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ASIAN FAMILY BUSINESS
STEWARDS OR

INHERITORS?

THE DIFFERENT BELIEF SYSTEMS
AND PRACTICES WITHIN SINGLE
ASIAN FAMILIES AND THE
CONFUSION THEY CREATE

W Christian Stewart is

the managing director of
Family Legacy Asia (www.
familylegacyasia.com), a
process consulting firm
that works with successful
Asian family enterprises
and advises on family firm
governance and succession
issues. Send us your feedback
at editor@leaderonomics.
com. For more leadership
insights, visit www.
leaderonomics.com
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By CHRISTIAN STEWART
editor@leaderonomics.com

T s often said that the first generation cre-

ates the wealth, but that it is the second

generation that creates the legacy.

In an overseas Chinese family business

(“CFB”), the traditional approach is for the
founder to leave the ownership of the business in
equal shares among all of the legitimate heirs. In

the past, this meant all of the sons.

However, it is more common these days to
see all of the children of the founder becom-
ing equal shareholders when the founder

passes, if not before then. In the stereotypi-
cal CFB, the founder is also the father and
the head of the family.

While the founder is alive, the family
is kept together and works together in
the business. Sometimes, the surviving
spouse of the founder can also keep the
family united in the same way.

But what happens when the founder
is no longer around? Can the siblings
- work together as equal owners to con-
tinue the family firm?

Family governance expert, James E.

Hughes, the author of Family Wealth:
Keeping it in the Family (Bloomberg Press)
notes that in his experience, the mem-
bers of the second generation will either
see themselves as an “Inheritor” or as a
“Steward”.

TWO DIFFERENT PARADIGMS

What do we mean by a “Steward”? This term
refers to a member of the second generation
who wants to work together with his/her fellow
siblings to see the family firm continue under
family ownership.

They see themselves as being under an obliga-
tion to pass on the family firm as a legacy asset
to the next generation. To such a person, legacy is
important. A “Steward” is likely to be emotionally
committed to the family firm.

On the other hand, an “Inheritor” sees their
ownership in simple financial terms. Such a per-
son is more like an arms-length investor.

Importantly, they want to be their own person,
and they do not want to feel like they have to
work together with their other siblings. Under
our definition, they may lack emotional commit-
ment to the family firm.

In terms of family culture, a person whois a
“Steward” has an inward looking orientation. This
means they tend to look in towards the family
unit.

A person who is an “Inheritor” looks outward.
This means they tend to look away from the fam-
ily unit and they like their independence.

By definition, the paradigm of a “Steward”
is very different from the paradigm of an
“Inheritor”.

Hughes further notes that in his
experience:

® Neither of these two paradigms is
inherently right or wrong. There should
be no question of judgement or blame
involved here.

@ You cannot convince an Inheritor to
become a Steward.

o It is vitally important that all the
siblings who are owners in the family
firm can have “adult-adult” conversations
about whether, as an individual, they see
themselves as a Steward, or as an Inheritor.

® It is often the relationship between
the founder and the siblings that will
determine where each of the siblings
comes out on this question.

WHERE THEY ARE
ALL INHERITORS

If all the siblings see themselves as indi-
vidual Inheritors, you know there is little point
in attempting to get them to work together as
a family team. Family teamwork and the skills
required is not an aspect of the Inheritor para-
digm.

If all of the second-generation owners see
themselves as Inheritors, they may still decide to
keep their shares intact together out of economic
necessity, to pool their financial capital.

However, in this event they will be more like a

group of unrelated investors.

In this scenario, the family firm can be contin-
ued if one of the siblings manages to buy out the
shares of the others so that this individual can
become a controlling shareholder, and in a sense,
the new “founder”. This is known as “recycling”
the family firm.

In the absence of the emergence of a new
controlling shareholder in the second generation,
it is reasonable to predict that a CFB controlled
by a group of Inheritors will disintegrate, either
as a result of internal family conflicts, or at the
stage when the shares start to pass to the cousin
generation.

WHERE THEY ARE
ALL STEWARDS
The second scenario is one where all of the
second generation owners see themselves as
Stewards. By our definition, this implies an inten-
tion, a motivation, to want to work together.

However, will good intentions be enough to
make a difference?

« You could have a group of Stewards
who feel very committed to the fam-
ily legacy, but who still struggle to work
together because they lack the necessary
skills for effective communicating, deci-
sion making and conflict resolution, and
because they don’t know how to overcome
the tendencies of their family system (i.e.
family dynamics) that are inappropriate for
the business system.

Having good intentions is one thing.
Having the rights skills is another thing.

- It is often said that power corrupts. You
could have a group who define themselves
as Stewards, but who cannot really work
together because of politics or power strug-
gles.

Stewardship and working together imply
a need for participation and “fair process”.
If there is a sibling who seeks to be too
authoritarian, to be too directive in their
leadership style, expect that there will be
some problems with the group.

» You could have a family that are all
Stewards and are fully committed to work-
ing together but where there is a lot of
confusion over family, ownership and man-
agement roles. Most conflicts in a family
business are “role conflicts”.

Fortunately, typical role conflicts can be
predicted and therefore planned for. The
important tasks in this scenario will include
creating good boundaries between family
and business; and between ownership and
management.

The good news is that a group of
Stewards is likely going to have the
motivation to do the work nec-
essary to improve their skills
at working together and to
adopt good family business
governance structures and
processes.

This includes cultivating
emotional commitment to
the family firm.

A MIX OF
STEWARDS AND
INHERITORS

The third alternative is
that some members of the
second generation will see
themselves as Stewards, and
some will see themselves
as Inheritors.

The third scenario is the
case where there is a mix
of views. In practice, this is
likely to be the most common
scenario.

The danger with this third scenario
is that it has the potential to paralyse
things if the siblings are unable to dis-
cuss and reconcile their differing views.

If some are Inheritors, in an Asian
family, the Stewards may not be com-

fortable to move ahead on their own while leav-
ing the Inheritors out of it because they fear this
will imply the family is not united. Accordingly
the group gets stuck.

A way to reframe this third scenario into a
more positive light is to realise that a healthy
family is one that can balance the desire to be
together (something the Stewards feel comfort-
able with) with the desire to be your own person
(which is what the Inheritors want).

Logically a family system in this third scenario
has both ends of the spectrum and just needs to
find a way to integrate balance.

WHAT IS YOUR OWNERSHIP
PHILOSOPHY?

This leads onto Hughes'’s next proposition
which is that members of the second generation
need to be able to have “adult-adult” conversa-
tions about whether each individual regards
themselves as a Steward or as an Inheritor.

Before examining this concept of an “adult-
adult” conversation, why should it be important
for the sibling shareholders to be able to have
such conversations?

These two groups will have different goals and
expectations for their share ownership. They are
two different types of owners.

The two groups could be expected to have
different time horizons, risk appetites, liquidity
needs, and maybe different expectations for how
the company should be managed.

If the shareholders are not even able to
acknowledge their fundamental differences
of viewpoint, if they are not able to “agree to
disagree”, or if they are unable to discuss mecha-
nisms for bridging their differences, there will be
no leadership for the family firm.

If the shareholders are frozen or in confusion,
how do the directors know how to govern the
business?

How can you plan for the future if you are not
able to talk about what each owner, as an adult,
really wants to do?

FORM SHOULD FOLLOW FUNCTION
Another reason is that “form should follow
function”. For example, any trust structures or
family agreements should be drafted to take into
account whether you are looking at the first (all
Inheritors), second (all Stewards) or third (a mix)
scenario.
The way a group of Stewards would want
a family trust structure set up, or for a family
shareholders agreement to be drafted, could be
very different from the way a group of Inheritors
would do it.

ADULT-ADULT CONVERSATIONS

What is an adult-adult conversation?

Hughes says that an adult-adult conversation
is one where siblings can look at each other and
listen to each other as adults, not based on their
family roles as developed since childhood, and
not based on the roles as defined for them by the
business founder.

In a family, roles and characters are defined
from an early stage. It is common that one sib-
ling will look at another sibling through a lens
frozen in time. Nevertheless, life is about growth
and cycles of change.

An adult-adult conversation then is one in
which each sibling can look at the other through
the lens of the current reality.

It is a conversation where you can seek to
understand the other while knowing that you
are not able to control their view, and they are
not able to control your view.

Shareholders are all Inheritors

Shareholder are
all Stewards

Shareholder are a mix of
Stewards and Inheritors

stuck

WHAT HAPPENS
WHEN THE
FOUNDER IS

NO LONGER
AROUND?

Like a group of arms length investors

Good intentions are not the same as
having good skills and clear roles

Critical to have adult-adult
conversations to avoid becoming
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In an adult-adult conversation, you are not
able to impose your perception of what someone
else “should” or “ought” or “must” do; or what
“father would have wanted”.

You cannot invoke “family obligation or duty”
against your sibling. Such conversations require a
respect for differences.

It includes being able to agree to disagree, and
being able to work with people who have differ-
ent views from yours.

CONCLUSION

There are two paths for increasing the chances
of successfully perpetuating the life of an Asian
family business and continuing the family legacy.

The first way is through consolidation of the
share ownership and bringing the family firm
back under the centralised authority of a single
owner.

The second path can open up if the siblings,
or a sufficient number of them, see themselves
as a group of Stewards. However “Stewardship”
should be seen as an intention or motive to want
to work together.

These positive intentions will need to be
backed up by the necessary actions, work and
skills to convert intention into reality. Stewards
will also need to adopt sound family business
governance practices.

Finally, a group of siblings who are unable to
have adult-adult conversations about whether
they are each Stewards or Inheritors are likely to
find themselves stuck and unable to make plans
for the future.

Develop a shareholders agreement

Work on relationship skills and
develop a family constitution

Develop a shareholders agreement
and work on relationship skills and
develop a family constitution
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