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Keynote Speech
International Conference on Family Firms and Corporate Governance
Distinguished Guests,
 
May I first thank Corporate Governance Forum of Turkey for the invitation to share my ideas on family companies with you today. It is an honor to be here with you.

The Eczacıbaşı Group, of which I am chairman, is a diversified manufacturer of pharmaceuticals, personal care products, building materials and other industrial products. Founded 1942 by my father, Dr. Nejat Eczacıbaşı, it was one of the pioneers of Turkish industry and was one of the first family companies in Turkey to move towards a professional corporate organization. Considerable managerial authority was transferred to professionals very early in the history of the company. Management consultants were hired to define management processes and to develop the corporate organization at a time when this was a very rare practice. 
 
Undoubtedly, the personal beliefs and preferences of our Group’s founder fundamentally determined these developments. Dr. Eczacıbaşı was a man who believed in organization, discipline, professionalism and specialization. 
He sought to contribute to the development of professional management in Turkey in a number of ways. With the founder of the Koç Group, Vehbi Koç, he established the Turkish Educational Foundation, he co-founded the Turkish Management Association, and, as far back as the 1950s, he helped to establish the Institute of Business Administration. 
 
At that time, the Turkish private sector’s view of professional management was not very friendly, as Dr. Eczacıbaşı noted in his memoirs “From Generation to Generation”:
 
"It was hard to secure contributions from private companies to support the work of the institute. When we visited companies to collect funds, the owners sometimes greeted us strangely. They would lose their temper when we told them that the institute wanted to train people to help them run their business better, because they really believed that they had solved all their problems by establishing a company and that no one could manage their businesses better than themselves.." 
In many ways, the approach of Eczacıbaşı’s founder to professional management was ahead of his times. This created in our firm a corporate culture that placed great importance on good corporate governance. 
 
Contributing to this process were our new partnerships with international companies and our initial public offerings. All members of the founding family resigned from their executive posts and professional managers took over the management of every company as well as the Group’s executive positions. Still, Eczacıbaşı today is correctly viewed as a “family company” based on the fact that one family has the dominant shareholding in the Group as a whole. 
As others will discuss today, family companies are the predominant class of company around the world and in Turkey account for 95 percent of all enterprises. Family companies are more prominent in lesser-developed economies, and one reason for this is the deficient institutional and legal framework in these countries. Lack of trust in the legal process and the validity of contracts strengthens the inclination not to trust anyone but family members. Business owners are more reluctant to establish partnerships with anyone outside of the family and delegate management authority to professionals. Comparative studies on the lack of trust demonstrate how large the problem is in Turkey. In my view, the tendency not to trust anyone but your relatives has held back the development of NGOs in Turkey and slowed the transition towards professional management and public offerings.

However, family companies make a large contribution to the economies of developed countries as well, so they must have some intrinsic positive attributes. It is a mistake to categorize all family companies as  primitive commercial institutions belonging to the first stages of socioeconomic development. On the contrary,  well-run family companies can sometimes ensure better continuity of management and policies than publicly owned companies, create stronger corporate cultures and, because they are not under pressure to maximize short-term profits for their investors, freely pursue long-term strategies.

I once heard a story about Colonel Sanders, the founder of the famous Kentucky Fried Chicken restaurant chain, which demonstrates how publicly owned companies with professional management can think so differently from family companies. One of the first proposals of company managers after Colonel Sanders sold his company to Heublein, a large food company, was to water down the chicken gravy to increase profits. In the board meeting, Colonel Sanders was furious. “Don’t fool with the gravy!”, he yelled. The managers tried to explain to Colonel Sanders how much profit they would make if they added water to the gravy, but he stormed out of the meeting and threatened to go straight to the Johnny Carson Show and complain to the American public unless the managers backed down. This saved his gravy recipe a while longer at least … 

 

This brings me to the strongest point of most family companies: the owner himself, who is often the CEO as well. Even though most owners have not had formal business or management training, they sometimes have superior management qualities that are not easily acquired by professional managers. You understand immediately the reasons for their success when you meet them: even if they always talk about their companies and business, they have interesting personalities. Their minds are focused on their business 24 hours a day; they know all of the details of their business, they are inquisitive, they are open to the world, they are interested in everything, they are always looking for something new; they try to learn something from every experience and they are always thinking “how can I put this new thing that I learned to the benefit of my business?”…When I meet a businessman like this I always say to myself, “Here are those attributes that all of our professors and textbooks told us the CEO should have. Now, if this man decided to transfer his management authority to someone else and asked me to show him a candidate, who could I possibly recommend to him?”
During the 30 years of my business career, I had the chance to get to know some of Turkey’s best businessmen and to work with some of them. When I met Vehbi Koç, his companies had already attained a high level of professionalization. For a long time before that, however, Mr. Koç was both the founder and CEO of his company. If he had opened to the public or transferred his authority to the professionals early on, which outstandingly capable CEO would have brought the Koç Group to where it is today?

Similarly indispensable was the leadership of Sakıp Sabancı, who founded the distinguished university hosting us here today and propelled the Sabancı Group into the ranks of the world’s top corporations. Today, the Sabancı Group is a success story that makes every Turkish businessman proud. I would like to take this opportunity to express the deep gratitude and respect we feel for what Sakıp Sabancı has done for our country. We are all very grieved by his premature departure. Yet, because Sakip Sabancı created such a strong corporate organization, I am confident that the Sabancı Group will carry on his achievements and his traditions, under the strong leadership of Güler Sabancı. 

The strong personality of the founders can create very strong corporate cultures in the companies they establish. In Eczacıbaşı, for example, the principle of contributing to every sphere of social life was based on and was supported by the personal inclination of our founder. This principle probably would not have emerged in a publicly owned company with professional management. I remember asking myself, “Why does my father spend so much time on associations and foundations when he could spend all of his time on his business?” Then one day I said, “How right he was!”, because Dr. Eczacıbaşı not only created a corporate culture that reflected his personality, he inoculated his sons with his life philosophy and ensured that his corporate culture would live on after him.
We also see that family companies are an element of security to people looking for continuity and cohesion in an environment characterized by frequent crises and the loss of trust in state-run institutions. People need familiar institutions and traditions that they can hold on to as they try to adapt to change, because they essentially want stability and continuity. That kind of continuity emerges quite naturally from a family company. 

Allow me to give an example of this from our own group. Eczacıbaşı has been manufacturing pharmaceuticals in Turkey since 1942, and obviously an awful lot has changed in Turkey since then: governments have come and gone, some institutions which appeared to be bedrocks of society have disappeared, political parties have shut down and new ones opened…and while all of this was happening and we were developing our business, we supported scientific research through the Eczacıbaşı Medical Awards for 45 years; we contributed to the development of the Turkish Economic and Social Studies Foundation (TESEV) for 43 years; we helped to organize and sponsor the Istanbul International Festivals for 31 years; our women’s volleyball team won 17 national championships in a row and entered the Guinness Book of Records; and we did many other activities that continued for many years without interruption. Whatever these activities were worth, I think this continuity has been something which people appreciate and which has fulfilled a certain need in our society. 
 
Distinguished Guests,
 
The ideal company in the ideal world would combine the strengths of the family company with the strengths of the publicly owned company. This company would be:

 
-         Close to the local culture, but able to adjust to the requirements of global competition,
-         Able to think long term (“Don’t fool with the gravy!”), but also paying sufficient attention to the short-term expectations of investors,
-         Professionally managed, with appointments based on competence, but also meeting the expectations of family members and preventing damaging family struggles for control,
-         Loyal to certain fundamental values that it would maintain in the long term while adjusting to change, and yet not making concessions on profit, growth, or other essential performance measures of private enterprise.
 
 In my opinion, the best balance can be created by encouraging family companies to go public and assisting them achieve this with the fewest problems. At the same time, we need to think of ways to help family companies maintain their successful performance in the long term, whether or not they open to the public.
 
Why do I say this? Because the first thing you learn when you research family companies is how quickly they disappear. Research shows that few family firms survive the transitions from the first to the second and third generations. 
In his book, “Corporate Lifecycles”, Ichak Azides asks the question: “How many generations does it take to kill a company in a Family Trap?” He continues:  “In many countries the answer is the same: Three. In Mexico the folk saying is: ‘Father - merchant, son - playboy, grandson – beggar’. In China, the saying is: ‘From peasant shoes to peasant shoes in three generations.’ In the US the expression is: ‘From sleeveless to sleeveless in three generations.’ “


Some argue that the only way to give family companies a long life and ensure that they are well managed is to end the family role. I do not agree. Selling the family shares and transferring control are not the only ways to achieve healthy corporate management. (Nor always the best, Colonel Sanders might say…) For this reason, I think it is very important that an increasing number of family companies are turning to professional corporate management and to the principles of good corporate governance. 

When thinking about our family firms and principles of good corporate governance, I am sometimes reminded of the story of little Susie visiting her friend’s house for dinner. “We are having Brussels sprouts tonight, Susie,” her friend’s mother says, “do you like them?” “Oh, yes,” the little girl replies. But when the mother clears the plates away she notices that the Brussels sprouts are untouched. “I thought you said you liked Brussels sprouts, Susie,” she says. “I do like them,” the girl replies,”but not enough to eat them.”

However, we must recognize that this is a gradual process. Family companies that operate effectively and productively will grow and competition will force more and more family firms to develop their professional corporate management and adhere to the principles of good corporate governance in all of their activities.
To overcome the most common problems that afflict family companies,  professors of business administration and management consultants recommend a number of measures, like separating the management of the family’s wealth from the management of the company, establishing a “family council”, appointing outside experts to the board of directors and not appointing family members with executive posts to the board. Without a doubt all of these are important, but I want to focus on the two measures that I think are crucial for ensuring the long life of family companies.
 
The first is defining clearly the division of management responsibilities between family members, regardless of their shareholding. Who is going to have what post after the founder retires or passes away should be clearly set out in a written contract that has the approval of all related parties. Not having a clear idea of this paves the way for family infighting, and family fights rank first among factors causing the decline of family companies with a frequency rate of 43%. Objective principles should determine which family member is going to take over executive management authority. If no one in the family is capable of this authority, family members should have the foresight to transfer it to someone who is not a family member.
 
The second important rule is that professional management principles and merit be the only benchmarks for assigning family members to company positions. Family members who prove themselves objectively in terms of education, ability and experience should work in the company; similarly, the company should evaluate their work with the same measurement tools used to evaluate the professionals and decide their promotions accordingly.
 
The principles I am talking about are well known, but the reason why they are not widely implemented is also obvious. They are as difficult to put in practice as they are easy to accept. Simply put, it is not easy to extend all company rules to your own children and not make exceptions. It is also very difficult to select the person to whom you are going to transfer your authority using objective criteria and thinking only of the future of the company, especially when you know your decision is going to create discontent. But if the founders and head executives of family companies want to prevent family arguments and the handing over of executive management to incompetent people, they need to pass this test, which the figures clearly show is harder than establishing a successful company.
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