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Family business: How to make them work

Family businesses 
constitute the majo-
rity of existing busi-
nesses both in Tur-

key and around the world and 
are of critical significance for 
the national and global eco-
nomy. Nevertheless, few family 
businesses manage to survive 
through multiple generations. 
The recipe for ensuring susta-
inability of a family business is 
institutionalization. 

A family business is defined 
as a business in which one or 
more persons from a family 
own all or majority shares in the 
company, which is run by this 
family and in which both own-
ership and governance is inher-
ited from one generation to the 
next. Even though most exist-
ing companies are family busi-
nesses, for some reason they are 
conceptually perceived as small 
businesses. However, some of 
the prominent family business-
es include Volkswagen, Sam-
sung, Phillips, Walmart, Novar-
tis, Roche, Nike, Koc, Sabanci 
and Eczacibasi. 

Being a family business of-
fers serious advantages, above 
all the swiftness and flexibili-
ty in the decision-making pro-
cess by virtue of being dis-
tant from bureaucracy. More-
over, strength and continuity 
in ‘know-how’ is easily trans-
ferred thanks to the commit-
ment and motivation of em-
ployees who are family mem-
bers and the involvement of 
these family members at early 
ages. Achieving growth by uti-
lizing these advantages is rel-
atively the easy part for fami-
ly businesses. Managing this 
growth and transition to future 
generations appears to be more 

critical. Continuity through in-
stitutionalization steps in at 
this point. 

Being a family business has 
several disadvantages as well. 
Family businesses which suc-
ceed in tackling these disadvan-
tages, such as family squabbles 
affecting corporate governance, 
favoring family members who 
lack the necessary competency 
in the recruitment and perfor-
mance procedures, uncertain-
ty and disarray in organization-
al structure and job definitions 
and consolidated governance, 
do so because of their advanced 
stage of institutionalization.

Institutionalization is a 
word that is often frowned 
upon. Even though it evokes 
loss of control over the com-
pany and alienation of family 
members from the business, 
in fact the opposite is true: in-
stitutionalization helps to pre-
serve governance and super-
vision over the company. Per-
sonal elements that provide 
an edge to the family business 
while growing present incon-
veniences in terms of govern-
ance at later stages. 

Institutionalization is sys-
temizing the activities of the 
business, making them subject 
to rules. That is to say, standard 
and objective applications shall 
replace subjective practices. 
Rules become decisive instead 
of people; the rules regarding 
the transition from one gener-
ation to another are included as 
well. Thus, for instance, Kon-
go Gumi, a family business es-
tablished in Japan in 578, saw 
40 generations before being ac-
quired in 2006. Haci Bekir Lo-
kumlari, which was established 
in 1777 and is run by the fifth 

generation today, appears as a 
successful family business ex-
ample in our country. 

Rather than avoiding institu-
tionalization over fears of los-
ing control, step by step chang-
es can ease the transition. For 
instance, starting from em-
ployment law-related aspects, 
authorities and responsibili-
ties for each position may be 
determined by constructing 
an organizational chart. Rules 
regarding recruitment, pro-
motion and salary may be reg-
ulated. Creation of short, me-
dium and long-term strategic 
business plans, and again as a 
significant point, having an in-
dependent audit should consti-
tute a good beginning. 

Endeavors for institutionali-
zation should be tailor made for 
each family business. The cul-
ture, values and internal rela-
tionships of each family differ, 
and the sectors the family busi-
nesses operate in, their busi-
ness models etc. differ as well. 
All of these should be taken in-
to consideration. While we are 
speaking of the institutionali-
zation of family businesses, the 
fact is that, still today in Turkey, 
many female family members 
work in disadvantageous con-
ditions compared to their male 
relatives in family businesses. If 
the institutionalization process 
of family businesses is man-
aged in a gender sensitive way, it 
may be a good opportunity to re-
trieve the existing share owner-
ship and governance structures 
that are established in a preju-
diced way against woman.

There are also specific instru-
ments used in the institution-
alization of family businesses, 
such as family council, family 

constitution, succession plan-
ning and appointment of an in-
dependent board member. The 
“family council”, viewed as the 
key to the success of model fam-
ily businesses around the world, 
aspires to enhance intra-famil-
ial communication. Thereby 
the requests, expectations and 
goals of the family members are 
harmonized, family collectivi-
ty is preserved, conflicts with-
in the family are eliminated and 
the decision-making mecha-
nism accelerates. The fami-
ly council is entirely different 
from the board of directors in 
terms of both functioning and 
duties. All that the family coun-
cil provides is a healthy debat-
ing platform; it does not play 
any role in company manage-
ment. While the council deals 
with family relations and the 
effect they have on the busi-
ness, in other words the “fam-
ily” side of a “family business”, 
the board of directors handles 
the “business” side. The family 
council also takes on tasks such 
as passing the family values to 
subsequent generations, super-
vision of the relations between 
the family and the company, and 
drafting a family constitution.

Many prominent family busi-
nesses around the world have 
family councils as organs. As a 
matter of fact, many families 
which have a business in Tur-
key, without even knowing the 
concept of family council, use 
this organ by periodically get-
ting together at organizations 
such as family dinners, etc.
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