical notes by Professor Miguel Angel Gallo. January 2006.
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The Economic Impact of FBs

Family businesses are among the main economic actors, both nationally and internationally.
However, partly because of a lack of studies that delve into the economic impact of FBs, and
because the few studies that do exist are difficult to compare and to compound, along with
the fact that there is no generally accepted definition for an FB, there is little awareness of
this importance, both on the part of the public administration and in society at large.

There are numerous European countries in which the majority of businesses are family-
owned: France (>600%), Germany (60%), Holland (749%), Portugal (70%), Belgium (70%), the
United Kingdom (70%), Spain (75%), Sweden (79%), Finland (800%), Greece (80%), Cyprus
(80%) and Italy (93%). In the United States, FBs represent an overwhelming 96% of the
business world. Table 1 illustrates the data mentioned above, along with other information
on the gross national product and employment in FBs. The data in the table, compiled by the
International Family Enterprise Research Academy (IFERA) and published in December 2003,
can be used as a basis for comparison with some restrictions, allowing for different
definitions and methodologies according to the country in-which the study was carried out.
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Table 1

Predominance of Family Businesses Worldwide

Country Source Deﬂﬁﬁion* Quzellitt?/** % FB GNP Job CreationbyFBs ~ 1-100  100-500 > 500
America

Argentina Perkins, *** Broad ES 65% 90% 70% 40%
Brazil Bernhoeft Consulting Group, 2002 Average ES 90% 65% 95% 90% 50%
Chile Martinez, 1994 Broad ES 75% 50-70%

Canada Deloitte &Touche, 1999 Broad ES 45%

United States Astrachan&Shanker, 1996 Broad NRS 96% 40% 60%

Europe

Germany Klein, 2000 Average RS 60% 55% 58% 90.000 60.400 33.000
Belgium Crijns, 2001*** Strict NRS 70% 55% 70% 45% 35%
Cyprus Poutziouris, 2002*** Broad NRS 80%

Denmark Sorenson, *** Average ES 45%

Spain Gallo; Cappuyns & Estapé, 1995 Strict NRS 75% 65%

Finland Veaceslav&Lehtinen, 2001 Strict RS 80% 40-45% 90% 55% 35%
France ASMEP/GEEF Broad NRS >60% >60% 45%

Greece Poutziouris, 2002*** Broad NRS 80%

Ireland Sunday Business Post, April 9, 1995 Average ES 40-50%

Iceland National Economic Institute, 2001 Broad ES 47% 99% 1%

Italy Corbetta, 1995 Broad NRS 93% 79% 3.508.000 13.000

Holland Floren, 1998 Strict NRS 74% 54% 43% 7% 47%

Poland Niedbala, 2002 *** Broad ES 50-80% 35% 25-45% 15-25% 10%
Portugal Reojo, 1997 Broad NRS 70% 60%

United Kingdom Poutziouris Average NRS 70% >50%

Sweden Emling, 2000 Strict RS 79% 54% 48% 26%
Australia

Australia Strict RS 75% 50% 50%

Asia

India Broad ES 65% 75%

Indonesia Broad RS 82%

Africa Data not available

*There are 3 categories of definitions (Astrachan&Shanker, 1996):

. Broad: Real control of the strategic management of the business is expected to remain in the hands of the family; few family members have direct involvement.

. Average: The founders/their descendents manage the business; legal control of shares with voting rights; a number of family members are involved.

. Strict: Multigenerational; the family is directly involved in the management and ownership of the FB; more than one of the family members who are owners have significant executive
responsibilities; many family members are involved.

** Estimations (ES), Extrapolations (EP), Non-representative samples (NRS), Representative samples (RS).
**These are estimations and/or extrapolations based on responses to questionnaires. However, there are no references as to whether the published material mentions this data or not.

Source: International Family Enterprise Research Academy (IFERA), Family Business Review 16, no. 4 (December 2003).
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