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Abstract

Academic discussion on corporate governance and its related issues are clearly visible in any country with active
capital markets. This suggests that good governance is a crucial factor for ensuring economic development. Of
concern is the lack of continuity after the first generation of ownership and control. However, few studies can be
found relating to smaller family businesses. With the aim of contributing to this knowledge gap, this study aimed
at identifying the impact of family governance on the sustainability and continuity of family businesses in
Botswana. A sample of 144 family-owned businesses based in Gaborone and Francistown participated in the
study. Pearson r correlation was used to measure the relationship between the variables of the study. The results
showed that there is a weak positive relationship between family governance and the sustainability and
continuity of family businesses in Botswana. It was recommended that mechanisms must be put in place in order
to enlighten the benefits of having Board of Directors and to implement effective governance structures and
systems to sustain the businesses in the market beyond generations.
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1. Introduction

The importance of small and medium enterprises (SMEs) throughout the world is well documented. These forms
of businesses are the mainstay of many economies around the world. They are engines of economic growth,
employment creation and wealth creation (Republic of Botswana, 2014, p. 9). The International Labour
Organisation (ILO) (2017) estimates the unemployment rate of Botswana to be 19.6% and youth unemployment
(15-35yrs) continues to be high at 25.2% (Statistics Botswana, 2017, p. 2). According to Botswana Vision 2036,
the country envisages to be a high-income export-led, diversified with sustainable growth driven by high levels of
productivity (Botswana Vision, 2036). To prepare Botswana for “life after diamonds”, the government developed
a growth paradigm in its “Vision 2016” and “Vision 2036 strategy document, which suggests that the
development of “new economy” skills will play an extremely important role in the country’s future. Botswana is
aiming to develop new engines of growth, supplementing the diamond industry with manufacturing, financial, and
transport services, and transforming the country’s entrepreneurship sector into a buoyant, productive, and
innovative private sector led by entrepreneurs with cutting-edge skills. Entrepreneurship through SMEs has been
identified by the government as a key strategy to deal with youth unemployment. The private sector was by far the
largest employer with 44.6% of all employed persons (Statistics Botswana, 2017, p. 2). The government of
Botswana has formulated its own policy on SMEs in the country and has expanded the definition of the term
“SME” to include firms that may be classified as micro, small and medium enterprises. The Policy on Small,
Medium and Micro Enterprises (SMMESs) in Botswana, Government Paper No. 1 of 1999, highlights several
characteristics that the government uses to distinguish SMMEs from large firms (Botswana Institute for Policy
Analysis [BIDPA], 1999). These characteristics are in alignment with the findings of the numerous studies which
have been carried out across the world, and include turnover as an important element used in classifying SMMEs.

The problems and factors which impact on the long-term survival of a family owned business is a research area
which is of interest to many scholars. This area has been widely studied to understand why between 5% and 13%
of such firms only, survive to the third generation (Poza & Daugherty, 2016). A study by Carlo, Francesco and
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Pramodita (2010, p. 322) analysed the term “continuity” and they sought to ascertain whether the term refers to the
family name, the industry within which the business competes, the products it manufactures, the services it
provides, or their markets. For the purposes of this study, governance is defined as a system of guidelines and
protocols that manage the often competing and interrelated interests of various constituent groups. Family
governance also provides a set of processes that enable families to determine a sense of direction, make decisions,
and communicate the mission, vision and shared values to the various stakeholders. From a family perspective,
such governance provides the family with a tool that helps them not only to recognise their own particular family
dynamics, but also to manage them.

2. Literature Review
2.1 Family Business

Family businesses have become a topic of growing interest among scholars and policy makers at both
international and local levels, particularly given the sector’s contribution to the economies of countries
worldwide. The increasingly volatile employment climate that prevails in many African settings today has
increased the focus on small and medium enterprises as engines of economic growth and employment creation,
and Botswana is no exception. The majority of family businesses are small to medium enterprises. For the
purposes of this study, a family was defined as one where the family controls at least 20% of the shareholding
and the business was under the management or control of the family management. According to Alderson (2015,
p. 140), most family firms are SMEs, which are privately held. There is a natural tendency to assume that they face
similar challenges as compared to non-family businesses of a like size. Valenti, Mayfield and Luce (2010, p. 66)
note that SMEs are generally owned and managed by small, closely-knit groups of individuals who are often
family members. Within the SME sector, family businesses are the dominant form of business organisations, as
well as the key drivers of economies around the world (Tagiuri & Davis, 1996; Bertrand & Schoar, 2006; Memili,
Singal, & Barrédy, 2016). A family business is one that is owned by members of the same family who shape and/or
pursue the formal or implicit vision of the business, which includes the intention of family members to hand the
business over to the next generation; or else, the business has already been handed over to a family member to
manage and/or control (Venter, 2003, p. 17). Studies by Kapteyn and Wah (2016) and Kasseeah (2016, p. 442)
found that the majority of the private sector is still in its developmental stage. In addition, Kapteyn and Wah (2016)
indicate that 83% of all private enterprises are to be found in the informal sector and that the majority of these are
family-owned.

2.2 Family Governance

According to Berent-Braun and Uhlaner (2012, p. 104), family governance practices (FGP) are a means to enhance
the entrepreneurship of the business-owning family. Family business governance practices are team building tools
that not only enhance the effectiveness of the business-owning family, but also of the business it owns. Despite the
increase in the literature devoted to family business governance over the last few years, there is nevertheless
neither an overview nor consensus in relation to the way in which family governance may improve both the
functioning of the family and the long-term success of the business (Suess, 2014, p. 138). The governance systems
in the family business provide a mechanism in terms of which the business; the business family; and the
management, are harmonised. The fundamental purpose of family governance is to make the existing and
anticipated rewards and demands clear, to make participation in the business clear, to communicate opportunities
for family involvement in the business, and to ease the flow of information (Suess, 2014, p. 139). In view of the
fact that family governance is not legally obligatory; and there is no one particular standard rule, or rule which
prescribes how family business affairs must be governed.

The three-circle model is the most traditional theoretical conceptual model for family businesses available. The
model views the family business as comprising three main overlapping subsystems, namely, ownership, business
and family (Gersick, Lansberg, Desjardins, & Dunn, 1999). The growth and movement in each of the subsystems
affect the governance issues in family businesses. In their article, Gersick et al. (1999, p. 289) argue that if families
learn to manage periods of transition effectively, this, in turn, should dramatically increase the possibility of family
business continuity. The model also highlights the need for the coexistence of multiple stakeholders in a family
business environment. Angus (2005, p. 265) proposes a governance model comprising of principles, policies and
practices, while Rodrigues and Marques (2013, p. 56) and Lungeanu and Ward (2012, p. 42) extend this
governance model to include the governing bodies of family businesses, family meetings, family assemblies,
family councils, sub-committees of councils, family agreements and the family office. It is imperative that the
long-term interests of the family business sharecholders are protected through the effective design of the
governance structure in a family business so that the growth and continuity of the business may be ensured, and the
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family harmony and welfare preserved. If proper structures are in place, the probability of the actual
implementation of good governance is enhanced (Adendorff, Boshoff, Court, & Radloff, 2005, p. 34). Adendorff
et al. (2005, p. 34) further state that the recognition of the role of family in entrepreneurship led family economists
and family study researchers to attempt a simultaneous and comprehensive study of both the family and the family
business.

Governance mechanisms such as succession plans, family protocols, and family councils help to regulate the
economic and family relationships between active and passive family owners. Governance mechanisms improve
transparency and also regulate the relationship between active and passive owners (Corbetta & Salvato, 2004, p.
132). However, to date, there appears to be very little research into the empirical role of the effects of governance
mechanisms on the survival and continuity of family businesses. Governance is a complicated issue in the context
of family businesses because of the sometimes competing agendas of the family, ownership, and business
management. Thus, there need to be a core structure that governs the family as well as the business entity.
Governance enables the family to use understandable and transparent decision-making to handle both
opportunities and the challenges of wealth (Goldhart & Di-Furia, 2010, p. 8). Goldhart and Di-Furia (2010, p. 8)
suggest a plethora of processes, including setting strategic goals, the maintenance of key relationships,
safeguarding the health of the family, maintaining accountability, and recognising performance. A family
governance structure creates the frameworks, policies and traditions that determine the parameters that govern
how a family business is run. The literature ascribes great importance to the relationship between governance and
the stage of the family business cycle. As the business grows and the family business evolves into the cousin phase,
governance becomes critical to maintain the balance of the relationships. Lansberg (1999) argues that equal
consideration and effort should be devoted to family business governance. The significance of family business
governance is a function of both the size of the family, and the stage of business ownership. As the family business
grows, the complexities arising from family and business imperatives become more complicated and conflict
increases due to differences in goals and strategy (Alderson, 2015, p. 140). As family businesses expand from their
entrepreneurial beginnings, they face unique performance and governance challenges (Casper, Dias, & Elstrodt,
2010, p. 1). Governance of both the family and business systems and processes are key determinants of a
successful transition from the first generation to the next generation. Governance in the family business begins
with a family’s vision and mission. This sense of purpose, in turn, provides a roadmap a set of structure and
processes that permit the family to make decisions over time as needed to ensure its survival as an economic unit
(Brown, 2009, p. 45). In describing the relationship between the family business and the business family,
Lambrecht (2005, p. 267) concludes that a family business can develop into a family dynasty only when it
embraces sound governance as a fundamental principle; that is, the individual family member belongs to the
family, which belongs to the business. As the business grows, families in business should be guided by the
principles of sound governance to be related among themselves and with management. Ramachandran (2015)
argues that the organisational challenges which family businesses when they grow transcend to an orbit, requires
them to have additional expertise beyond the family domain.

3. Research Methodology

The study used a cross-sectional study and causal research design and adopted a quantitative research method.
The targeted population consists of 243 family-owned businesses registered with either Business Botswana or
the Local Enterprise Authority in 2017. This research used directional hypothesis and the main hypothesis of the
study was that there is a positive relationship between family business governance and the sustainability and
continuity of family businesses in Botswana. The research used the Pearson correlation coefficient (r) to
determine the magnitude of the relationship, between existence of governance factors and sustainability and
continuity of family businesses in Botswana. A total of 243 questionnaires were administered to family-owned
businesses which had agreed to participate in the research. Of these, 167 completed questionnaires were returned
with 144 being found to be usable. The researchers used a self-administered questionnaire to collect the data.
SPSS was used in process the data and central tendency tables and hypothesis findings were used to present the
study findings.

4. Data Findings

The sustainability and continuity of the family business was measured by the ability of the family business to
transition beyond generations and to be both financially and systematically viable. It is against this background
that a better understanding of the way in which governance structures and systems affect family businesses in
Botswana should be fully explored for these forms of businesses to contribute to the economic diversification
drive, and to deal with the growing youth unemployment as espoused by the Botswana Industrial Development
Policy of 2014.
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Table 1. Item statistics: family governance

Statement Mean Std. deviation N
The business has a Board of Directors 2.50 1.544 143
The Board of Directors has a scheduled list of meetings per year 2.51 1.528 143
There are outside board members on the Board of Directors 2.28 1.410 143
The governance responsibilities in this business are clearly specified 3.38 1.423 143
The business has clear governance rules 3.62 1.251 143
The business has clear governance structures 3.63 1.244 143
There is a family office which deals with family business matters 322 1.423 143
There is a clear separation of family and business matters in the business 3.54 1.269 143
The business has a formal document that describes the relationship between the family and the ~ 3.18 1.337 143
business

When needed, the business draws on the expertise of outsiders (e.g., lawyers, accountants) 3.89 1.301 143
The governance of the business is properly regulated 3.83 1.114 143
The business asks outsiders to help with governance issues 3.61 1.192 143
There are control measures in place in the business 3.83 1.199 143
The business has an Advisory Board 3.14 1.314 143
The business is adequately accountable to stakeholders 3.79 1.288 143
There are systems in place to ensure legal compliance in the business 3.94 1.351 143

Table 1 shows that minimum scores were recorded for the items “There are outside Board members on the Board
of Directors” (m=2.28), and “The business has a board of directors”, (m=2.50). Small family businesses in
Botswana do not realise the value added by having a Board of Directors. According to Vandebeek, Voordeckers,
Lambrechts and Huybrechts (2016, p. 249), greater diversity in the boardroom seems beneficial for performance,
owing to the increased availability of functional knowledge and skills. This study argues for a mechanism to
enlighten SMEs of the benefits of having Board of Directors or Advisory Boards. A clear observation from this
study was the higher mean (m = 3.14) “The business has an Advisory Board”, suggesting that family businesses
viewed and accepted Advisory Boards more favourably than a Board of Directors. It can be inferred that Advisory
Boards’ role is less binding and controlling, yet providing the skills to augment family members. Family
businesses need to take cognisance of what? Board service tasks entail; for example, building organisational
reputation, networking, or advising management (Van den Heuvel, Van Gills, & Voordeckers, 2006, p. 469;
Wilson, Wright, & Scholes, 2013, p. 1374).

Table 2. Relationship between family governance and the sustainability of family businesses

Statement Governance structures Sustainability of family businesses
Governance structures Pearson correlation 1 308"

Sig. (2-tailed) .000

N 143 143
Sustainability of family businesses Pearson correlation 308" 1

Sig. (2-tailed) .000

N 143 143

Note. **. Correlation is significant at the 0.01 level (2-tailed).

Table 2 shows the Pearson r correlation test of family governance structures and the sustainability of family
businesses. The analysis obtained the following value: r=0.308** and p = 000; hence, the null hypothesis H1, is
rejected. A conclusion can therefore be made that there is a weak positive relationship (r = 0.308**) between
family governance structures and the sustainability of family businesses. This means that governance structures
are lowly/poorly recognised by family businesses. This can be inferred that family businesses must most in the
first generation, controlled by the nuclear family have a low regard of governance structures. This implies that
family business governance structures are positively related to family business sustainability. A good governance
structure contributes to sustainable business development by enhancing the performance of the business and
increasing its access to outside capital. The study also found that Advisory Boards were a potentially more
important tool in the management of family businesses. They allow family businesses to have access to technical
expertise without formal covenants.
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5. Conclusion and Recommendations

The researchers concluded that family governance structures are not yet fully adopted by family businesses in
Botswana. The reason may be that most family businesses in Botswana are in the first generation, and, hence the
need for family governance structures are less recognised. However, the study indicated that good family
governance is necessary to promote the sustainability of family businesses. The researchers therefore recommend
that good sound family governance structures are needed to ensure the sustainability of family businesses in
Botswana. The results showed that there is a need of good family governance structures to promote the
sustainability of family businesses in Botswana. The empirical results proved that the existence of governance
structures affect the sustainability and survival of the family business.
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