THE BLOCKING OF A FAMILY
MEMBER’S INVOLVEMENT IN A
BUSINESS

Nowadays, most companies are born as Family Businesses, in fact the
majority of small and medium companies are family owned and operated.
Examples are many and diverse, such as grocery shops, clothing shops,
accounting firms, construction companies, etc.
After some time, these companies that were born as small and medium,
usually grow to become big corporations. There are many examples of
Brazilian, Chinese and Indian conglomerates, that operate in a great
variety of industries, with great power and that are still guided by its
founder or a close relative of the founder.

In order to achieve this, there are two requisites:
1.- The founders must ensure the business’ success thorough different
generations.
2.- The successors must have the required skills, ability and vision in order to
maintain and grow the business.

As a side note, I visited several wineries in Italy last month, most of which
are totally family owned and operated and have remained so for many
generations.
Do you know the average price of 1 hectare of land in Tuscany?
1 million Euros.

This kind of companies usually have a set of virtues necessary for its
market performance and growth:
•
•
•
•

Long-term view (trans-generational businesses)
Strong industry commitment (fueled by family values and ego)
Reduced bureaucracy (decisions and information flow more directly)
Personalized treatment (customers interact with owners or relatives)

However, it is common to find views that are
negative for the company:
•
•
•
•

“The company is an opportunity to employ the whole family”
“In my company, there will always be work for my family”
“I can do whatever I want, my father will support it”
“Since the company is my father’s it is also mine”

According to a recent study by the Business Families Foundation (BFF),
The United States is the country with the most family businesses.
This is also a great tradition in Europe. In Latin America, Mexico is the
leader (and the fifth worldwide). This study includes the 250 biggest family
controlled companies.
Some of the Mexican companies in that list are: Grupo Carso, Cemex,
Grupo Bimbo, Soriana, Chedraui, Casa Saba, Grupo Bal, Femsa and
Grupo Maseca.

There is a great concentration in many productive sectors. For
example, Grupo Carso dominates telecommunications in Mexico
and has an important presence abroad. Televisa and TV Azteca
(also family businesses) dominate open-access TV in Mexico
whereas Casa Saba and Nadro dominate the medications
distribution.
According to statistics, the long-term probability of success is
discouraging, and the latest study in family businesses found that
a very low percentage of these companies has considered a
succession planning process.

One of the most relevant factors in the long-term failure of family
businesses is precisely the involvement of family members that do
not have the drive, experience, leadership and entrepreneurial
vision of the founder.

Other factors that contribute to the failure of family
businesses, and that become especially important in the
absence of a succession plan, are:
–
–
–
–
–

Confusing chains of command (several leaders)
Exaggerated preference for a family member
Family disputes
Resistance to change
Authoritarian leadership

What tools are there available to avoid this?
1. The creation of a Family Protocol.
2. The implementation of best practices
Governance

in

Corporate

1.- Family Protocol
The family protocol is a written document that must
include at least the following:
–
–
–
–

The Founder’s vision of the company
Clear and objective rules of succession
Clear framework for family-company relationships
Minimum standards that family members must meet to
work in the company
– Specific profiles and requirements for key positions

When establishing standards and
defining profiles, it is highly advisable
to require certain experience in the
industry or position.
This forces family members to work
for other companies outside the
family business, which in turn helps
them to develop professionally, meet
schedules, have responsibilities, obey
orders, respect rules and value and
keep their jobs in spite of competition
form others and without the safety-net
that their last name may provide them.

EXAMPLE 1 OF A FAMILY PROTOCOL
SUMMARY
FOREWORD
Title I. Family Group Members
Title II. Brief History of Company “X”
Title III. Definitions
Title IV. Rules of behavior
Chapter I. Scope, Nature and Principles
Chapter II. Governance and Direction
Chapter III. Work and Qualifications
Chapter IV. Economic Rights
Chapter V. Business Behavior and Social
Commitment
Chapter VI. Order Clauses

2. The implementation of best practices in Corporate
Governance
This includes:
– The involvement of professionals and specialists in the
board
– These members should provide a vision that is
independent and free from family influence
– The creation of operative committees in different areas of
the business
– These committees should break the centralized decisionmaking and foster institutionalization of the company

The concept of corporate governance was born in the 90s. Its
main objective was to protect the interests of minority
shareholders of public companies from fraud such as those
committed by Enron in the USA and Parmalat in Italy among
others.
This concept has evolved and developed into a framework that is
capable of helping family businesses put in order aspects that
control or have influence in the future of the company.
This is done through structuring processes and having clear
division of responsibilities in the decision-making process,
helping the company work in an institutional and professional
way.

The goals that corporate governance
must accomplish in a family business are:
• To protect the business assets
• To ensure the correct performance and
longevity of the company
• To avoid conflicts between family
members
• To
achieve
the
company’s
professionalization

Conclusion
• Do not “give asylum” to family members that lack the
required ability or attitude to work in the company.
• Get support from a board of directors and corporate
governance, that provides a professional framework to
the company (differentiate between owners and
directors).
• Establish operative committees that provide structure
to the company.
• Create agreements that regulate management and
administration in order to maintain and develop the
business.

As a final note we can assure that the application of these tools and
principles will minimize the vices and mistakes that commonly
cause Family Businesses to fail.
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