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Global Firm Identifies Five Attributes of Family Businesses Who Survive Long-Term
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In its January 2010 McKinsey Quarterly, the global consulting firm identifies five intertwined areas where family and business must work well together in order to grow and survive:
1. A harmonious family relationship that understands its interaction with the business;

2. An ownership structure that provides sufficient capital for growth while maintaining family control where it counts;

3. Strong company governance and a dynamic business portfolio;

4. Professional management of family wealth; and

5. Well-managed charities that promote family values across the generations.

One-third of S&P 500 companies are family owned, as are 40% of the 250 largest companies in France and Germany. Yet less than 30% survive to the third generation. Those who do survive outperform their corporate peers. 

1. Family. The family must pull together as shareholders, board members and managers to overcome conflicts over money, nepotism leading to poor management, and infighting about succession. 
· Healthy business families develop strong governance – oral and written agreements about family decision-making, family employment, and boundaries for corporate and financial strategy. 
· Effective family councils and family forums encourage constructive communication and build consensus. 
· Long-term survivors select managers based on merit. Significant work experience outside the family company is encouraged if not required.
· Family offices can help members pursue common interests and philanthropy, organize family gatherings, coordinate information flow and offer centralized concierge services. 
2. Ownership. Enduring companies limit how shares can be traded inside and outside the family. 
· Family shares may be subject to redemption by the company or purchase by other family members. Long payouts avoid decapitalizing the business.

· Many family companies are largely self-financing with “patient capital” -- paying low dividends and reinvesting profits without diluting family ownership through public stock issues or incurring large debt.

· Some family holding companies control publicly-held subsidiaries. 

· Some satisfy family cash needs by declaring a “family dividend” through periodic sales of subsidiaries. 

3. Governance and the business portfolio. Enduring family companies are usually characterized by strong boards of directors and a long-term, prudent but dynamic investment strategy. 

· Family members participate actively as directors. They bring deep industry knowledge to the board room gained through long history.

· Nevertheless, the proportion of inside directors on enduring family boards is less (20% on the average) than non-family companies (23%).

· Though their methods of selecting directors vary, enduring family companies understand the importance of strong boards who are closely involved with top-management and the business portfolio.
· Family control may interfere with attracting some top talent to board and management positions. However family caring and loyalty can attract highly qualified people who honor personal values that nonfamily companies cannot supply.
Pursuit of long-term growth can insulate family companies from the temptation of higher risk short-term performance.

· A longer term planning horizon can reduce cost of debt.

· A longer perspective may create less success during booms but increases the chances of survival in crises.

· Family companies are surprisingly stable in hard times.

· They tend to be prudent in mergers and acquisitions making smaller but more value-creating deals than their corporate counterparts. 

· Nevertheless, excessive risk-aversion may unduly influence family company decisions and erode their competitive advantage.
· Multiple companies are the hallmark of most large long-term successful family companies. There may be a wide array of unconnected businesses, some with stable cash flows, and others with higher risk/return ratios. Many complement their core enterprises with venture capital investments of 10% to 20% of their equity. Renewing the portfolio preserves a good mix of investments while shifting gradually from mature to growth sectors.

4. Wealth Management. In the recent economic crisis, wealthy families around the world lost an estimated 30% to 60% of portfolio value. This emphasizes the critical importance of rigorous risk management. (The article makes a strong and somewhat surprising pitch for McKenzie’s services to family offices as a bulwark against future economic downturns).
5. Charity. Entrepreneurial families represent a huge share of charitable giving world-wide. 
· Philanthropy is an act of social responsibility that generates good will for the business and reflects favorably on the family. Yet sometimes it’s surprisingly difficult to gain family consensus about doing good.
· Some family foundations allocate a spending budget to various family members or branches. 
· Others engage younger members in board or staff functions encouraging their hands-on participation with non-governmental organizations and their needy clients. 
· Partnering with other non-profits who have expertise and local presence is increasingly common. 
· Finding balance and synergy between compassion, professionalism, and accountability is effective philanthropy’s ongoing task.  An investor’s mindset within the family and a highly qualified staff are indispensable to effective and responsible philanthropy.
