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CHAPTER 9

Family Business Sustainability:
The Intergenerational Transfer of Social
Capital and Network Contacts

Fabian Bernhard, Miriam Hiepler,

and Frangois-Xavier Engel

Abstract This chapter explores how social capital influences the sustain-
ability of family businesses over generations. In a volatility-uncertainty-
complexity-ambiguity (VUCA) world, relationships and networks become
more and more important. Although social capital is accumulated over
time and not easily transmitted, its transfer to the next generation must
be a top priority in every family business. A qualitative method of data
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analysis was used to better understand the process and the mechanisms
through which social capital and the firm’s relationships are transferred in
intra-family succession.

Keywords Social capital ® Sustainable family business ® Succession
® Next generation

INTRODUCTION

Family-owned businesses (FOBs) are the most frequently encountered
business models in the world accounting for nearly 70% of the global GDP
(Osunde, 2017). In Europe, 14 million FOBs provide over 60 million
jobs. In many countries, they account for 55% to 90% of all companies
(KPMG Enterprises, 2015). Given these significant figures, the impor-
tance of FOBs in European economies is preeminent.

With Europe’s aging population, more and more FOB leaders will
retire in the coming years, making succession a relevant topic. In France,
for instance, 20% of SMEs managers are 60 years old or older whereas they
were only 13% in 2000 (Nougein & Vaspart, 2017). As a result, many
FOBs will change hands in the next ten years. Because of the sustainable
orientation of FOBs, the strong desire to preserve the tamily character of
the business, to keep the control over the company within the family and
to respect the legacy of previous generations, most of the incumbents
intend to transmit the family business to younger members of the owning
family (Deloitte, 2016).

A well-known challenge, however, is that only few FOBs succeed in
their succession over time and ensure sustainable competent family leader-
ship across generations (Le Breton-Miller, Miller, & Steier, 2004).
Succession of ownership and management to the next generation is there-
fore one of the main concerns that FOBs face (Handler, 1992). It is a
greater concern for FOBs than for nonfamily companies because the pro-
cess includes more emotional elements, a higher potential for intergenera-
tional conflicts and a smaller pool of talent on which to bet (Le
Breton-Miller et al., 2004).

Although most of the family business leaders rank succession as one of
the most important subjects on their minds, over 40% of them admit that
they have not sufficiently prepared their succession during the past decade
(Bhalla & Kachaner, 2015). However, poorly planned successions may
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have severe consequences for the business. It has been observed that
recurring causes of business failure come from “business incompetence”
because of a lack of knowledge and preparation (Chirico & Laurier, 2008).
Mazzola et al. (2008) and Sharma (2004) state that the successor must
have developed some fundamental characteristics when he or she takes
over the company, among which business and industry knowledge is often
tacit (Cabrera-Sudrez, De Saa-Perez, & Garcia-Almeida, 2001; Steier,
2001). The successor must also have developed several abilities, like
decision-making and interpersonal skills (Chrisman et al., 1998). Equally
important are not only the legitimacy and the acquired credibility from
both family and nonfamily stakeholders (Barach et al., 1988; Steier, 2001)
but also the networks and social capital (Steier, 2001).

Although family business succession across generations has been dis-
cussed in the literature for a long time (Sharma, 2004), little attention has
been devoted to the transfer of social capital and networks across genera-
tions (e.g. De Freyman et al., 2006; Steier, 2001). Yet, many strategic
advantages lie in the social capital and relationships that the firm has nour-
ished and is able to keep over time (Steier, 2001). In the current new
economy, much of the value resides indeed in business networks (Steier,
2001). Social capital is an asset which is not easily transferred, and Malinen
(2001) highlights that the transfer of the tacit knowledge and networks of
contacts is a central concern of incumbents. Consequently, the purpose of
the present chapter is to answer to this need and to offer insights about the
way social capital and networks outside of the firm can be transferred
across generations.

THEORETICAL BACKGROUND

We define a family-owned business (FOB) as “a business governed and /or
managed with the intention to shape and pursue the vision of the business
held by a dominant coalition controlled by members of the same family or
a small number of families in a manner that is potentially sustainable across
generations of the family or families” (Chua et al., 1999). Every transition
process usually includes changes on the management level and changes on
the ownership level (KPMG Enterprises, 2017). Our analysis focuses only
on the change on the management level. The person transmitting the
leadership at the top management position is called the incumbent whereas
the member of the next generation onto whom leadership is being trans-
ferred is called the successor. We refer to successors who are family
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members (by blood or by law). While in nonfamily businesses the manage-
ment is separated from the leader’s private life, in FOBs the systems of
family and business overlap, and thus create unique challenges. In addition
to the leadership, the successor must juggle his or her own goals with the
values and objectives of the owning-family’s aspirations (Bernhard, 2018;
Bhalla & Kachaner, 2015).

Succession Process

It is important to understand succession in FOBs as a process rather than an
isolated event (Handler, 1990), which needs to be planned long in advance
(Lansberg, 1988; Sharma et al., 2001; Ward, 1987). Succession is indeed a
complex process with four distinct phases (initiation, integration, joint reign
and withdrawal) (Cadieux, 2007) during which the incumbent has to plan
both equity transfer and the transfer of less tangible considerations like
power, knowledge, skills, legitimacy and credibility to the successor (Le
Breton-Miller et al., 2004; Mazzola et al., 2008). It is noteworthy to men-
tion that the succession process is based on a mutual understanding between
the incumbent intending to transmit leadership of the FOB and the (or
more) successor(s) intending to take over (Cabrera-Sudrez et al., 2001;
Bernhard et al., 2017; De Freyman & Richomme-Huet, 2010). During this
process, Handler (1994) outlines that the roles of the incumbent and suc-
cessor evolve and adjust over time (see Fig. 9.1). The incumbent evolves
indeed from the role of monarch over delegator to consultant whereas the
successor evolves from helper over manager to leader.

| Incumbent |

Sole operator = Monarch = Overseer/Delegator —— Consultant

Notinvolved — Helper ——» Manager —————— Leadership

I Successor |

Progress in the Succession Process >

Fig. 9.1 Mutual role adjustment between predecessor and next-generation fam-
ily member(s) (Source: Adapted from Handler [1994])
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As emphasized by Handler (1994), the last two stages of this role tran-
sition are the most critical to effective successions. It is during these piv-
otal phases that a good preparation of the next generation becomes most
apparent (Tatoglu, Kule, & Glaister, 2008).

An early start in the preparation of the successor to run the business is
key (Bhalla & Kachaner, 2015; Nougein & Vaspart, 2017). On top of
that, an early preparation enables the owning-family to protect themselves
from unexpected incident hazards like illness or death of involved actors
(De Massis et al., 2008). Lastly, it is important to ensure that potential
successors have an early exposure to the business. Indeed, the sooner the
successor gains experience with the business, the better the incumbent can
help him or her to get familiarized with essential business elements and
assist in a progressive transfer of tacit knowledge (Bhalla & Kachaner,
2015; Cabrera-Sudrez ct al., 2001; Goldberg, 1996; De Massis ct al.,
2008). An early exposure will indeed enable the successor to build rela-
tionships with key suppliers, lenders and customers; to build his/her cred-
ibility within the company and to understand the culture and insights of
the family business (De Massis et al., 2008). Therefore, as suggested by
Goldberg (1996), successors with extensive prior experiences within the
FOBs tend to be more successful than late entrants.

Knowledge Transfer

Knowledge is a key strategic resource of FOBs. Some authors even quote
it as the most valuable asset that a firm possesses (Chirico & Laurier,
2008). The effective transmission of this knowledge to the successor is
therefore an important aspect in sustainable FOBs’ succession (Cabrera-
Sudrez et al., 2001). Knowledge, which acts as an “enabler of longevity”
(Chirico & Laurier, 2008), can be quickly defined as know-what, know-
how, know-why and know-who (Malecki, 1997). Nevertheless, it is essen-
tial to differentiate between pure knowledge, that is, the theoretical
principles acquired through education and academic courses, and ské/ls (or
tacit knowledge), which is the ability to carry out an activity by using and
leveraging the accumulated pure knowledge (Chirico & Laurier, 2008).
The former can be transmitted quite easily using text books, manuals and
so on. The transmission of the latter to the successor is a greater challenge
for FOBs because it is not tangible and highly personal, and it often needs
to be experienced and practiced over time through training, face-to-face
interactions, participation in activities and so on (Chirico & Laurier, 2008).
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Although the pure knowledge acquired outside of the company is impor-
tant, it is the sharing of inside knowledge which will ensure the next gen-
eration to understand the ins and outs of the business. Therefore, the large
amount of firm-related tacit knowledge that the incumbent has accumu-
lated over time (Lee et al., 2003) is a source of competitive advantage for
the family business and the successor’s ability to acquire the incumbent’s
key skills and network of contacts is one of the main challenges in the
preparation of the next generation to take over the company to ensure its
continuity and its competitive edge (Cabrera-Sudrez et al., 2001). Malinen
(2001) finds that the transmission of their tacit knowledge and networks
of contacts to the successor was one of the main incumbent’s concerns.

Social Capital Transfer

The literature emphasizes the importance of developing the successor’s
relationships with key stakeholders, essentially with the incumbent
(Cabrera-Sudrez ct al., 2001; Goldberg, 1996; Venter et al., 2005) but
also with other family members, employees of the company (Bernhard &
O’Driscoll, 2011; Sieger et al., 2011) as well as key customers and suppli-
ers. The accumulation of an FOB’s social capital, also known as “relational
wealth” (Steier, 2001), can become a valuable resource if managed prop-
erly (Adler & Kwon, 2002; Baron & Markman, 2000; Steier, 2001).

Social capital is defined as “the resources individuals obtain from know-
ing others, being part of a social network with them, or merely from being
known to them and having a good reputation” (Baron & Markman,
2000). In a nutshell, social capital “involves the relationships between
individuals and organizations that facilitate action and create value” (Adler
& Kwon, 2002; Hitt & Ireland, 2002).

Adler & Kwon (2002) differentiate between two kinds of social capi-
tal, i.e. bridging and bonding. Bridging focuses on external relations,
which are outside of the company, whereas bonding focuses on internal
ties within the organization. Our analysis will concentrate on the bridg-
ing of social capital, that is, the creation and maintenance of external
relationships of the family business. A specifically interesting aspect is the
question of how these relationships can be transferred during an intra-
family succession process.

Many authors acknowledge that social capital is an asset, which is accu-
mulated over years and which cannot be easily transmitted (Adler & Kwon,
2002; Steier, 2001). Nevertheless, nowadays, much of the firm value does
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not lie in physical capital but rather in intangible capital such as business
networks (Steier, 2001). Indeed, abundant social capital is likely to lead to a
better access to information, better cooperation, trust from others and eas-
ier access to economic resources such as loans, protected markets or invest-
ment tips (Baron & Markman, 2000; Nahapiet and Ghoshal, 1998; Steier,
2001). In their study, Adler & Kwon (2002) also point out that social capi-
tal strengthens supplier relations, regional production networks and inter-
firm learning. Social capital can thus offer many benefits for the FOB.

As every FOB is immersed in a specific social context, the involved
actors are embedded in several preexisting relationships (Steier, 2001) and
the ability to handle them is a top priority for the sustainability of the fam-
ily business. Nevertheless, it is important to keep in mind that networks
are not one-sided and that without reciprocity, the relationships will
depreciate over time (Adler & Kwon, 2002). Although social capital is an
intangible asset, the literature argues that it can be transmitted to the next
generation. As every company is embedded in a social context, the incum-
bent is included in a vast network of preexisting relationships that the
company has built over years (Steier, 2001). One of the main goals of the
successor is to understand these various networks and become a full player
within this social context.

Steier (2001) identifies four situations differing in the transfer of social
capital to the successor: (1) sudden succession, (2) rushed succession, (3)
natural immersion and (4) planned succession. Sudden successions often
appear because of unforeseeable events such as the death of the incumbent
(De Massis et al., 2008), whereas rushed succession happens when cir-
cumstances force both the incumbent and the successor to make rapid
decisions about the future of the FOB, such as the serious illness of the
incumbent (Steier, 2001). Natural immersion is a smoother way to trans-
mit the FOB’s social capital. In fact, the successor has time to gradually
discover the network structure and relationships with key suppliers, key
contacts and others. In this situation, the successor gradually starts expand-
ing roles across functions over time, doing the incumbent’s job, and he or
she is gradually being transferred the decision-making power. In a planned
succession, the incumbent recognizes the importance of the social capital
for the FOB and makes a long-term effort to transmit the asset to the
successor (Steier, 2001). Steier (2001) argues that the incumbent should
first include the successor within his or her social capital, and then later let
him or her make their own decision about the relationship they want to
keep and/or develop.
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Given the importance of social capital in family businesses (Adler &
Kwon, 2002; Steier, 2001) and the relatively little attention given to the
subject in the literature (Sharma, 2004), we focus on the transfer of social
capital and social networks outside the firm to understand the processes
through which FOB’s relationships and networks are transmitted.

EMPpIRICAL STUDY

Using an exploratory qualitative approach (Eisenhardt, 1989; Yin, 2014),
the interviewees in the study were all members of the next generation, to
whom the family business was transmitted by the previous generation. Every
interviewee experienced a smooth gradual succession or natural immersion
in the sense of Steier (2001). Most of the successors entered the business
after studying and getting an experience outside of the company. Their ini-
tial motivations were quite different, but they started by acquiring a low-
level or medium-level management position, and they gradually reached the
upper echelons, getting more and more responsibilities to run the business.
All of the interviewees have worked closely with the incumbent, who was in
charge of the transfer of management across generations.

The interviews were held in French or German and then translated into
English. The work of translation has been meticulously realized in order
to avoid bias in the interpretations of the specificity of the language and
context. At the beginning of each interview, general questions were asked
about the business, the history of the family business, the shareholders and
the processes through which the participants were transferred the family
business. Then the interviewees were specifically asked questions about
the FOB’s various social networks and key relationships and the way by
which these relational assets had been transferred to them.

The participants were identified through personal contacts. Four family
businesses participated. During the initial contact, they were briefly
explained the concept and the goal of the study. All but one agreed to
schedule a slot for an interview. The one who did not accept reported a
lack of time because the succession had just taken place. All the FOBs
interviewed were operating in the food industry. The participants wished
to remain unnamed, that’s why they are anonymized and displayed by
their participant index number (P_#).

FOB 1 produces Alsatian wine and markets it all over the world. The
FOB was founded in 1865. Participant 1 (P_1) belongs to the fifth gen-
eration of the family business which he took over in 1999 from his father.
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The company has changed a lot during the last 153 years. The incumbent
reported that each generation is different and has played a part in the
building of the family business.

FOB 2 is a Germany-based producer of food packaging founded in
1928. Participant 2 (P_2) represents the fourth generation of the family
business and she took over the company in 2018, after joining it in 2009.
Her father retired in 2009 and he hired an external CEO, because his
daughter was not ready to handle a CEO position yet. During these last
years, the contract of the external CEO was coming to an end, and it was
decided that Participant 2 will take over.

FOB 3, founded in 1938, is an Alsace-based company producing
Sauerkraut. Participant 3 (P_3) represents the fourth generation of the
family business. Today the capital is equally divided between the four
shareholders: the Participant 3, the participant’s father, the participant’s
godfather and his cousin. Since the previous year, they operate under the
“Pact Dutreil,” which is a French legal plan to ease the patrimonial trans-
mission, given that each of them engages to work in the company for the
following six years. Today, the company is consequently run by these four
shareholders, so the transmission is still in progress. In 2023, the family
business is likely to be run by Participant 3 and his cousin.

FOB 4 is Alsace-based and specialized in the coffee roasting since 1926.
Today, all the shareholders are within the family. Participant 4 (P_4)
belongs to the third generation of the family business. His father was
appointed Managing Director in 1977 and President in 1987. The partici-
pant entered the family business in 2003, after a career in the purchasing
department of various companies, and he took the FOB’s presidency in
2009, when his father retired. Participant 4 works with his sister, who is in
charge of all the legal aspects regarding the family business (Table 9.1).

The transcribed interviews were coded, following an open-coding
methodology (Strauss & Corbin, 1990). Key concepts were identified by
making cross-transcript comparisons and organizing the data into distinct
categories. Main focus was to identify the different steps through which
the social capital was transferred to the next generation. The coding analy-
sis was led by the interview protocol, which in a systematic way asked the
participants about their own experience of succession, and especially the
way they had received social capital. Similarities and differences of each
process were compared, and the results were organized into broader and
concrete categories. Existing concepts were used to offer a framework,
explaining the whole process of transfer of external social capital across
generations in family businesses.
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RESEARCH FINDINGS

The findings section illustrates the importance of social capital within fam-
ily businesses and identifies the key stakeholders engaged. Furthermore,
the various steps through which social capital is transferred across genera-
tions, from the incumbent’s introduction of the successor to the effective
management of social capital, are highlighted.

The Importance of Relationships in FOBs

Overall, the participants of the study emphasized the importance of social
capital to their family business, and each participant highlighted the sig-
nificance of relationships in their day-to-day activities.

P_1: “Relationships arve key in the business.”

Social networks have consequently a high value in the eyes of the inter-
viewed people because they bring a lot of benefits to the business. Social
networks are relevant to get information, to get some help or advice in
specific situations, to get new thoughts and new perspective on the busi-
ness, and they are a way to expand the owned business.

P_4: “Beyond the quality of their products, it is the information we get through
this network which matters.”

When the participants were asked about the various social networks in
which the family business was inserted, various important key networks
were named. The given answers to social networks could be classified in
the following groups: (1) customers and suppliers, (2) other entrepre-
neurs/family businesses, (3) family members, (4) employees and (5) oth-
ers. All interviewees named the customers and suppliers. The participants
emphasized the need to maintain good relationships with them.

Most of the interviewees stated other entrepreneurs/family businesses
as key relationships. Interestingly, they are said to be also important in
their day-to-day activities. For example, they can give a hand in specific
situations, and they bring new ideas for business, a fresh look on how to
do things, or new ideas on how the company should be run.
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P_1: “For example, last month I needed an additional tractor and one other
winegrower lent me one.” ... “My father and I went to Australin in 1996 [to
meet some winegrower]. [...] It was really intevesting to observe another
know-how.”

They are an important source of information, which is why other entre-
prencurs within the same industry are highly appreciated. Not rarely they
share business intelligence, best practices, crucial information on the mar-
ket, the economic context, materials, to each other.

P_4: “There are the networks with other entveprenenrs in ovder to exchange the
best practices, the strength of each, information on suppliers, on machines.”

In this vein, social capital is a way to bring a benchmark to the family
business. As they have often built personal relationships beyond doing
business together, a high level of trust is built between each other over the
years. As a result, they offer benchmarking with trust to the family business.

P_4: “Benchmark, and benchmark with trust. The information coming from
them are better.”

Most of the interviewees stated to take part in various business organi-
zations such as federations. These organizations enable them to meet new
people, to pool and gather information about the market.

P_3: “It is essentinl to keep in touch with them [other entveprenenrs] in order to
get some insights on the market, on the production, on the difficulties they
encountered. For instance, it enables us to get information about the promotion
which will be implemented.”

Surprisingly, only few of the interviewees named the family as a key
stakeholder. The ones who named it, however, highlighted the impor-
tance to have good relationships with those family members who are active
in the family business. In some cases, some major decisions are taken in
line with the family.

P_3: “Secondly, there are the internal relations between my futher, my godfn-
ther, my cousin and me. It is essential to exchange, to shave and to speak about
what we ave doing. If one calls o customer, it is important to tell the others what
was said, what information we got and so on.”
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The employees were also named as a key stakeholder (Bernhard &
O’Driscoll, 2011; Sieger et al., 2011). The importance of employees was
emphasized because in numerous cases they are really attached to the fam-
ily business, and the business owners often know them very well. It was
important to know what the employees wanted and how to deal with them.

Finally, banks, lawyers and accounting companies were named by a few
of them. It can be observed from the comments that they are more than
“paid” relationships. The family business acts only as a customer and they
were not regarded as being part of a social network per se. Nevertheless,
these trustful relationships could also be important for getting informa-
tion and support.

P_1: “T was introduced to the chartered accountant by my father. [...] Once I
took over the family business, we maintained o very good velationship together.
1 think he is the person who helped me the most. [...] There was o time when he
was nearly a co-manager because he had such an eye on the business that he
could have veplaced me for one month if needed (he langhs). 1 managed to
entrust to him my worries, my conflicts with others. We had a mutual assistance.”

TRANSFER OF SOCIAL CAPITAL ACROSS (GENERATIONS
™ FOBs

From the insights gained from the interviews, four main stages were iden-
tified in the process of transfer of social capital across generations: (1) the
presentation phase, (2) the observation phase, (3) the integration phase
and (4) the management phase. In the following we will provide a more
detailed overview of the identified phases.

Phase 1: Presentation of the successor During this phase, the role of the
incumbent is to introduce and familiarize the successor with the firm’s
social capital. In every transmission of social capital, the first step is the
successor’s introduction to the FOB’s stakeholders. The presentation
phase marks the first time the successor is included within the firm’s social
capital, in which resides a vast network of preexisting relationships. In each
of our cases, the presentation of the successor to key relationships took
place before the actual taking over. It is an occasion for the family’s stake-
holders to put a face to a name of the successor, that is, to meet the one
who they will deal with, and to note that the future of the family is insured
because a successor was found. From the successor’s perspective, it is a
good way to meet and understand the different FOB’s stakeholders and
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social networks. Most of these presentations took place gradually over
time. One interviewee noticed that these presentations started at a very
young age, before he even entered the family business and chose his way.

P_1: “Since I was a teenager, my father presented me to the customers, to the
suppliers, to various stakeholders as the successor of the business.”

According to him, it enables the incumbent to give another dimension
to the family business because it is a good signal that its tradition and heri-
tage will be perpetuated over years.

P_1: “[This way of doing ] brings some histories and anecdotes, that the custom-
ers love. If there is o successor, they see that there is a continuity in the family
business.”

Nevertheless, in most cases the successor’s introduction took place
once the successor actively entered the family business. In fact, the grad-
ual succession, which was experienced by the participants, enabled the
successor to be introduced step by step to the main stakeholders as the
next incumbent. The way the successor was presented varies from one case
to another, or from one relationship to another within the same family
business. Firstly, as the successor has worked closely with the incumbent in
the transition, he followed him in the meetings or in the business lunches,
where he was introduced to stakeholders as the next successor. Whenever
the incumbent was meeting someone for any reason, he joined him. The
underlying idea was to make the successor known.

P_2: “We did a lot of company visits, customer visits. We had meetings with
them, we had a lunch with them or whatever. Then there were trade shows.
When customers were coming, 1 was introduced to them by the external CEO as
the next business-manager.”

In addition to accompanying the incumbent in various physical meet-
ings with FOB’s stakeholders, the successor was given the stakeholder’s
contact details by the incumbent. Then, it was up to him to give them a
call and to introduce himself as the FOB’s next leader.

P_2: “We did a list with all the contacts we have and then we decided what
contact will be met personally.”
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P_3: “My father gave me the contact details and I gradually starvted calling the
different stakeholders. For example, I called the different centrval buying ser-
vices [ ... ] in ovder to introduce myself as the successor.”

Nevertheless, at this stage, the successor has often no business role,
except introducing himself or herself and explaining his or her aspirations,
background, competencies and experiences. In fact, real sales work was
needed because the successor had to prove to the stakeholders that he or
she was committed to take over the business.

P_3: “The first year, I was just theve physically to introduce myself, to talk aboutr
my academic studies and why I was there.”

Interestingly, some interviewees mentioned that they met some of their
customers through a company visit. In fact, they were in charge of pre-
senting the facilities, the plant and the company as a whole to the custom-
ers. It was a good way to talk with them, to answer their questions and to
show them that they will be good business owners, who know what they
are talking about.

P_1: “At the beginning, I was entrusted with the task of making the group visits
of the wine cellar. When you manage to explain to a group of 30, 40 or 100
persons your job, to keep people intevested and to answer people’s questions, you
realize that you ave in the right place because you manage to transmit them o
message. You are aware of that, because they order some bottles and they buy
your wine.”

Phase 2: Observation In the second phase, which can partly overlap
with the first one, the successor was introduced to the stakeholders. Now
the goal is to observe how the incumbent handles these preexisting
relationships and how the successor is evolving in this vast network of
preexisting relationships.

P_3: “I observed him and learnt.”

The successor still has no active role to play except to observe and learn.
By observing, he or she learns how to lead a business talk or a negotiation,
for instance, to know the stakeholders, and how to speak to them. Thus,
the second stage can be considered as a phase of information collection.
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P_3: “I also accompanied my father to the physical meetings, like the annunal
one with Auchan. [...] I stavted knowing owr customers. I was not leading the
interview. I was observing how my father was handling the meeting, what he
was saying, how he was presenting the evolution of the business and so on.”

In this phase, the incumbent has an important role to play. Concurrently
with taking the successor to the meetings, he or she has to teach how to
handle relationships. The incumbent must transmit the necessary knowl-
edge, which was acquired over time and which the successor will need in
the future.

As the successor gets embedded in an environment of preexisting rela-
tionships, he or she has indeed not all the information about the custom-
ers and their history with the family business. Even if he or she starts
knowing the stakeholders, the incumbent has to provide relevant informa-
tion about them and has to contextualize the relationships and express his
or her own thoughts and feelings about them. For example, the incum-
bent and the successor can take time aside once a week to discuss about
the various relationships and social networks of the company.

P_2: “We got used to meeting once a week to talk about business stuff and also
about people. We were going through the list of contacts and he told me whatever
he knows about the contacts we were dealing with. He explained to me every
specific situation encounteved with the contact and the history of the
relationships.”

As a result, a transfer of knowledge takes place from the incumbent to
the successor in this phase. The incumbent has accumulated knowledge
on the stakeholders over time, and an important part is to transmit this
knowledge to the next generation. The successor must learn the specifici-
ties of each stakeholder.

P_2: “We have one customer who is o huge soccer fan and who is supporting
Borussin Dortmund. The external CEO told me that every time the soccer team
was losing that I should not call him for a couple of days becanse he must be in
a bad mood. But if they win, you can call him because he is in a good mood.”

Phase 3: Integration Before the integration phase, the successor has
accumulated information about stakeholders and starts integrating that
now. At this stage, the successor starts knowing the stakeholders because
of having met them, observed them, exchanged words with them and
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gathered some information on them. Slowly the successor starts establish-
ing business relationships with them. As he or she has entered the business
quite long before, he or she had time to learn the product and the speci-
ficities of the family business, so that he or she starts developing
self-confidence.

In phase 3, the incumbent ideally starts letting go and giving the suc-
cessor more and more responsibilities. Now it is time for the successor to
directly deal with the FOB’s relationships. The successor starts being in
touch with the stakeholders, talking to them in the name of the company
and as the next business owner. In a way, the successor becomes the rep-
resentative of the family business.

P_3: “The second year, I also accompanied my father [to an annual meeting
with a big customer|, but this time it was my turn to lead the meeting [...] I
was in charge of making conversation, exhibiting and explaining the figures,
exposing our forthcoming projects.”

During the integration phase, it becomes essential that the incumbent
gives more and more responsibilities to the successor. Ideally, the respon-
sibility of handling the relationships is gradually transferred. The successor
starts calling the stakeholders, solving disagreements or problems, manag-
ing any business-related issue. After embedding the successor in the social
networks of the family business, the necessity starts to build own relation-
ships in addition to these preexisting ones. For example, as illustrated by
one study participant, he or she goes to various events organized by fed-
erations in order to meet people. Some interviewees even noticed that
during the integration phase, the incumbent urged the stakeholders to
directly deal with the successor.

P_4: “Often, my fother was pretending not to be there, so that people denl
directly with me. He told the switchboard to pass the call onto me. And I was in
charge of answering the customers.”

Nevertheless, in the integration phase, the successor is not left alone.
The incumbent is still there if needed. He or she gives advice and can
accompany the successor in the decision-making process. Sometimes, the
successor faces difficulties with a stakeholder’s query or does not have all
the abilities to handle the matter yet. Consequently, it is important that
the incumbent remains available, to help the successor.
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P_3: “My father was there to help me if need be.”

It is important to note that even if the incumbent helps backstage, the
successor is in charge of keeping in touch with the stakeholders. The
incumbent should play only the role of a consultant.

P_4: “But it was my task to tell the customer the decisions and to present it. This
way of transmitting enables me to learn a lot.”

In the integration phase, however, the successor also starts taking on
some initiatives. Fulfilling the responsibilities, starting to take decisions,
and having his or her own experience with the relationships, these are the
first steps of the successor as the next manager of the company.

In the integration phase, it may be difficult for the successor to handle
relationships because of intimidation, and the fear of making mistakes.
Indeed, the successor is dealing with relationships which existed long
before and which are essential to the company. In such cases it is the role
of the incumbent to reassure the successor.

P_3: “What was difficult was the first time I had them on the phone, notably
with the big customers, because 1 knew that I had in front of me, a company who
accounts for 10/15% of our sales. So, I wonder what I am going to sy to them
and I was hoping not to tell them stupid things.”

That said, in most of the FOBs interviewed, the successor had no major
problem in handling the relationships. As the transmission was gradual,
natural and extended over time, the successor had time to know the stake-
holders, to have a good command of the FOB’s functioning, to be self-
confident in their product and to have a perspective on the business. Thus,
they were well integrated into the firm’s social capital.

Interestingly, all interviewees highlighted the advantage of being a fam-
ily business at this stage. In fact, they were welcomed with kindness,
because the stakeholders loved the idea that a successor was found within
the company. It is indeed important for them because the arrival of a suc-
cessor is the warranty that there is a future in the family business and that
their relationships will be perpetuated in the coming years.

P_3: “They take it very positively [the successor’s arrival] because they liked the
fuct that a family member took over the business. It is important for them
because they know that the velations won’t end with the retivement of my futher
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or godfuther. They see that theve is a future in the company and the relationship
will carry on.”

P_4: “The customers were very kind. If they have a good relationship with the
business, they like the fact that theve is o new generation taking over the busi-
ness. In every family business, it is the dveam of the boss that theve is a successor
within the family.”

Phase 4: Management In the management phase, the transfer of social
capital from the incumbent to the successor is completed. After gradual
inclusion into the vast networks of preexisting relationships by the incum-
bent, the successor is now completely embedded in the firm’s social capital
and managing alone the company relationships in the new role as the
manager of the family business.

P_3: “Todwy, the transfer has been done so I am in charge of the rvelation with
Pomona. I am their representative.”

P_4: “The transfer was very natuval, people got used to dealing with me.”

The next step is to analyze and to decode these relationships. In fact,
the successor has to define the benefits brought by each relationship and
choose the ones to continue, the ones to break up and the ones to create.

P_1: “I started analyzing which relationships were good for the futuve of the
company and which werve bad. [...]. I classified these velationships. I looked for
a way to rationalize these velationships.”

After decoding the networks in which the family business is included,
one of the main tasks of a study participant was to ensure the continuity
and increase of the relevant relationships, which could bring a lot of ben-
efit to the family business and were essential to the success of the fam-
ily business.

P_3: “The goal is to reinforce our link with them and to keep in touch.”

P_2: “I tried to keep them as close as possible.”

Once the incumbent is in charge of managing external social capital,
the successor must reassess the firm’s external social capital to cut some
relationships, which might be helpful in appearance but are poisonous
in reality.
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P_1: “Nevertheless, when 1 observed how they were working in the organization
[wine-making syndicate, gathering all the wine producer of the area], I gave
them an ultimatum: either the situation changed, or I left. And I left the syn-
dicate! I didn’t need them. They didn’t bring me anything, except nuisances.”

The role of the successor is also to bring a new wind into the business;
he or she brings freshness and innovation. The successor can also expand
the operations of the family business by breaking into new markets for
instance. For doing so, he or she has to create new relationships, new net-
works and, consequently, enlarge the firm’s social capital.

P_1: “I started founding a network of importers abroad.”

At this stage, we only described the different milestones of the succes-
sor to become gradually immersed into the FOB’s social capital. From the
analysis of the interviews, we determined, however, three elements that
the successor must build over time to pass from one step to another: trust
with the incumbent, credibility and trusting relationships with preexisting
relationships. All of them are illustrated in Fig. 9.2 and then discussed in
more detail in the following section.

{ Element I: {  Element3: }

i  Building trust i Building trust and !
""" i between incumbent relationships with
stakeholders 3

Phase 1: Phase 2: Phase 3: Phase 4:
Presentation Observation Integration Management

Fig. 9.2 Social capital transfer and buildup during the business succession
process as described by the study participants
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Element 1: Building Trust Between the Incumbent
and the Successor

During the interviews, the importance of building a good trusting rela-
tionship between the incumbent and the successor was mentioned several
times. This is a necessary condition for the success of the overall transmis-
sion process. If the incumbent does not have trust in the successor, he or
she will not let go and will not delegate responsibilities, so that the succes-
sor will not gain the necessary independence and experience. Indeed, the
incumbent must be convinced that the successor has all the abilities
required to handle the business and manage the FOB’s social capital.

As all the interviewed successors experienced a gradual succession, they
had time to understand the culture of the FOB, as well as the particulari-
ties of the business, to meet the employees and stakeholders and to get
familiar with the processes (Bernhard, 2011). Every interviewee acknowl-
edged the importance of the time dimension in the transition process
over years.

P_2: “T had worked in the company for ten years, so I knew pretty much what
was going on, I know the products and I know the processes.”

Thus, the successors reckoned that they had proven themselves over
years and that they had shown to the incumbent that they were trustwor-
thy. This trust on the successor reassured the incumbent on the heir’s
potential to handle the business and eased the successive delegation of
increasing responsibilities. It was pointed out by study participants that
trust is not self-evident but was earned step by step.

P_1: “During these 11 years of transmission, 1 had the chance that my father
delegated me a lot of vesponsibilities. 1 took over the family business quickly. He
trusted me quickly.”

P_4: “My father had gradually delegated many functions to me. The process
was very fluid and natural.”

Some of them highlighted, however, that the incumbent must be will-
ing and committed to transmit his or her company to the next generation.
When one participant was asked about the conclusions he would draw
about his experience of transmission, he emphasized the harmony between
him and his father. He compared his successful experience to the failure of
an acquaintance whose father had never let go.
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P_4: “I know a company, in which the father had never managed to let go. The
son contented himself from doing lower-end operational task with no view. [In
the end ] the son left the company, although [initially] they had decided to work
together and to transmit gradually the company.”

Notwithstanding the ability of the incumbent to let go, it was also
stated that it is important that the incumbent remains present and plays
the role of adviser if needed, offering long-term experience and expertise.

P_2: “T had the chance to have a father who stepped back and on whom I conld
count if needed.”

In all observed cases, the successor had worked closely with the incum-
bent during the transition period. Thus, a positive working relationship
was gradually built between them, so that the transmission of knowledge
and social capital was gradual and smooth. They learnt to work together
over time. Unlike nonfamily businesses, where the changes at the
management level may allow no or very short transition periods, the suc-
cession phase can be quite long in FOBs, so that a lot of information can
gradually be transferred. This situation gives opportunities to both the
successor and the incumbent to exchange, to discuss, to debate and to
share knowledge throughout the years. Then, the successors could observe
in detail how business was handled. The interviewed successors noticed
that the incumbent included them quickly in the decision process.

P_3: “We take all major decisions together [ ... [ we shave all information.”

P_2: “We had a really close collaboration. Our offices were next to each other for
a couple of years, and most of business decisions, which were made, were dis-
cussed between us.”

Element 2: Building Credibility

When the successor starts to develop business relationships with the FOB’s
stakeholders, having the trust of the incumbent and bearing the family’s
name is not enough. In addition to develop his or her credibility toward
the incumbent, the successor must indeed appear credible in the eyes of
other company stakeholders. The successor needs to prove that he or she
is a valid and trustworthy person, who has all the abilities required to run
the business, ensuring that their collaboration will thrive in the future.
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When the interviewees were asked about the way they developed their
credibility and legitimacy, the following elements were emphasized: (1)
formal education, (2) experiences outside of the family business, (3)
knowledge from inside and (4) company visits.

Some of the participants emphasized the importance of having an edu-
cation in line with the role of the business owner. Formal education (1) is
indeed a good indicator that the successor has the background required to
run the business. It may be viewed as a sign of competence.

P_1: “T was legitimated because of my studies [oenology studies]. I had indeed
a good command of how wine is made so I was looking credible to them.”

All participants highlighted the benefits of having got professional
experience outside of the family business (2). It provides the successor
with a broader perspective on managerial issues and helps in the
development of adapting to other business situations. As they went out of
their comfort zone, they learnt how to react to people in specific situa-
tions. They also developed their personality in another environment,
which sometimes could be hostile.

Getting outside experiences helps a lot when it comes to building legiti-
macy. It gives the successor the credibility and respect when joining the
family business, because it shows that the successor is competent, has
reached some achievement and has proven worth somewhere else.

P_4: “T have also gained credibility because of my experience. I am often saying
that I won my spurs elsewhere. That is totally true.”

The participants acknowledged that they built their credibility toward
key stakeholders through their excellent understanding of the family busi-
ness and the products they deliver (knowledge [3]). The fact that the
transition process lasted several years and that they held various positions
within the family business enabled them to spend time to get familiar with
the company and the processes. Thus, they gained their legitimacy by
showing to the stakeholders that they know what they are talking about.

P_2: “T had worked in the company for ten years, so I knew pretty much what
was going on, I know the products and I know the processes.”
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Some participants acknowledged that they gained their credibility in
the eyes of key stakeholders, and customers notably, through the visits of
their company (4). In fact, in both cases, the incumbent let the successor
explain the business and the different processes of fabrication. This was a
good way to show the customers the successor’s credibility by demonstrat-
ing his or her ability to talk about the business, the industry, the products.

P_4: “So, when they come to visit us, I was in charge of making the visit with all
the customers. It was a good way to meet them, to test my capability of talking
of the business. [...] My father welcomed them in the morning, [...] Then I
discussed with them and 1 showed them avound the factory. I talked with them
and I answered their questions.”

Element 3: Building Trusting Relationships with Key Stakebolders

Every successor acknowledged their embedding in a vast network of pre-
existing relationships that they needed to handle.

P_1: “We don’t start from a blank page.”
P_2: “When you take over, you are playing in a preexisting environment.”

P_3: “Most of our customers were there before I took over, so I needed to inte-
grate them later.”

It is important to keep in mind that some relationships are not just
simple connections. There is a band of deep trust because both sides know
they can count on each other. For instance, if one of them needs informa-
tion, the other will share it with sincerity.

P_2: “Our collaboration is indeed built on the velinbility and the trust they

have on us built on the history of quality of our products and our reactivity
if needed.”

P_4: “There are thousands of suppliers of green coffee in the world, but we
worked only with 6 or 7 of them since 20 or 30 years. They give the right infor-
mation and if we bave a problem, they fix it.”

Once the successors have taken over, it is now their role to ensure that
these trusting relationships remain sustainable. When one participant was
asked about the way he developed and perpetuated the trustful relationships
across generations, he highlighted that the sustainability lies in the mutual
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loyalty. There is a myriad of other relationships to build, but he empha-
sized the importance to favor the most reliable ones:

P_4: “We are loyal to our suppliers. We have only added two suppliers in the last
20 years because the previous ones went bankrupt. These people recognize our
fidelity.”

Being family-owned proves to be an advantage, because stakeholders
have trust not only in the incumbent, but also in the entire family running
the business. In our cases, the successors bear the incumbents’ name, so
there’s a continuity in the family business. In fact, a part of the transfer of
social capital across generation relies on the family’s reputation.

P_4: “Twas impressed by [ ... ] the trust they have in my father and in the name
of my family.”

Nevertheless, interviewees emphasized that it is important that the suc-
cessor does not take the relationships for granted. The successor must
make every effort to preserve the good relationship over time.

P_3: “It is important to not take them for granted, but to carry on building the
links with them, by knowing their needs, calling them, knowing the busi-
ness figures.”

It is key to regularly call them or pay them a visit to ask for news and
give some information about the business situation.

P_3: “We try to have them [big customers] on the phone twice or three times o
year. We ave also trying to see them whenever it is possible.”

A central aspect to the interviewees is to make key stakeholders feel that
they are of important value to the FOB, that they are granted a special
status and that their opinion counts.

Frequent contact can also be directly business-related. It is indeed also
important to call them whenever there is a business problem.

P_3: “We got a problem with Auchan because together with my father we
noticed that the figures had dropped. So, we took our phone and called them to
enquire, we asked them questions and so on. This enabled us [...] to show our
customers that we are taking cave of our velationships and that they ave of high
value in our eyes.”
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In addition to maintaining strong links with key stakeholders, the inter-
viewees also emphasized the importance of building and growing their
own history with the various stakeholders:

P_1: “On the contrary, I maintained some velations because we got to know
each other, or I appreciated their intervention and their way of doing things.”

P_1: “T was introduced to the charteved accountant by my father. [...] I man-
aged to entrust to him my worries, my conflicts with others. We had a mutunl
assistance.”

Similarly, a few interviewees highlighted that they had built strong ties
with their suppliers because they had an internship there during their uni-
versity studies. As the successors had worked in the company for some
months, they built trusting relationships with the business owner, the
members of the next generation and the employees (Bernhard, 2011).

P_4: “I met our suppliers through my internships. 1 spent time with them. 1
developed strong rvelationships with them. They trusted me, they gave me access
to all information I needed. I got to know their margin.”

P_3: “I have also made o 3-month internship at Joker, which is one of our sup-
pliers, who makes packaging in plastics. I have worked with the salesmen, so I
went with them and met their big customers.”

The importance of building trusting relationships and strong links with
key stakeholders was stressed because this ensured a smooth resolution
whenever a problem arose.

P_3: “If one duy, there is o problem with our products and in parallel, we don’t
have o vegular velationship with them, they would change their supplier and we
will be out of the process. On the contrary, maintaining a sustainable relation-
ship with them over time enables us to veinforce our link. In case of o problem,
it would be easier to sweeten the pill, because they know and trust us.”

DiscussioN

In this study we addressed the question of how external social capital is
transferred to the next generation in FOBs. Our goal was to better under-
stand the mechanisms and the evolving role of both the incumbent and
the successor in the succession process. A series of interviews led to the
emergence of a theoretical framework (Fig. 9.2), illustrating the dynamics
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and mechanisms of the transfer of social capital within FOBs via a four-
step process. This process is in line with the framework illustrated by
Handler (1994) on the succession process as a whole. In addition to the
four-stage life cycle, a mutual role adjustment between the incumbent and
the successor was observed. The incumbent’s gradual withdrawal is
accompanied by the gradual taking on of power by the successor. Indeed,
one of the interviewees compared this transfer process with a pair of scis-
sors. As included in the concept of “natural immersion” (Steier, 2001),
the successor usually enters the family business by getting into a lower- or
medium-level management position and gradually reaches the top eche-
lons after getting the approval by the incumbent.

The study offers meaningful conceptual and empirical evidence about
how external social capital is transferred to the next generation in family
businesses, by clarifying the different steps of the transmission process.
The study also offers support to the concept of “natural immersion” built
by Steier (2001), according to which the successor gradually assimilates
the nuances of network structure and relationships.

Nevertheless, we found that some preconditions are essential to ensure a
smooth process. A good relationship between the incumbent and the succes-
sor is essential (Cabrera-Sudrez et al., 2001, Goldberg, 1996, Venter et al.,
2005) to ensure a successful transfer of social capital across generations. The
incumbent must be willing and devoted to share the information on the
firm’s social networks with the successor, that’s why a trustful relationship
between them must be fortified over time (Element 1) (De Massis et al.,
2008). Our study also suggests that successors need to prove to the incum-
bent that they are valid and trustworthy, and that they have all the required
abilities to run the business (Element 2). To reach this goal, our study reveals
that successors can leverage the skills they acquired through education
(Barbera et al., 2015; Dyer, 1986) or job experiences outside of the FOB
(Tatoglu et al., 2008; Venter ct al., 2005). Successors can also attain legiti-
macy by the quality of their performed work. Moreover, the study suggests
another way for successors to build credibility, namely, through demonstrat-
ing superior knowledge and a good command of the family business they
had acquired. It is important to keep in mind that the credibility of the suc-
cessor is instrumental in enabling a successful integration of the successor
within the social capital of the FOB (Barach et al., 1988; Venter et al., 2005).
Lastly, successors have to build their own “history” with the stakeholders.
They must move beyond the status of being “the son/daughter of” to being
“the father/mother of.” Consequently, they must build trustful relation-
ships with stakeholders over time (Element 3). Another interesting finding is
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that being a family business helps a great deal in the transmission process
because the stakeholders regularly regard it as a positive sign when a succes-
sor is found within the family. Notably, the family reputation is another part
of the transfer of social capital across generations, which, however, happens
automatically.

For business owners and their families directly concerned with the topic
of succession, this chapter emphasizes the importance of social capital
within FOBs and provides frameworks explaining the requirements and
major steps by which key relationships can be transterred. Malinen (2001)
shows that one of the main concerns of incumbents is how to transfer their
tacit knowledge and networks of contacts to the successor. From this per-
spective, our study can offer some answers to such concern.

LIMITATIONS AND FUTURE RESEARCH

Although relevant outcomes were observed in the case studies, the find-
ings are of only limited generalizability because of the small size of our
sample. Second, in addition to translation bias, a bias from the sample may
arise, because of our choice of successors willing to share their views and
experiences with us. Notwithstanding these limitations on successors’
feedback, our goal was not to test any theory or hypothesis, but to under-
stand the wider process through which social capital is transferred from
one generation to the next.

Another limitation of the study is that our emergent framework (see
Fig. 9.2) was not tested or backed by a sufficient sample of interviewees
but evolved from a combination of analyzed narratives and existing find-
ings from the family business. A second round of interviews, ideally with a
representative sample of successors, would be useful to test the emerging
processes. Such a sample would ideally consist of successful, but also of
failing successions.

In our study, we based our analysis on the experiences of the participant
and viewed it from the successor’s perspective. Future research may also
study the phenomenon of transfer of social capital from the incumbent’s
perspective.

Furthermore, our study can give only a glimpse on the social skills that
the successor needs to develop over time. In fact, talking about external
social capital implies managing and creating links with human beings.
Consequently, social skills must be built to efficiently handle these rela-
tionships. Reflecting on these social skills is difficult for the interviewed
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successors, and more objective data from outsiders would be necessary.
Lastly, in our study, we mainly focused our analysis on the transfer of
external social capital. Further research on the topic of the transmission of
internal social capital is needed to better understand how the transfer of
relationships with the employees or the family takes place (Bernhard, 2011).

CONCLUSION

Succession is one of the prevalent topics in the family business literature
(Sharma, 2004) and the role of the incumbent is to ensure the survival of
the firm by preparing the next generation to take over an FOB. The trans-
fer of social capital, in which resides key resources, is one of the major
aspects of this preparation. Relational assets play a critical role in a family
firm’s survival and success (Steier, 2001). In fact, FOBs are embedded in
a specific social context, composed of various relationships and networks
with external stakeholders. When the successor enters the family business,
he or she is immersed in a vast network of preexisting relationships (Steier,
2001). The role of the incumbent is to bring the successor into these net-
works of external relationships and accompany him or her over time. The
capacity of the successor to handle, maintain and nourish these networks
and external relationships is a key determinant for a successful succession
and the sustainability of the family firm (De Massis et al., 2008; Steier,
2001). In our study, we identified four stages through which the incum-
bent gradually transmits the firm’s external social capital to the successor:
presentation, observation, integration and management. Based on our
case data, we also found key elements that a successor needs to develop
during the process to ensure a smooth transfer of social capital: the trust
with the incumbent, credibility as well as trusting relationships with the
stakeholders. The presented research enables the reader to get a better
understanding of the process through which social capital is transferred
from one generation to the next.
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