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ABSTRACT

The paper is an exploratory study that investigates the proposition that the main
professionalization issues faced by a family business are different across its life cycle stages. The
main goal of the investigation is to identify the essential steps that could be followed by family
businesses in their quest for professionalization as they move along their life cycle. This paper
contributes to the literature by advancing the understanding of a family business transition
toward professionalization and by describing the complexity of professionalization process from
the three-dimensional perspective of business, ownership, and family life-cycles.
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INTRODUCTION

Despite of family business ubiquity (Astrachan & Shanker, 2003; La Porta et al., 1999)
and more of two decades of research efforts the investigation of this entity is still early in its
development. Continuity and renewal have been mentioned as the reason d’étre of family
businesses in their pursuit of longevity. To achieve sustainable business performance and
harmonious family relationships, family firms should transition toward more formal structure
and processes as growth and succession occur. The most popular concept in the literature to
describe this transformation is professionalization that has emerged as an important topic (Zahra
& Filatotchev, 2004). The family business literature that stems from both academics and
practitioners has stressed the need of professionalization. However, professionalizing has been
identified as a key challenge for family businesses as many family firms are neither willing nor
able to advance a professionalization agenda (Stewart & Hitt, 2012).

RESEARCH QUESTION

This conceptual paper investigates the following research question. How do
professionalization needs of a family business evolve as it moves along its life cycles? The goal
is to identify the professionalization priorities for each stage of the life cycle. The complexity
stems from the overlapping of family, ownership, and business sub-systems. For example, some
of the business professionalization priorities might be seen as threats to the family’s socio-
emotional wealth. The focus of the paper is on closely held entrepreneurial family businesses.
The family business definition used in this paper comes from Kelly et al. (2000). According to
this definition, a family business has significant family ownership, significant family
involvement in management, and the expectation that control and leadership will be passed to
future generations. To answer the research question and to develop the conceptual framework of
family firm professionalization, the paper draws on the organizational life cycle theory
(Churchill & Lewis, 1983; O’Rand & Krecker, 1990), and the theoretical and empirical
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perspectives on family business professionalization. These findings are supported by empirical
evidence based mainly on secondary sources as a result of an extensive literature review. From
an academic perspective, the aim of the proposed framework is to advance the investigation of an
important family business topic that has been identified by scholars as an area where additional
progress is needed. From a practitioner’ perspective, the framework would potentially guide
family firms on implementing a professionalizing strategy with corresponding steps across
different life cycle stages. For a company it would be beneficial to be prepared to cope with the
challenges ahead as every stage of the organizational life-cycle brings along a new entity that
deals with different business, ownership, and family issues.

THE ORGANIZATIONAL LIFE-CYCLE CONCEPT

Life cycle is among the most popular concepts in social sciences (O’Rand & Krecker,
1990). The organizational life cycle concept focuses on the evolution of business from a growth
perspective. It defines the evolution of an organization through a sequence of stages that moves
the company from a start-up to a mature and larger company. The organizational life-cycle
theory was initiated within the economics literature (Penrose, 1959; Rostow, 1960), as inspired
and borrowed from biology, and further refined by business researchers starting with Chandler
(1962) as the pioneer of the organizational life cycle concept, and continuing with numerous
others such as Greiner (1972), Adizes (1979), Kimberly & Miles (1980), Churchill & Lewis
(1983) and Kazanjian (1988). As a result, a vast array of models that spread between three
(Smith et al., 1985) and ten stages (Adizes, 1979) was developed. While there is little agreement
on the number of stages, the models share many common characteristics on the evolution of the
business as a sequence of predictable stages and on the nature of various stages (Dodge et al.,
1994). A major strength of this literature is that it adds to our understanding of the intricate
process of growth (Kazanjian, 1988). The research has pointed out how challenging is to capture
the firms’ life-cycle and to define universally accepted stages of firm’s evolution. As Penrose
(1959) argued, growth patterns display an idiosyncratic nature due to the unique combination of
resources and capabilities of every firm. According to Fisher et al. (2016), “all life cycle models
convey similar ideas, yet the context within which different models were developed varies”.

The research so far has focused more on how this framework could help understand
better entrepreneurial ventures by stressing the differences across every stage of their life cycle.
Acknowledging that the family is the oxygen that feeds the entrepreneurial fire (Rogoff & Heck,
2003) the organizational life cycle should be an important tool to investigate family businesses as
well. Moreover, according to Moores & Mula (2000), the examination of firms’ transitions,
including family businesses, stems from the organizational life cycle. We apply the systems
theory and expand the organizational life cycle model focused on the business dimension by
adding the ownership and family dimensions of the family business system according to the
Tagiuri & Davis (1982) three cycles model. Understanding the family business life cycle requires
the investigation of all three sub-systems due to the overlapping of business, family, and
ownership. For this paper, the ownership and family life-cycles stem from an adapted version of
the family business developmental model of Gersick et al. (1997) while the business life cycle is
a modified version of the Churchill & Lewis model (1983). For the business dimension we prefer
Churchill & Lewis model (1983) instead of the Gersick et al. (1997) business development
model. While the latter model is simpler with just three stages, the former is more an “ideal” or
“rational” life cycle model due to its growth preparation stage. The entrepreneurial literature
shows that growing too fast is an important cause of new venture failure. Adding the growth
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preparation stage supports the idea of professionalization as the company that follows the
adapted Churchill & Lewis model might be better positioned to face the growth stage challenges
(Figure 1).
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FIGURE 1
THE ADAPTED THREE-DIMENSIONAL MODEL OF FAMILY BUSINESS

THE PROFESSIONALIZATION CONCEPT

Initially, the professionalization term was mainly related with occupational groups that
master and apply specialized knowledge. Professionalization has been viewed as a significant
step toward the family business continuity and renewal. Even though the topic of
professionalization has been investigated in the family business literature, there is still ambiguity
regarding the nature of professionalization as the literature generally provides little
understanding of the evolution of professionalization within a company. While the literature on
the professionalization of family business has been relentlessly growing, much less research has
been done on understanding the professionalization of family business from an organizational
life cycle perspective and even less from an expanded life-cycle perspective that includes the
business, family, and ownership life cycles. In the discussion of professionalization there is a
clear focus on the transition from family-based management to non-family management (Dekker
et al., 2013; Chrisman et al., 2013). However, there is enough evidence that shows that a family
business can prove professionalism even though is both managed and owned by family.
Professionalization is a multidimensional process and the addition of non-family managers is just
one of the modes of professionalization (Dekker et al., 2013). Therefore, this paper proposes a
broader concept of professionalization that is defined as the multidimensional transitional
process of transforming a young and informal family business into a modern, formal, and more
complex organization that is able to integrate the family, business, and ownership subsystems to
fulfill its continuity and renewal objectives. This concept has an important formalization
component as formal structure and processes replace the informality of the earlier stages of the
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organization. Chittoor & Das (2007) and Hall & Nordqvist (2008) argue that the investigation of
the timing of the professionalizing is an important step to advance the comprehension of
professionalization. This dynamic perspective is meant to offer key insights on when and what
professionalization steps need to be taken by family firms. If the issues faced by businesses seem
to be consistent across a certain stage of the life cycle, then the company should be able to
provide consistent solutions to tackle these issues and to ensure continuous growth (Kazanjian,
1988). Moreover, the ability of the business to adapt to the external environment, may improve
as the company is moving across life cycle stages (Hoy, 2006). Professionalization plays a
cardinal role in encountering solutions to these issues and in firm’s adaptation to the
environment. The understanding of professionalization requires a holistic and integrated view.
Due to the interdependencies among the three cycles, the formalization issues cannot be tackled
without assessing the three subsystems, business, family and ownership. The paper discusses the
best-case scenario of professionalization that goes across all three components of the family
business system.

THE PROPOSED PROFESSIONALIZATION FRAMEWORK

Every organization undergoes a continuous process of change and aging. For a family
business the web of changes is tridimensional due to the overlapping of the three-cycle model of
family business composed of family, business, and ownership (Tagiuri & Davis, 1982).
Therefore, creating a model that capture the complexities of the family business system, where in
each stage of the tridimensional model you encounter a predetermined set of issues, is quite
challenging. Adapted from the Churchill & Lewis model (1983) the five stages of the
organizational life cycle are launch, survival, preparing growth, growth, and maturity-renewal.
The corresponding professional issues are identified for each stage. It seems that there is a
certain theoretical support in the literature for a five-stage model as some of the most popular
models and their empirical support tends to highlight the five-stage models. Tables 1-3
summarize the top professionalization priorities in different stages of the business, family, and
ownership life cycles.

Table 1
MAIN PROFESSIONALIZATION ELEMENTS ACROSS THE BUSINESS LIFE-CYCLE
No.| Business life cycle stage o  Key professionalization issues.
1 Launch e Leadership development.
2 Survival e  Early financial formalization.
o Informal advisors.
3 Preparing growth e Professional relationships with key external stakeholders.

e More external sources of expertise.
o Delegation of authority and middle.

e Management development.
4 Growth e  Formal structures and systems.
e  Professional management (family and nonfamily).

e  Strategic planning.

e  Professional human resources practices.
5 Maturity-Renewal e Complex strategic planning.
e Nonfamily managerial talent.

e Professional culture.

4 1939-4675-23-1-233



International Journal of Entrepreneurship Volume 23, Issue 1, 2019

As business, family, and ownership evolve across their life cycles, a more formal context
is needed to allow the firm to advance to the next level (Flamholtz & Randle, 2015). The main
theme of the business life cycle is preparing and adapting the firm to the challenges of each stage
that leads to a different organization. In this process, fostering the family and non-family
managerial talent is essential. Professionalization is the key ingredient that supports continuous
growth. The business dominates all the aspects of the family life. Typically, growth triggers the
need of continuous professionalization. Growth brings a new level of competition as the
company might move away from smaller niche markets into more competitive markets. This
brings a new challenge on how to compete in these new tougher markets. Therefore, the need of
professional strategic planning emerges in the growth stages and becomes crucial in the
maturity-renewal stage. Leadership development is essential as under the entrepreneurial model
the new business is often launched based on the founders’ abilities to provide a service or make a
product and less on their capacity to manage. In the maturity stage nonfamily talent becomes
even more important. The family businesses face the strategic choice of growth or maturity. If
growth is not pursued or not achieved the maturity stage installs with the risk of decline if the
business is not able to adjust to the changing environment. The research has proved that many
family businesses are slow to recognize the need to reinvent them as they strive to preserve the
socio-emotional wealth (Gomez-Mejia et al., 2010). The professional human resources practices
play a key role in the formalization of a business as formal job descriptions, performance
evaluation, hiring, compensation, and promotion policies could emerge as a source of conflict
between both the family members and the family and non-family members.

Table 2
MAIN PROFESSIONALIZATION ELEMENTS ACROSS THE OWNERSHIP LIFE CYCLE
No.|[ Ownership life-cycle o Key professionalization issues.
1 The founder stage e Leadership development.
e  Succession planning.
2 The sibling stage o Defining the power structure among siblings.

o  Family Assembly/Family Council/Family Office.
e  Family Constitution.
3 The cousin stage o Refine governance structures and processes.
e Board of directors and/or board of advisers.
e Shareholder agreements.
e Family Council.

The main theme of ownership life-cycle is ensuring the efficiency and continuity of the
business while stressing the fairness of its activities. For example, defining the power structure is
meant in the sibling stage to ensure harmony and mitigate conflicts. The cousin stage brings
more ownership complexity as the kinship of the owners could span over three generations and
are related not just by blood but by marriage as well. The ownership stages play an important
role in shaping the future of the business as the ownership structure will impact directly not just
the ownership dynamics but also the family. It is mainly achieved through the introduction of the
governance bodies and formal structures such as councils and boards (Pérez de Lema &
Duréndez, 2007; Suare & Santana-Martin, 2004). Clearly defined roles and power structures
during the sibling stage becomes a priority in order to avoid future conflict.

The main theme of business family life cycle is maintaining and enhancing the cohesion
of the family and its dedication toward the business. Professionalization touches the business
family as well. The stage of the family life cycle could trigger a structural formalization of the
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business. For a successful transition from a young business family to passing the baton stage a
certain level of formality is involved. Dyer (1986) calls it a “rational alternative to nepotism and
familial conflicts that plague a family business”. There is evidence that succession of
management and ownership to the next generation would foster the drive toward
professionalization. The increasing professionalization might contribute to the weakening of the
family’s identification with the business (Gersick et al., 1997). However, the new generation
brings different values and a push toward professionalization. This endeavor fosters growth and
brings more opportunities for the nonfamily employees and young family members. Practice has
shown that typically by the third generation the business has become more professional. In
assessing the professionalization of family, the trade-off between growth and control should be
considered. The pursuit of growth affects the control of the family because it requires outside
capital that diminishes the family control. This could become a factor that pushes toward more
professionalization, which could limit the familiness of the business. Eventually, the
professionalization efforts should be sustained by the three subsystems with the coordinated
actions of the senior management, board of directors, and family council.

Table 3
MAIN PROFESSIONALIZATION ELEMENTS ACROSS THE FAMILY LIFE-CYCLE
No. Business family life cycle o Key professionalization issues.
1 Young Business Family e Family leadership development.
2 | The New Generation Transition e Educational issues.
e Rules of entry/joining the business.
3 Multigenerational Business e Family Assembly/Family Council.
e  Continuity and contingency plans.
4 Passing the Baton e Collaboration within the family branches.
e Balance the power among the
family branches.

CONCLUSIONS

The identification of the top professional issues could serve as a tool for family business
management and consultants in building a professionalization agenda when planning the future
of family business. The professionalization issues of Tables 1-3 could serve as a rich source of
hypotheses for further research on professionalization. Due to the complexity of the
multidimensional process involved, further research is needed to advance a professionalization
agenda for family businesses. The investigation of the proposed professionalization steps
requires further empirical research. Nevertheless, the key limitation is the difficulty to generalize
the findings across all family businesses. However, advancing the issues of professionalization in
family firms allows conceptualizing the processes needed to support growth. To draw
conclusions regarding causality, understanding the temporal dynamics of professionalization is
required. What is needed is more collaboration between practitioners and researchers to develop
longitudinal studies to obtain better insights both into practical realm and theory development.

Further research needs to bring evidence that supports not just the top professionalization
issues across the three subsystems life cycles but also the specific causes that triggers the
professionalization steps of each stage. Professionalization beyond a certain level transitions into
bureaucracy defined as where formal standards dominate. Consequently, this might affect the
family business values and business practices and, as a result, the decline of the company would
inevitably follow. The challenge is to embrace professionalization without affecting the
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entrepreneurialism of the company that allows it to capitalize on opportunities, reinvent itself and
continue to grow. An internal focus is predominant throughout the paper. However, there are
important external variables that influence the professionalization processes. Those external
variables such as general environment or industry-based factors were not considered for the
scope of this paper.

To sum up, from the systems theory perspective of family, ownership, and business sub-
systems, the professionalization of family businesses requires an integrated framework that goes
beyond hiring non-family managers. Sustained and coordinated efforts of business family and
owners are needed to achieve the professionalization goals. The role of outside directors,
advisors, or consultants is essential to foster professionalization and to educate family members
who are active in business to support professionalization. The proposed model is offered only as
basis of analysis of the professionalization processes that could occur. However, it does not
suggest that all family firms will certainly follow all stages of above life-cycles.
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