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Family Business Governance

1. Introduction

The I Ching - or Book of Changes - referred to by both Confucius and Laozi, though its
author is unknown, states: “When the family is in order, all the social relationships of
mankind will be in order.” The love between a man and a woman is complex. When the
family expands and a large group of family members begin to interact, the family unit
becomes even more complex. Each family member has a particular personality and point of
view as well as particular preferences, norms, attitudes and values. Of course, providing
education and training and setting a good example can contribute to family unity over and
above other factors. However, perfect synergy is difficult to achieve. The family can be
helped along by a strong ability to govern itself and manage any discrepancies in order to
avoid generating conflict. If the family also shares in a business project, which involves a set
of permanent decisions affecting people and common economic assets, the need for
according standards and performance criteria seems all the more obvious. On the other hand,
interpersonal relationships within the family need to be fostered and carefully maintained,
because no one chooses his or her family. Unlike our partners, with whom we choose to
share our lives, family is a given.

A. Family Code or Constitution

There is a general regulatory framework for the corporate sphere: trade laws govern the system
and dictate specific structures for different company types. There are definitions and clear roles
for corporate bodies: joint shareholders’ meetings, Boards of Directors, etc. However, there is no
legal or regulatory framework for the family sphere. Each family must establish its own code or
family constitution to allow for a family governance system in order to provide for the care
and development of the family and its members, and to lay out each person’s specific role
along with the family’s common goals for their business project. This is no easy task. The process
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has to be based on mutual accord and the common interests of people from different
generations. Above all, it needs to account for a wide range of personal circumstances. These
systems are complex, but with a good amount of effort, a workable system can be developed
for each particular case.

B. Values

The previous generation’s traditions need to be combined with the incoming generation’s
capacity for innovation. The foundations lie in the family’s shared values, which are lasting
and permanent. They are accepted and experienced by each generation, and passed along
from one generation to the next. These timeless values are of great importance and are
absolutely necessary to the family’s long-term project.

C. People

The objectivity of those values means they can be embraced by all members of the family
from generation to generation. As a result, the family governance model is not dependent on
individual preferences, but rather there is a common denominator, a sense of belonging and
a shared desire to participate in the family business project.

This is critical. Just like in the corporate sphere, where trade laws alone cannot guarantee
that a company will advance, in the family sphere, advancement depends on the people
involved. As such, standards and systems are useful for establishing communication habits,
decision-making processes and mechanisms that can help people decide how to proceed in
different situations. In the end, however, the positive attitudes and the concerted efforts of
family members are what will help a family business develop successfully over time.

D. Common Characteristics of Families in Business

Families in business share the following characteristics, although they vary in degrees of
intensity:

1. They share values having to do with people, work and money.
2. They share power: from one generation to the next, among siblings or among cousins.

3. They share in activities that are designed to preserve and cement interpersonal
relationships while maintaining a sense of humor and having a good time. This
personal rapport is held in reserve for when disagreements arise.

4. They have traditions that make them different from other families.

5. They are open to learning; they are receptive to new ideas and new approaches. This
makes it possible for them to join forces to seek out solutions to problems as a group.

6. They have mutual respect and concern for one another and they provide each other
support.
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7. They respect each other’s privacy.

8. They maintain clear boundaries in their interpersonal relationships.

E. Communication in the Family Business

Given the nature of the family environment, where objectives are not purely commercial,
family governance structures tend to be horizontal, in contrast to the vertical-hierarchical
organization of corporate structures. However, this does not imply a lack of rigor or formality
in their development, or in the mechanisms used by the family governance system. The degree
of exactitude, the criteria and the guidelines must be defined with the same precision as is used
for a surgical team’s protocol, for emergency procedures in aviation and shipping, or for the
sheet music used by concert musicians. Returning to the business world, some corporate
organizational concepts can be useful in defining the family governance system.

A family governance system is necessary to promote fluid communication and shared
responsibility, and to set up processes to govern learning, planning and conflict resolution.

Many families do not have open channels of communication. A family may assume that the
way they work together and how family members behave can be validated without the need
for discussion. This is a dangerous assumption. Several factors make it difficult for a family
to continue using the same methods indefinitely. All businesses should rethink their
motivations periodically and reflect on how things should be done.

Families are also subject to a continual process of change. A founder/patriarch may think
that he knows what is best for his family, or what his children want or need. But if he does
not want to make a mistake, he needs to listen to all of the family members and keep
informed about what they are thinking and feeling.

Periods of change require an increase in communication. People also need to reassess their
habits and their working methods. Above all, people need to be aware of others’ feelings,
goals and desires. We cannot just gloss over differences of opinion. It is important to talk
them through rather than ignore them or push them aside, especially during periods of
transition from one generation to the next.

F. Interpersonal Relationships

All family members should take responsibility for their own participation and for working
toward solutions. No one should be marginalized or victimized or made to feel that they have
nothing to contribute. Everyone in the family should be able to play a part.

Planning for the future is complex and different people will have very different
circumstances. One person alone cannot be expected to plan for everything. Families in
business have to be able to manage the different types of relationships people maintain,
which can sometimes be a source of conflict. Family relationships are based on affection,
acceptance and personal development. Businesses, on the other hand, are fueled by results
and productivity.
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