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of the family ownership or he decides to pass on the family business to his successors. In
the latter case it turns out to be the most appropriate choice or will lead to business default in the
short time?

In this context, it also frames the decision to include in the board of directors an independent
director who holds the position of trusted advisor in critical situations.

The aim of this paper is to understand whether family firms that transfer a large part of the
knowledge of the entrepreneur to enterprise information system and co-opt qualified individuals
outside the family to be included in the top management of the business organization are more
likely to survive in medium to long term.

2. The Know-how of the founder and its relations with stakeholders

The knowledge of the entrepreneur fall within that category of intangible during the active
life of the founder can be identified as a factor in the success of the company, but that can
become a critical factor in the moment of generational transition.

In a context such as the present one, in which the companies are in crisis, a mistake made
during the process of generational change could jeopardize the existence of the company.

How can you program a generational shift without losing the competitive advantage of
knowledge on processes, products, suppliers, customers and all the knowledge that the founder
has acquired through years of experience?

- A solution would be to bring within the company information system all the knowledge that
the system is able to assimilate and turns into procedures (transfer of the know-how of the
founder in the Structural Capital).

- Involve all possible candidates to choose successors to the corporate life doing the latter
branch of interest.

- Program in detail the generational shift, involving the designated successor to the largest
possible number of decisions taken by the founder.

- Provide a plan for generational transition with the identification of all the tasks and
responsibilities in the future may acquire the successors with the description of all stages of
succession and with the anticipation of possible changes.

- Program this process as soon as possible, without waiting for the founder is no longer able
to manage the company.

- Enter into a business expert who has previously worked with entrepreneurs family
members who have successfully made the transition generation.

- Insert a manager in the company outside the family who can help the successors to better
manage business operations.

- Insert in the board of directors an external member of the family, preferably as an
independent director who will be able to get a good visibility of the company and possible
SUCCessors.

These choices are made even more complex by the context in which it is systematically
dropped the family business, that is to say the financial crisis. In times of crisis the choices of
the entrepreneur must be more accurate and anticipate possible problems that could jeopardize
the existence of the company. In the case of family businesses listed, the founder may decide to
sell on the market shares of the family, while maintaining the legal or de facto control of the
company. In this case, the corporate stakeholders would add also the minority shareholders
outside the family who might insist to implement the process of generational change.

3. Risk of Default and the generational transition

Often family businesses lose the position gained in many years of activity in the relevant
market at the time of generational transition. This depends on the identification with the founder
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of the company that makes it unthinkable by corporate stakeholders, the vision of the
company without the figure of the founder.

Further, the moment of fundamental critical for a family firm appears to be the generational
shift. It is easy to see that if the transition generation is not effectively managed in the long term
the company is in danger of default.

If corporate stakeholders haven't more confidence in the successor of the founder and the
organization is unable to compensate in some way this situation, the company will find itself in
the difficult relationships with customers, lenders and suppliers that will lead to a high liquidity
and credit risk that in the short time will generate firm default.

That said, it is clear that a great family business at some point in his life must tend to the loss
of identification between entrepreneur and enterprise led to the formation of this type of
business in order to prolong its existence beyond the useful life of the entrepreneur and his
family. The objective must be to not only survive, but grow over time and only by adopting this
strategy of posting the company may initiate a process of growth.

4. Prior Literature and Theoretical Framework

The division between control and management can lead to information asymmetries which in
turn cause an adverse selection by investors in response to the high propensity to moral hazard
by management. That said we can assume that the mix of control (in the guise of controlling
owner and management) reduces the information asymmetry and consequently the moral hazard
and the risk of fraud on the part of managers (the adverse selection by investors). Investors are
more inclined to invest in what they perceive as a low risk for the trust in a manager in the
family that owns most importantly has an substantial personal investment as well as an affection
towards the company because it is identified with the family itself. In this regard it is of primary
importance the ease, speed and slenderness in making business decisions for this reduced
information asymmetry.

Managers who belong to the family are emotionally tied to the company and have less

appetite for risk than managers outside the family, also have the full confidence of the property
that has chosen them as the most suitable in the family to manage the company. The family
managers are also not base their earnings on short-term goals established in contracting as in
non-family businesses, but base their satisfaction on corporate survival and they think to the
mission of the firm with a vision in the medium and long term.
Another problem that can be seen in the presence of a manager in the family owns of the
company regards the reduced turnover in the Board that in a crisis period could lead to the
default company. The manager family is difficult to replace species where there is duality (CEO
and Chairman the Board are the same person) and he is the majority shareholder of the family
business. In this case the manager can do what he likes most as its capital ownership allows him
to exercise significant influence (Morck, Shleifer, & Vishny, 1988). We know that when the
founder is no longer present in the company this is a negative point for the image of the
company, then if one of the successors is both CEO and Chairman of the Board and there is a
small part of the Board as independent directors the business risk increases. The risk is very
high if the successor is also the largest shareholder. In this case, if the successor is not good

enough to maintain or even improve business performance, the situation will be very
problematic.

While the information asymmetry between the family and therefore the majority shareholders
and managers belonging to the family itself is reduced thereby reducing agency problems
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Which variables of governance can affect the risk of default
of family businesses?
A cross-country comparison between United Kingdom and

Italy
ABSTRACT
Keywords: This study examines the association between some governance variables
Default and the risk of default of family and non-family firms. The paper also
Performance discusses the nature of family control and the differences to non-family
Family control and their link to firm’s performance. The most relevant indicators
Governance utilised by the authors for identifies the probability of default are based on
Turnover quantitative indicators, but the presence of independent directors or the
CEO ‘managements turnover (in particular the change of CEO) are more
Agency Theory important for the future life of the firms, especially in the crisis periods.

These governance variables are more relevant for the firms that are
controlled by founder’s family and in case of succession transition, that is
one critical period for the firm. In this study we try to confirm the agency
problems in family businesses highlighted by the literature as the
relationship between Z-score and the presence of independent directors,
the turnover of the directors and the change of CEO. Especially if the
latter is also Chairman. We reaffirm in this analysis the necessary
distinction between the capital and the company management.

1. Introduction

The default of the companies has often been associated with quantitative indicators calculated
on the basis of the financial statements. In this study we want to focus our attention on the
possible association between some qualitative and quantitative variables relating to the
management, control and corporate ownership of family businesses and the probability of
business failure.

Most companies around the world are controlled by their founders or their families, as
specified by Burkart, Panunzi and Shleifer (2003) and the latter is particularly true for small and
medium-sized Italian companies.

The objective of this study is to answer questions such as:

What are the characteristics of ownership, control and management that family business must
have to survive in a turbulent market like the current one?

What strategic variables and governance variables are associated with the risk of default of
family businesses?

There is a relationship between corporate performance and the characteristics of the family
firm?

What are the significant differences between English and Italian family businesses?

In addition, we want to determine whether the founder of a family business in times of crisis
business prefers to hire a professional manager as one of its successors and liquidate a portion





