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SPECIAL RULES FOR FAMILY BUSINESSES 

 
Family businesses are the primary engine of growth of the Australian economy. 
Statistics show they comprise 80 percent of all businesses. Unfortunately, a high 
failure rate threatens family-owned companies.  Around 80,000 family businesses 
fail each year, and the major cause of failure is internal conflict. 
 
The typical family business relies a lot on family 
ties – from running the business to providing the 
needed capital. In fact, close family relations are 
often attributed to be the number one key factor 
in the success of many small businesses. 
Unfortunately, family relations can also be the 
main source of business failure.  Too much 
bickering can lead to distrust and disrespect 
resulting to the downfall of the company. As one 
author said, “conflict can poison a family and its 
business.” 
 
Many companies can endure and even overcome 
the adversities found in a market economy – 
competition, tight government regulations and 
abrupt changes in technology. But, very few can 
survive animosity and spite. 
 
The problem lies in the perception that just because you are a family, you can deal 
with internal conflicts better. However, reality can be the opposite. As the adage goes 
- familiarity breeds contempt.  
 
Family businesses dominate the economy but, they are quite different from the 
typical business organisation.  A family-owned company is a combination of two 
systems- the family and the business. Both systems have their own set of 
expectations, responsibilities and reasons for being. Once the lines of both systems 
overlap or get blurred, conflicts will surely arise. Take for example the head honcho 
of a family-owned firm is the youngest son. In the realm of family relations, the son 
always defers to the decisions of the parents and older siblings. But, in business he 
has to make decisions that may be crucial to the survival of the company. Imagine 
what would happen if a conflict arises that pits the son’s business judgments against 
the whims of the father or older brother.  
 
In a family-owned company, entry is by virtue of relation. In a regular company, 
admission is based on aptitude and experience. All companies require men of 
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qualifications and experience in order to succeed; if this requirement is not met, the 
organisation threatens itself with incompetence. Many family-owned businesses fail 
to see the importance of having the company run by capable hands. They put faith on 
the ties that bind them and not seeing the risks involved. 
 
 
 
 
 
Families have a way to resolve conflicts; unfortunately, these methods may not be 
effective in the business setting. 
 
Conflicts happen all the time, they cannot be avoided especially so in a family setting. 
A family running a company can prevent conflicts from damaging the business. They 
can do this by adopting a special set of rules and rigorously implementing them. 
 

First Rule – Never Hire Family 
 
Many would deem these as impossible to do. But, it can 
save you and your business from a lot of trouble down 
the road. In-laws should not be exempted. 
 
If you cannot adhere to the first rule, have an 
employment process that is clear and applies to 
everyone, your family included. If you have to hire a 
niece or a son-in-law make them go through the same 
hiring process just like any other employee. Employ them 
on the basis of their qualifications and the requirements 
of the position they are applying. 
 
When drafting the employment policy try to consider the following basic questions: 
 

 Under what conditions will the company hire family members? 
 

 Will they fill a vacant position or can a position be created for them? 
 

 If they are to be assigned to a non-relative supervisor, will they be allowed to 
report directly to you? 

 
If circumstances require you to change this rule or modify it, let everyone know of 
the changes. 
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If you disregard the first rule and your company does not have a clear set of 
guidelines on employee recruitment, expect to have overpaid and underproductive 
family members working for you.  
 

Second Rule – Never Promote Family 
 
Promotion based on family relations is a sure way to drive out your best employees. 
In the same vein, promoting non-relatives without clear cut basis is inviting 
disgruntlement and conflict with employees who have relations with you. 
 
Only promote your family members, or anybody else for that matter, if they truly 
earned it. Again, let them go through the same hiring and promotion process just like 
everyone else. Anyone who has provided clear and solid achievements for the 
company deserves to be promoted. 
 
 
 

Third Rule – Never Fire Family 
 
If you followed the first rule, you would not be having any 
problem implementing this one. It is unthinkable to fire a kin 
from a company but, if it has to do with the very survival of 
the business then it has to be done. Just like the previous 
rules, this process should also be covered by company 
policies. As there is a basis to hire relatives, there should also 
be a basis to fire them. 
 
The premise behind these rules is simple – the best way to handle conflict is to avoid 
it. If you cannot avoid it establish a system that treats everyone equally and fairly, 
even family members. 
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