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Abstract

Objectives: Individuals in every part of the world, with the necessary resources (funds, ideas, etc.), start new businesses.  These are the entrepreneurs who contribute to the development of their economies.  Some such enterprises are family businesses, which are run and managed by (qualified) persons from the same family.  Crucial in these businesses is the question of succession – which member of the family will continue the business?  Or will it be someone from outside the family?  Like any other enterprise, human resources are also essential to the continued success of these organizations.

This paper was instigated through the continuing advancement of one family business in Saudi Arabia and its increasingly active and important role. The researchers were inspired to further study this family business, in comparison to another well-established one, in light of their management, human resources, and succession-planning.

Prior work: Prior research work in family businesses in different parts of the world has covered their various features and activities and occasionally revealed issues relating to their management, succession planning, and human resources.  With this in mind, this research sought to address these areas for two well-known Saudi family businesses.

Approach: In order to best comprehend current practice, this research was conducted among two very established and well-reputed family businesses in Saudi Arabia – a food processing and manufacturing company and an FMCG (names withheld for confidentiality).  Data was collected through interviews and questionnaires completed by key personnel from various departments and varied management levels in each company, and reviews of available documentation such as reports and press releases, so as to distinguish distinctive practice in family business operations.

Results: The research revealed the ways in which both companies are managed, their human resources, and their succession plans, as well as best practices.  There were many similarities between the two companies, and between Saudi family businesses and those found elsewhere.

Implications: The findings of this research may lead to discussion on best practices and on the challenges and opportunities facing Saudi family businesses in comparison with family businesses elsewhere, as well as in relation to other forms of business in general.

Value: Value is added to educators, researchers, and students through knowledge of best practice within the field, and by encouraging further research, such as amongst other cultures.  For family businesses, this research can enhance business dealings and operations.  Areas of further research include: European, American, Asian family businesses; women-owned family businesses, etc.
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Introduction

This paper seeks to study the management, human resources, and succession-planning among two leading Saudi Arabian family businesses.  

Prior to discussing specific aspects related to family businesses, it is essential to define what a family business is.  Although definitions throughout the literature have varied, we propose defining a family business by its behaviour, as done by Chua, Chrisman, and Sharma, who explained it as such:

The family business is 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, Chrisman, and Sharma 1999:25)

Family businesses are found all around the world and are of much importance to local economies as well as the global economy.  Family businesses account for 75% of all businesses in developed countries (Jones 2006:171); and 70% of all enterprises in the U.K. economy (Haugh and McKee 2003:142).  In fact, one-third of Standard & Poor 500 companies still have family involvement, and these are often the best performing (Weber et al 2003).  Fifty percent of the U.S. gross domestic product, and 60% of U.S. employment, are generated by family-owned businesses (Damast 2007:3).  

Family businesses represent a very popular, and in fact, prosperous form of business organization in Saudi Arabia, given the close-knit family structures and strong family values.  While much effort is in place in Saudi Arabia to encourage businesses to adopt alternative forms of business for their relative advantages, it appears as though most family businesses will remain so into the foreseeable future.  For this reason, it is important to analyze and better understand their practices and performance.  

The two Saudi family businesses that will be covered in this paper are leading companies in their own fields.  Company 1, established in 1952, is a food manufacturing and processing company active in the production and distribution of sweets, jam, and meat products in the Gulf region, and is a global leader in the production of various Arab delicacies.  The company has 12 factories in Saudi Arabia and Egypt, manufacturing more than 600 different types of products that are sold in more than 32 countries (Zawya.com 2007).  Company 2 is a fast-moving consumer goods company (FMCG), specializing in the production of various hair and skin care products, among others.  Company 2 competes against leading multinationals such as Unilever and Proctor & Gamble, though it has a competitive edge as its products are manufactured locally using halaal (permitted according to Islam) ingredients, leading to increased demand from Muslims, including those living abroad.

This paper will begin by outlining prior research work conducted into the field of family businesses and their management, human resources, and succession.  The methodology used to collect data and prepare this paper will then briefly be mentioned.  Thereafter the results of the study will be discussed.  The conclusion will also state possibilities for further research.  

Prior Research

Although family and family business have, for the most part, been neglected in most business research (Kok, Uhlaner and Thurik 2006:442), this is now changing.  Research on family businesses is growing, quite aptly so given their importance around the world.  

The management practices and activities of family businesses have been the subject of much family-related research.  The fact that family businesses tend to be relatively small and “do not always have the best possible operating practices in place” leads to business challenges that are unique to family businesses (Hutcheson and Lane 2006:16).  In order to discern these challenges, management from the family that is running the business often needs to step out of day-to-day operations and apply best practices to resolve these problems, which include long-term planning that would improve communication and expectations (Hutcheson and Lane 2006:16).  

The human resources function at family businesses has also been addressed in prior research.  A study on communication and employee consultation among family businesses in the U.K. revealed that family-owned businesses have a varied approach to employee involvement and human resource strategies.  When family businesses take a “paternalistic approach”, which assumes all employees are cared for, there will be less employee involvement (Harris et al, 2004:1436).  In addition, family-owned business were found less likely to be unionized (over 85% of businesses had no union, versus over 60% of businesses with a non-family structure) (Harris et al, 2004:1436).  However, unionization is not relevant to Saudi Arabia, where labour unions are prohibited by law.  Furthermore, family businesses were found to be two-and-a-half times more likely to have no direct communication and/or consultation, and interestingly, experience less change in the workplace than their non-family counterparts, lending to greater overall stability (Harris et al, 2004:1436).  It was also found that having direct communication and/or consultation does not yield greater economic benefits for family firms as it does for non-family businesses (Harris et al, 2004).  

The research on family firms has revealed other unique characteristics, related to, among other aspects, their human resources, that can differentiate them from their non-family counterparts.  These characteristics are human capital – the knowledge and skills of employees – which is negatively affected through the employment of poorly qualified family members, but positively affected through high levels of commitment and extensive knowledge of the business; “patient financial capital” – related to finances – which is negatively affected since finance can be hard to raise if non-family sources are not tapped, but positively affected since family members have long-term investment horizons and are more concerned with continuity than short-term results; and “survivability capital”, which are the personal resources that family members are “willing to loan, contribute, or share for the benefit of the family business” (Sirmon and Hitt 2003:343).

Ensuring the continuity of the family business into the future is a very important area of research.  Five major insights to continued success for family businesses include respecting the challenge of combining business with family; recognizing that issues faced by family businesses tend to be quite similar and common (such as problems relating to employing family members, questions of succession, attracting managers from outside the family, etc.); exerting sufficient effort toward maintaining good communication; and engaging in planning and displaying plenty of commitment (Ward 2004).  

With the increased research into family businesses – not only their management, human resources, and succession, but also other pertinent issues – efforts are in place to more structurally disseminate such information to the family businesses themselves.  For example, colleges are starting to offer Family Business Management courses, such as at University of St. Thomas Opus College of Business in Minneapolis, U.S.A.  The requirement of the course is that only students with prior involvement in a family business can register, and they must bring with them a family member from the business.  This is part of the effort of the university’s Center for Family Enterprise to “integrate family business models and cases into the school’s undergraduate and graduate curriculum” (Damast 2007:3).  

Approach and Methodology

Two very established, well-reputed family businesses in Saudi Arabia were selected for this research in order to optimally represent current practice and best practice among Saudi companies.  Company 1 is a food processing and manufacturing company while company 2 is an FMCG company.  The reason two firms with varied products were selected was to better assess the applicability of current practice to Saudi family businesses in general, irrespective of the industry.  

Data was collected through interviews of key personnel from various departments and varied management levels, as well as through questionnaires and reviews of available documentation such as reports and press releases.  The interview questions and questionnaires focused on the management of the family business and how it was perceived to be different from that of a non-family business, the role of the family in the running of the business, the role of human resources and the prospects for promotion of staff, and future leadership of the company.  The information obtained through the interviews with representatives of both companies and the questionnaires completed by them, was compiled and analyzed to generate conclusions about the practices and policies of Saudi family businesses with respect to management, human resources, and succession.  

Results 

1. Management

Addressing the differences between how family businesses are managed versus other forms of business organizations, respondent A from company 1 felt that sometimes family businesses are less structured and less systematic than their non-family business counterparts.  This is supported by research, where informal management structures, along with closeness between ownership and control, leadership by inheritance, and a lack of non-family employees in positions of higher-level authority, are all considered part of the unique characteristics of family businesses (Payne 1984:143).  This informality was reinforced by the response received from respondent B, who explained that as the company is a family business, sometimes it appears to be managed more on a “gut feeling”.  Although planning is done and plans are often carefully executed, sometimes they can be initiated in quite an ad-hoc fashion, such as following a meeting with a promising business contact or what appears to be a lucrative business opportunity.  As a food processing and manufacturing company, respondent B gave an example of a new product launch following a favourable trial in the family kitchen, where an experiment yielding positive results is followed by mass production using existing production facilities.  This was echoed by respondent D, who claimed that as a relatively informally structured business, it was more likely to take business risk and introduce new ideas, so long as “you believe in it”.  

This informal structure, combined with the presence of family in the workplace creates, according to respondent C, a feeling of being “at home even when you are at work” – “a nice experience”.  This is supported by the literature, where family firms are found to have “a family atmosphere/environment” (Haugh and McKee 2003:143).  

Respondent E from company 2 did not speak of informality and instead stated that the business, which happens to be an old established family business, is managed more on the model of an international, multinational company, seeking to adopt ISO standards and apply them to their production facilities.  

The role of the family in the management of family businesses appears to be quite extensive in the case of both companies.  Admittedly the role of the family, in the case of company 1, is usually focused on long-term planning to ensure the continued existence of the business “for the generation to come”, but there is still some involvement in the day to day activities although it is of lesser importance.  Family members conduct daily business with the help of company managers, administrators, and assistants.  Family members new to the business tend to be given roles related to the management of daily activities.  Indeed, as respondent B pointed out, being a family business with top management all from the same family means that business issues are often discussed in the family home.  

However, long-term planning is the core of the family’s role, with almost two-thirds of their time devoted to it, according to respondent B.  The senior family members provide the guidance for the running of the business.  Respondent D emphasized the importance of the role of the family, explaining that if the family does not take an interest in the organization, then certainly other employees will also not be interested in reaching any organizational goals.  This has been noted in the literature, where one of the strengths of family businesses has been strong commitment.  Certain features and characteristics of family businesses that set them apart from non-family businesses and often can be a source of advantage for them include unending “passion for the enterprise that goes far beyond that of any hired executives” (Weber et al 2003), and often large economic interest in shares that mandates family members’ attention.  

The family running company 2 is also very involved in the operations of the business, including day-to-day affairs and even representing the company at trade shows and exhibitions.  

2. Human Resources

While customer service, product quality, and work skills may be considered the most crucial elements in corporate success, they are largely dependent on “human capital – the education, training, and motivation embodied in people” (Hewlett 1991:131).  Therefore human resources is absolutely essential for a successful firm – family business or otherwise.  Respondent A clearly stated that the role of human resources in the organization is very important as the business seeks to maximize the return on its human capital and minimize financial risk.  Although it carries out similar activities as other Human Resources departments, such as the facilitation of work and services for company employees, respondent B stated that there is still much room for improvement in the Human Resource department at company 1 as it is not as streamlined as those found at leading multinational companies such as Unilever and Proctor & Gamble.  Respondent B revealed that for this reason, the company does occasionally lose employees to other companies with a better Human Resources system, whereas their own system may be characterized as having older policies and not being as user friendly as possible.  Therefore although the importance of the human resources function is strongly acknowledged, it still could be improved at company 1.  Company 2 echoed similar concerns, stating that the human resources function is one that the company is striving to improve and bring to international standards.  However, this was attributed to the lack of qualified human resource professionals in the region.  Company 2 has actually been successful in obtaining employees from its competitors, and these new recruits are assisting it in head hunting and locating educated and experienced employees.  

Human Resources departments and policies in family businesses that are not at par with their non-family counterparts, as is the case at both company 1 and company 2, is supported by research findings concerning human resource practices and policies in family businesses, which were found to provide less family-friendly practices such as flexible work schedules, financial benefits, and other supportive benefits, and “do not engage in strategic human resource activities” (Moshavi and Koch 2005:245).  However, adopting family-friendly policies has been associated with higher levels of organizational performance (Perry-Smith and Blum 2000:1107) and has led to increased firm value by raising the company stock price following the announcement (Arthur and Cook 2004:599).  Similarly family businesses have been found to be less likely to use professional human resources management practices than their non-family counterparts.  This is for a number of reasons, including often the smaller size and reduced complexity of family businesses, as well as possibly the overall need for less monitoring (Kok, Uhlaner, and Thurik 2006:456).  However, it is still essential for the company to implement a workable management strategy for its human resources, as this has been found to increase the capability of the family business (King, Solomon, and Fernald, 2001:4).  

With Human Resources departments that could use improvement, it was interesting to see if and how being a family business further affects the hiring/recruitment process, specifically with relation to the employment of family members into the family business.  Indeed, as part of the social disadvantages of a family business in Saudi Arabia and likely elsewhere, there exists the pressure of employing distant relatives at times, despite them being insufficiently qualified for the job.  Respondent B from company 1 went on to say that some business units are maintained only for this purpose – as a training ground for grooming talent and making the most of such a situation.  Respondent D felt the same way, stating that there are too many hires who should be better prepared for joining the business prior to joining it.  

Knowing that family members can occasionally join the business with some level of ease, what opportunities exist for the promotion of non-family employees?  The fact that company 1 is a family business means that some of the top positions are not advertised and are directly opened only for family members, whether they are the best people for the job or not.  This is supported by research, which has found that employees not from the family are provided with limited professional advancement in family businesses (Longenecker, Moore, & Petty 2000:246).  Being a family business sometimes prevents company 1 from retaining certain employees and attracting the best qualified applicants, possibly given the limited opportunities for future growth and promotion.  Respondent E from company 2 also stated that the main control/authority and top-level positions in the business are all held by trustworthy family members, who are also qualified for the jobs.  

Still, within certain limits, staff is provided with promotion opportunities in both companies.  Perhaps it may not be the top jobs, but non-family members are not strictly restricted to the lowest jobs.  Staff in company 1 is generally provided with opportunities for promotion through internal advertisements of vacancies created by promoted or departed employees, and then selected following an interview and based on seniority with the company.  Depending on the nature of the position, vacancies are also advertised in newspapers to attract applications from the public.  Opportunities are provided as they become available and are not structured, such as annually or following some other fixed time period.  In company 2 staff is promoted on the basis of merit.  

Obviously at times, younger family members may also be interested in joining the business.  If this is the case, ideally he/she is met with to discern his/her appropriateness for a particular position.  According to respondent D, even young family members interested in joining company 1 in the future refer to members already in the business to inquire as to the most needed skills so that they obtain the needed qualifications and can then join the business upon completion of their education/training.  This is similar to the practice at company 2, where younger family members with potential are offered jobs or educational opportunities to develop needed skills and then join the business upon completion.  Family members returning from overseas after gaining additional qualifications may be given an opportunity for a higher-ranking position within company 1.  To maintain equity and reduce dissatisfaction among non-family employees with greater seniority who might feel more entitled to a promotion, an effort is usually made to offer them some sort of promotion also.  As stated by respondent B, at company 1 “faithful employees” are “treasured”.  

3. Succession 

One of the most significant questions attached to family businesses is that of succession – who will lead the company in the future?  The succession process may be defined as “the actions and events that lead to the transition of leadership from one family member to another in family firms” (Sharma, Chrisman, Pablo, and Chua 2001:21).  

Based on the information obtained from all company 1 respondents, it will certainly be someone from the family who is leading company 1 after 10 years, and even after 25 years.  In line with tradition at company 2, it must be a member of the family leading company 2 in the future, however the possibility of an outsider doing so, provided he/she has demonstrated trustworthiness and reliability, was interestingly not ruled out.  

With some of the respondents being possible successors, it is clear that there are younger family members interested in joining and leading the family business, unlike what has been revealed through research in the U.S. and Europe, that the interest of the younger generation, especially in the U.S., in family businesses appears to be waning if alternative employment opportunities abound (Stavrou, 1999).  This fear was echoed by respondent E of company 2, who stated that although the family is investing in the future generation by educating them abroad in fields needed by the business so that they are prepared to take over, there is a possibility that they may not want to follow the family’s line of business and may take up a job elsewhere.  In fact, it has been discovered that “too much adherence to family continuity in a business can lead to reduced efficiency and competitiveness” (Kuratko, Hornsby, and Montagno, 1993:135).  In some American family-run businesses it seems as though the heir apparent may not necessarily take on company leadership given the greater skills and abilities that are required to run a business in a world that is increasingly competitive, and families might therefore find that their children do not have the necessary talent (Wells, 2000).  However, factors such as familiarity with the company from an early age and plenty of advice received over the years from elders; quick decision-making by only the involved family members and not a complete corporate bureaucracy; nurturing loyalty among employees and showing them respect; investing a significant amount in growth, whether geographically, R&D, new markets, etc.; and careful governance of the company and high accountability, have served to boost the performance of family businesses (Weber et al 2003) and support the continued leadership of the business by members of the same family.  

Although the future leadership of company 1 will come from within the family, respondent A stated that the future leader will have to start from the bottom of the ladder at the organization and then work his/her way up, receiving plenty of training from seniors.  Planning for this future leadership from within the family is already in place, with family members with promising leadership potential already being mentored by family members who are considered successful business people – father grooming son, son mentoring younger siblings (including sisters) and nephews, etc.  The aim is to show the new, younger generation how the family does business – the family “way of doing things”.  This positive show of strong interpersonal relations would, according to research findings, increase the likelihood of progression of next-generation family members into the business (Handler 1991:30).  Given that the family is not just considering family ties but is also concerned with skills, ability, and overall preparedness of future leadership, it appears that it is taking a more business-oriented approach rather than simply a family focused one (Kuratko, Hornsby, and Montagno, 1993:134). 

Satisfaction with the succession process in family firms is influenced by the willingness of the current leader to step aside; willingness of the successor to take over; succession planning; agreement to continue the business; and acceptance of individual roles (Sharma, Chrisman, Pablo, and Chua 2001:21).  Additional factors that may influence the success of management succession include the relationship between the current leader and the successor and trust in the abilities and intentions of the successor (Venter, Boshoff, and Maas 2003:3).  By providing training and mentoring and working together closely, it appears that the company is likely braced for a smooth and satisfactory succession process.  

The continued success of each company as a family business is probably an explanation for why an alternative form of business organization has not been considered by either.  Both families are content with the current set-up and only seek ways to improve it further.  In fact, both companies actually noted advantages of being organized as a family business in Saudi Arabia.   

Although there are no advantages for family businesses in Saudi Arabia from the legal perspective, nor are there any explicit only-family-business disadvantages, there do exist a number of advantages at the social level.  According to respondents B and C, the family business has the advantage of familiarity resulting from a well-known name, which, if respected in the market, will be conducive to the success of the business.  Of course this reputation must be maintained through fairness, no delays in payments, etc., and strong relations with stakeholders, in order to continue business operations smoothly and maintain the brand value of the family name.  Respondent D mentioned that there are more chances for growth and development of family businesses.  This was reiterated by respondent E of company 2, who stated that the family name has value and can bring new opportunities for the business.  

Conclusion

After conducting a thorough analysis of the management, human resources, and succession aspect of two leading family businesses in Saudi Arabia, various conclusions can be drawn.

Family businesses in Saudi Arabia are less formally structured than their non-family business counterparts, and although they are managed as carefully as possible, there appears to be more room for top management’s intuition and innovation.  While they do try to model their activities alongside leading international companies, they maintain some informality unique to family businesses.  The family is actively involved in the management of family businesses in Saudi Arabia – from daily operations to long-term planning.  

Human resources at Saudi family businesses are not performing as well as their non-family business counterparts, but this is a known factor exhibited by family firms around the world.  However, admitting that it is a shortcoming that needs to be addressed, as respondents from both companies have done, is the first step to improvement, which has been linked in the research to improved firm performance.  Family businesses in Saudi Arabia do succumb to the pressure of employing family members not entirely qualified for the job, and provide non-family employees with opportunities for promotion but typically not to the top positions in the company, which are reserved for family members.  This seems to be assisting them in maintaining control and direction and continued profitability.  Younger family members with the necessary potential are groomed to join the business after obtaining the required qualifications and receiving sufficient mentoring, etc.

The future of these companies lies, according to all the respondents, in the hands of a family member.  Preparations are already under way through the mentoring of younger family members by seasoned professionals in the family, to ensure that they will be ready to lead the family business in the future.  

Future research could consider the findings on the management, human resources, and succession of family businesses in Saudi Arabia and compare them to those of family businesses in other parts of the world, such as European, American, or Asian family businesses.  In addition, it could focus on the general challenges and opportunities facing Saudi family businesses in comparison with family businesses in other parts of the world, as well as in relation to other forms of business.  Other more specialized areas for research include women-owned family businesses and/or the role of gender in the family business, etc.  

Educators, researchers, and students can encourage further similar research on family businesses amongst other cultures.  Family businesses themselves, especially those in Saudi Arabia, can use this research to enhance their business dealings and operations. 
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