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Abstract

Because ownership, management, family ties, identity, and long-term wealth are frequently consolidated inside the
same social system, family firms are unique organizations. When a company transitions from one generation to the
next, this overlap can foster dedication, patient capital, trust, and continuity, but it can also lead to uncertainty. When
family and business duties cross, seemingly simple issues like who should be in charge, who might work for the
company, how ownership should be transmitted, how conflicts should be resolved, and how family members should
be compensated can become emotionally fraught. The significance of the family constitution as a governance tool for
enhancing intergenerational family businesses is examined in this essay. It incorporates studies on family business
systems, agency theory, stewardship theory, socioemotional wealth, succession planning, and family governance using
a qualitative, literature-based methodology. According to the analysis, a family constitution is most useful as a shared
framework that helps a business-owning family define its values, decision-making rights, ownership expectations,
employment policies, succession principles, and conflict-resolution procedures before disagreements turn into crises,
rather than as a strict legal document. Previous research indicates that family customs or constitutions can help with
succession planning, lessen certain types of agency conflict, and, under the right circumstances, improve corporate
performance. The article also highlights the fact that trust, capable leadership, good corporate governance, and legal
agreements cannot be replaced by a constitution. An inclusive drafting process, regular reviews, alignment with legally
binding instruments, and consistent execution are all necessary for its efficacy. For families looking to institutionalize
governance while maintaining the adaptability and interpersonal characteristics that set family businesses apart, a
workable structure is suggested.

Keywords: family business; family constitution; family protocol; succession, family governance, intergenerational
continuity, ownership; conflict resolution

1. Introduction

Family enterprises have a unique position in the economy. They vary in size from small local businesses to
massive industrial conglomerates, but they all have one thing in common: family ties, ownership expectations,
identity, and the desire to leave something significant to the next generation all have an impact on business decisions
in addition to commercial goals. Family-controlled businesses continue to operate in the old manufacturing, trade,
services, and contemporary technology sectors in India, where family ownership has long been strongly ingrained in

'"How To Cite The Article: Maroti S. (June 2025); Importance of the Family Constitution for Improving Intergenerational Family
Businesses; [International Journal Of Transformations In Business Management, Vol 15, Issue 2, 183-196, DOI:
http://doi.org/10.37648/ijtbm.v15i02.011

183

INTERNATIONAL JOURNAL OF TRANSFORMATIONS IN BUSINESS MANAGEMENT


http://www.ijtbm.com/

International Journal of Transformations in Business Management http://www.ijtbm.com
(DTBM) 2025, Vol. No. 15, Issue No. II, Apr-Jun e-ISSN: 2231-6868 p-ISSN: 2454-468X

the growth of entrepreneurship. Sixty percent of Indian family firms surveyed by PwC in 2019 said they planned to
transfer ownership and/or management to the next generation, but only twenty-one percent said they had a strong,
well-documented, and communicative succession plan (PwC India, 2019). One of the main issues with
intergenerational family company is captured by this discrepancy between the level of formal preparation and the
desire for continuity.

Since succession is not a single event, continuity is challenging. Authority, expertise, relationships, legitimacy,
ownership, and frequently familial status are all transferred. The founder, the following generation, and many levels
of family and organizational contact are all involved in the succession process, according to Handler (1994). Similar
to this, Morris et al. (1997) connected effective transitions to three general factors: planning and control activities, the
quality of family relationships, and heir preparation. Subsequent research has strengthened the notion that succession
necessitates intentional planning rather than a casual belief that the following generation would someday "take over."
In a survey of 272 Canadian family businesses, Chua, Chrisman, and Sharma (2003) discovered that senior executives'
main worry was succession.

The difficulty grows as the family and the enterprise become more complex. In a founder-led business, one person
may simultaneously be the principal owner, chief executive, senior family authority, and final decision-maker. In a
sibling partnership or cousin consortium, those roles are distributed among more people whose interests, capabilities,
financial needs, and emotional histories may differ. Rules that were unnecessary when one founder made most
decisions become important when several relatives share ownership and responsibility. Informal understandings can
then become a source of disagreement: one branch may expect equal employment opportunities, another may prioritize
merit; one owner may prefer reinvestment, while another needs dividends; one successor may assume leadership will
follow age, while others may expect professional qualifications.

A family constitution - also called a family protocol, family charter, or family agreement in parts of the literature - is
designed to make such expectations discussable and explicit. It normally records the family's shared purpose and
establishes principles for matters such as family employment, ownership, governance, succession, dividends, transfer
of shares, conflict resolution, and communication. The International Finance Corporation (IFC, 2011) treats the family
constitution as part of a broader family governance structure that becomes increasingly important as generations and
roles multiply. Ward (2010) emphasizes that the drafting process itself can be more valuable than the finished
document because it forces family members to discuss assumptions that might otherwise remain unspoken.

This paper asks: How can a family constitution improve the continuity, governance, and working relationships of an
intergenerational family business? The purpose is not to present the constitution as a universal cure. Instead, the paper
examines why it can be useful, which problems it can realistically address, what its core components should be, and
what conditions make it effective. The discussion is based primarily on established family business literature and
selected empirical studies on family protocols, governance, succession, and performance. A short-anonymized
illustration is included only to connect the literature with the realities of a multi-unit, partnership-based family
enterprise.

The central argument is that the family constitution creates value by moving important family-business questions from
the realm of assumption to the realm of agreed process. It cannot eliminate differences among relatives, and it should
not attempt to do so. Its role is to create a fair and predictable method for dealing with those differences. In that sense,
the constitution is less about controlling the family and more about protecting relationships from the strain created by
unclear business expectations. When combined with competent management, appropriate boards, legal
documentation, and regular review, it can become an important bridge between entrepreneurial family culture and
institutionalized intergenerational governance.
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Fig 1: Challenges Faced by Family Business

2. Literature Review

2.1 Defining the Family Business and Its Distinctive Character

There is no single definition of a family business that fits every research setting. Some definitions focus on ownership,
others on management involvement, and still others on the family's intention to maintain control across generations.
What matters for governance is that the family has sufficient influence over the enterprise for family relationships and
family goals to affect business choices. Tagiuri and Davis (1996) explained this complexity through the overlapping
domains of family, ownership, and business. An individual may occupy one, two, or all three domains, and the
resulting role combinations create both advantages and tensions.

The overlap can generate what Tagiuri and Davis (1996) called “bivalent attributes”: the same characteristic may be
a strength in one situation and a weakness in another. Close relationships may produce trust and rapid coordination,
but they may also make objective performance discussions uncomfortable. Long-term commitment may encourage
patient investment, yet attachment to legacy activities can make strategic change harder. Informal communication can
be efficient in a small enterprise, while the same informality may become confusing when several branches and
generations participate. A family constitution is relevant precisely because it does not assume that family involvement
is either inherently good or inherently bad; it attempts to govern the overlap.

The three-circle perspective also helps explain why disputes that appear to concern one issue often contain several
issues at once. A family employee asking for a salary increase may be speaking as an employee about market

compensation, as an owner about the value created by the company, and as a family member about fairness or
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recognition. Without a shared governance framework, these roles can become mixed together. A constitution can
separate the questions: employment compensation can be governed by role and performance; ownership returns can
be governed by dividend policy; and family concerns can be discussed through a family council or another agreed
forum.

2.2 Agency Theory, Stewardship Theory, and Socioemotional Wealth

Agency theory is useful for understanding governance when the interests of owners, managers, or different sharcholder
groups are not perfectly aligned. Family ownership may reduce the classic owner-manager agency problem when
owners directly manage the business, but it can create other conflicts. Rodriguez-Garcia and Menéndez-Requejo
(2020) argue that family firms can experience conflicts between family owners and managers, among family
shareholders, and between the business-owning group and the wider family. Their case-based analysis found that a
family constitution could help reduce several of these conflicts through provisions on family employment, share
transfers, succession, and governance bodies.

Agency problems are particularly visible when ownership becomes dispersed across family branches. Some owners
may work full-time in the enterprise while others are passive sharecholders. Active members may feel that they create
more value and deserve greater rewards; passive owners may worry that managers are using company resources for
themselves. Clear rules concerning remuneration, dividends, related-party transactions, information rights, and board
oversight can reduce suspicion. The constitution can therefore complement formal corporate governance by clarifying
the principles on which family owners expect the company to be governed.

Stewardship theory offers a different view. Davis, Schoorman, and Donaldson (1997) describe stewards as managers
whose behavior can be pro-organizational and collectivist rather than purely self-interested. This perspective is highly
relevant to family enterprise because many family leaders understand their role as custodians of an inheritance that
should be strengthened for future generations. Such stewardship can produce exceptional commitment. However,
relying only on goodwill is risky because generations change and circumstances change. A constitution can
institutionalize stewardship by translating values such as responsibility, fairness, continuity, and reinvestment into
agreed governance practices.

The socioemotional wealth perspective adds another layer. Gomez-Mejia et al. (2007) showed that family-controlled
firms may make decisions partly to preserve non-financial benefits associated with family control, identity, and
continuity. These motives can support long-term thinking but can also lead families to resist choices that threaten
control even when those choices could reduce business risk. A constitution can make these priorities explicit. If
maintaining family control is a central value, the family can define acceptable ownership transfers, external investment
conditions, and liquidity mechanisms rather than discovering these preferences during a crisis.

2.3 Succession as a Process Rather Than an Event

Since succession concentrates many of the system's conflicts in a single transition, it is one of the most researched
topics in family business studies. According to Handler's (1994) analysis, understanding succession requires taking
into account the viewpoints of both the incumbent and the successor as well as the changing transfer of duties. Morris
et al. (1997) discovered that successful family company transitions were linked to planning and control activities,
family relationships, and succession preparedness. An integrative model that emphasizes context, successor
development, selection, transition, and performance results was later put out by Le Breton-Miller, Miller, and Steier
(2004).

These findings suggest that designating a successor is insufficient. Education, business experience, credibility with
staff and family owners, and time to develop judgment are all necessary for a competent next-generation leader.
Additionally, the incumbent must find a method to relinquish operational responsibility without feeling as though their
identity has been suddenly taken away. Other family members must comprehend the rationale behind the selection of
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a specific individual as well as the rights of owners who do not oversee the business. A constitution can set standards
prior to the evaluation of applicants, making the process less subjective and more justifiable.

The literature on family protocol offers more concrete proof. Using a qualitative case study, Matias and Franco (2018)
came to the conclusion that a family protocol can help with continuity and succession planning. Family councils and
protocols aided the succession planning process, and they might be supplemented by mechanisms like next-generation
or mentorship committees, according to their subsequent research on seven Portuguese family businesses (Matias &
Franco, 2020). The significance of these findings is found in the observation that governance structures establish
recurring spaces where succession can be prepared, discussed, and monitored rather than in the assertion that a
document ensures succession.

2.4 Family Governance and the Family Constitution

Corporate governance and family governance are related but not identical. Corporate governance addresses the
direction and oversight of the company through owners, boards, and management. Family governance addresses how
the business-owning family organizes itself as a family of owners. Aronoff and Ward (1996) argue that thoughtful
governance helps clarify the differing roles of family and board and improves communication between them. Corbetta
and Salvato (2004) further caution that board design should reflect the characteristics and needs of the particular
family firm rather than follow a single universal model.

The IFC Family Business Governance Handbook (2011) places the family constitution within a broader system that
may include a family assembly, family council, board of directors, employment policies, and succession planning. As
a family moves from a founder stage to a sibling partnership and later to a cousin consortium, informal governance
becomes harder to sustain. The constitution can provide a common reference point while governance bodies provide
the forums in which its principles are applied.

A family constitution usually contains both identity-oriented and rule-oriented provisions. Identity provisions explain
why the family remains in business together: its history, values, vision, mission, and desired legacy. Rule-oriented
provisions deal with practical questions such as eligibility for employment, appointment of leaders, ownership
transfers, dividends, retirement, family council procedures, dispute resolution, and amendment of the constitution.
These two dimensions should support each other. Rules without a shared purpose can feel bureaucratic, while values
without operating rules can be too vague to guide difficult decisions.

Ward (2010) stresses that the process of developing a constitution is itself a governance intervention. Family members
must listen to one another, compare expectations, and negotiate trade-offs. This matters because a constitution imposed
by a founder or copied from another family may have little legitimacy. A document that emerges from genuine
discussion is more likely to represent shared expectations and to be used when disagreements arise.

2.5 Evidence on Performance and Governance Outcomes

The empirical literature on family constitutions is smaller than the broader literature on succession and family
governance, but several studies provide useful evidence. Arteaga and Menéndez-Requejo (2017) examined 530
Spanish family businesses and found that firms implementing a family constitution showed significantly improved
performance within two years. The positive relationship was stronger in firms with a non-family CEO, multiple family
owners, or control by later generations. These conditions are important because they suggest that constitutions may
become more valuable as organizational and ownership complexity rises.

Rodriguez-Garcia and Menéndez-Requejo (2020) found that family constitutions can reduce several types of agency
conflict. Matias and Franco (2018; 2020) link family protocols and councils with succession planning. Together, these
studies support a cautious conclusion: formal family governance can improve the conditions under which family firms
make decisions, especially when several owners, generations, or professional managers are involved. They do not
establish that every constitution automatically improves performance.
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A recurring gap in the literature concerns implementation. It is easier to observe whether a constitution exists than to
measure whether family members actually follow it, whether it is regularly updated, or whether its provisions are
aligned with shareholder agreements, partnership deeds, wills, trusts, and employment contracts. Another gap is
contextual variation. Family structures, inheritance rules, social norms, and legal systems differ across countries.
Therefore, the most useful approach is to treat the constitution as a customizable governance process rather than a
standardized template.

Theoretical lens Core idea Relevance to a family constitution

Clarifies which forum and rule
applies to family, ownership, and
management questions.

Three-circle / family business | Family, ownership, and business
system roles overlap.

. Creates rules for employment,
Different  actors may  have ploy

Agency theory e . . compensation, ownership,
conflicting interests or information. . .. .
disclosure, and decision rights.
. Translates stewardship values into
) Leaders may act as custodians of . .
Stewardship theory durable principles that survive

collective and long-term interests. e
£ individual leaders.

Makes non-financial  priorities
explicit and helps balance them
against commercial needs.

. . Family firms value control, identity,
Socioemotional wealth .
legacy, and family influence.

. . . Defines criteria, timelines,
: ) Succession requires preparation, .
Succession-process perspective development expectations, and

selection, transition, and legitimacy. . ..
governance during transition.

3. Challenges in Intergenerational Family Businesses

3.1 Succession Uncertainty

The first major challenge is uncertainty about who will lead and how leadership will be transferred. Families
sometimes postpone the discussion because it feels premature, disrespectful to the incumbent, or likely to cause
rivalry. The delay, however, can make the eventual transition more difficult. When criteria are unclear, potential
successors may interpret informal signals differently. Employees may not know whose instructions carry authority,
and siblings may see a leadership choice as evidence of parental preference rather than a business decision. A
constitution cannot select the best successor by itself, but it can establish the process: minimum qualifications, outside
work experience, assessment methods, decision-making authority, transition stages, and emergency succession
arrangements.

3.2 Role Ambiguity and Overlapping Authority

In many family enterprises, titles do not fully describe actual authority. A senior family member may continue to
influence operations after formally stepping back. A younger member may manage a plant or function but still require
approval for routine decisions. Family shareholders who are not employees may intervene because they feel ownership
gives them operational authority. Such overlap is understandable in an entrepreneurial family, but it becomes costly
as the organization grows. A constitution can distinguish the rights of owners, directors, executives, and family
members, reducing the tendency to resolve every issue through seniority or informal access.
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3.3 Fairness, Equality, and Merit

Family businesses repeatedly confront the difference between equality and fairness. Equal treatment may mean that
every child receives the same ownership share. Fair treatment in management, however, may require different
responsibilities and compensation based on competence, contribution, and market value. Problems arise when these
two ideas are mixed. A family member may believe equal ownership should imply equal salary or equal decision-
making authority. A well-designed constitution can explicitly separate ownership rights from employment rights and
can state that family membership creates an opportunity to be considered, not an automatic entitlement to a job or
leadership position.

3.4 Conflict Between Family Harmony and Business Discipline

Families naturally try to protect relationships. This can lead them to avoid difficult performance conversations, tolerate
weak behavior, or distribute responsibilities in ways that preserve peace in the short term. The result may be greater
conflict later because employees perceive favoritism and high-performing family members become frustrated.
Conversely, treating every family disagreement as a purely commercial issue can damage trust. Governance must
therefore protect both the relationship and the enterprise. Agreed policies make it easier to discuss performance
without turning the discussion into a judgment about a person's value within the family.

3.5 Ownership Fragmentation and Liquidity Needs

Across generations, ownership often becomes divided among more people. Some may depend on dividends, while
others prefer reinvestment for growth. Some may want to sell, while others see family ownership as part of their
identity. If no liquidity or transfer policy exists, a personal financial need can become a governance crisis.
Constitutions commonly address who may own shares, rights of first refusal, valuation principles, dividend
philosophy, and the treatment of ownership upon death, divorce, or exit. These principles should then be reflected in
legally enforceable documents appropriate to the jurisdiction.

3.6 Informal Governance and Information Asymmetry

Founder-led firms often rely on direct communication and personal knowledge. Later-generation owners may not
work in the business and therefore receive less information than active family managers. This creates information
asymmetry and can produce mistrust even when no misconduct exists. Regular owner reporting, family assemblies,
audited financial information, and clear board processes help passive owners remain informed without interfering in
daily management. The constitution can specify what information owners receive and through which governance
channel.

3.7 Professionalization Without Losing Family Identity

As family firms grow, they frequently need non-family executives, independent directors, formal performance
systems, and specialized expertise. Professionalization can be misinterpreted as reducing family influence. In reality,
professional systems can preserve family ownership by making the company less dependent on a small number of
relatives. Chua et al. (2003) showed that relationships with non-family managers are a major concern in family firms.
The constitution can clarify the family's role as responsible owners while allowing professional managers the authority
required to perform effectively.

Challenge Typical risk if left informal Constitutional response

. iy Eligibilit iteria, devel t
Rivalry, delayed transition, weak ‘BibLity - crtferia evelopmen

Succession o path, selection and emergency
legitimacy .
succession process
. Nepotism, unclear careers, | Entry qualifications, reporting lines,
Family employment P ry.q p. £
resentment appraisal and compensation rules
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. Transfer restrictions, valuation
. Fragmentation, forced sales, branch .. .. ..
Ownership . principles, liquidity and dividend
conflict .
policy
C Interference and duplicated | Separation of owner, board,
Decision rights . .
authority management, and family forums
Conflict Personalization and escalation Negot.latlon, med@tmn, family
council, and escalation procedure
. . . Reporting rights, ti dence,
Information Suspicion among passive owners cPo mg. r%g s> e 1.ng cadence
confidentiality expectations
. L Resistance to outsiders or weak | Principles for non-family executives
Professionalization .. .
accountability and independent governance

4. Role and Components of a Family Constitution

4.1 Shared Vision, Values, and Purpose

The constitution should begin with the reasons the family wants to remain connected through enterprise. A statement
of values is not decorative. It provides a basis for later choices when two commercially reasonable options have
different implications for family control, reputation, employment, or legacy. For example, a family that prioritizes
long-term ownership may accept slower distributions in order to reinvest. Another may prioritize diversification of
family wealth. Neither choice is universally correct; the value of the constitution lies in making the preference visible
and revisable.

4.2 Membership and Family Governance

The document should define who participates in family governance and how. This may include a family assembly for
the wider family and a smaller family council for recurring governance work. It should explain meeting frequency,
agenda-setting, voting or consensus expectations, confidentiality, and the relationship between family forums and the
company's board. The family council should not become a shadow management team. Its purpose is to organize the

family as owners, prepare family members, and bring legitimate family-owner issues to the appropriate corporate
body.

4.3 Family Employment Policy

Employment is one of the most sensitive areas because family identity and professional opportunity intersect. A strong
policy can state educational requirements, whether outside work experience is expected, how vacancies are advertised,
who interviews family candidates, who they may report to, how performance is appraised, and how compensation is
benchmarked. The objective is not to make it difficult for relatives to join. It is to ensure that those who do join can
build credibility and that non-family employees see a professional standard.

4.4 Succession and Leadership Criteria

Succession provisions should cover more than the chief executive position. They can address ownership succession,
board succession, emergency leadership, development of the next generation, retirement expectations, and the role of
the outgoing generation. Criteria should be defined before a specific contest emerges. Depending on the business, they
may include education, years of external experience, internal rotations, demonstrated leadership, values alignment,
and assessment by a board or committee that includes independent judgment.
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4.5 Ownership, Transfer, and Liquidity Principles

A constitution can state the family's preferred ownership model: for example, whether shares should remain within
bloodline descendants, whether spouses may own, whether trusts or holding companies are preferred, and under what
circumstances a family owner may exit. It can also describe valuation principles and a process for funding buyouts.
Because these matters have legal and tax consequences, the constitution should state principles while lawyers and
financial advisers translate them into enforceable agreements.

4.6 Dividend and Reinvestment Philosophy

Dividend disputes are often symptoms of different life circumstances rather than different levels of commitment. An
owner working in the business receives salary and may favor reinvestment; a passive owner may rely on distributions.
A constitution can define a philosophy rather than a fixed number - for example, maintaining prudent reserves, meeting
debt obligations, funding approved capital expenditure, and then considering distributions within an agreed range. A
predictable approach makes financial expectations less personal.

4.7 Conflict Resolution

No constitution should promise a conflict-free family. Disagreement is normal, especially when the business is
important to identity and wealth. The more realistic objective is to prevent disagreement from becoming destructive.
A tiered process may begin with direct discussion, move to a family council, then to facilitated mediation, and finally
to arbitration or another legally appropriate mechanism for defined disputes. The constitution can also specify when
a person with a direct conflict of interest should abstain from a decision.

4.8 Education of Next-Generation Owners

Not every next-generation family member needs to become an employee, but future owners need to understand the
responsibilities of ownership. Education can include financial literacy, the history and strategy of the enterprise,
governance, industry exposure, site visits, and participation as observers in appropriate meetings. Matias and Franco
(2020) highlight the usefulness of mentoring and next-generation structures in succession planning. Owner education
reduces the risk that future shareholders see the company only as a source of dividends.

4.9 Amendment and Review

A constitution written for a sibling partnership may not fit a cousin consortium. The document therefore needs a
review mechanism. Families can schedule a formal review every three to five years or after major events such as a
generational transition, acquisition, ownership restructuring, or change in law. Amendments should require a
meaningful level of agreement so that the constitution remains stable without becoming impossible to change.

Component Key question answered Practical effect

Creates a common basis for long-

Vision and values Why do we own together? .
term choices

Where are family-owner matters | Separates family dialogue from

Family governance ) .
Ve discussed? daily management

. L Protects merit, credibility, and
Employment policy How can relatives join and progress? career clarity

How are future leaders prepared and | Reduces uncertainty and personal
selected? rivalry
Who may own and how can an | Supports continuity and planned

Succession policy

Ownership rules : Lo
P owner exit? liquidity

How are reinvestment and

distributions balanced? Reduces recurring financial conflict
u ?

Dividend philosophy
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. What happens when agreement | Provides escalation steps before
Conflict process PP & P

breaks down? relationships deteriorate
. How are responsible future owners | Builds informed and engaged
Education
developed? shareholders
. . _ Keeps governance relevant across
Review mechanism How does the constitution evolve? PS &

generations

5. Brief Illustrative Example

Consider a partnership-based family enterprise in the agro-processing and packaging value chain, operating several
manufacturing units and involving participation from more than one generation. Its operations require coordinated
decisions across procurement, production, quality, finance, maintenance, sales, and working-capital management. As
the family and business grow, informal understandings that worked when authority was concentrated in a small
number of people can become less reliable. Questions about who is responsible for which unit, how younger family
members enter management, how major capital decisions are approved, and how future leadership will be chosen may
remain clear in the minds of individual partners but not necessarily shared in the same way by everyone.

This type of enterprise illustrates the practical value of a family constitution without requiring the constitution to
interfere in operational detail. The document would not prescribe how raw material is cleaned, prepared, processed,
or converted into finished products; those are management and technical matters. Instead, it would clarify who has
authority to make operational decisions, which investments require partner or board approval, what qualifications a
next-generation member needs before taking responsibility for a unit, how performance is reviewed, and how
ownership and leadership transitions will occur. The constitution therefore sits above the production process: it
governs the family's relationship with the enterprise rather than the machinery or manufacturing workflow itself.

6. Recommendations and Proposed Framework

A useful family constitution should be developed as a process rather than purchased as a template. The first step is a
governance diagnosis. The family should map current ownership, management roles, decision rights, family branches,
expected next-generation participation, and foreseeable transition points. It should identify recurring questions that
are currently resolved informally. The objective is to understand where ambiguity exists before writing rules.

The second step is structured family dialogue. Interviews or facilitated meetings can surface expectations that family
members may hesitate to raise in a large group. Topics should include the purpose of continued family ownership,
desired roles for future generations, attitudes toward professional managers, dividend expectations, risk appetite, and
principles of fairness. This stage is especially important because a constitution drafted only by lawyers may be
technically neat but socially weak. Ward's (2010) emphasis on the drafting process supports the view that participation
creates legitimacy.

The third step is to agree on principles before drafting detailed clauses. Families should decide, for example, whether
employment is merit-based, whether outside experience is required, whether leadership is open to non-family
executives, how ownership may be transferred, and what level of information passive owners should receive.
Agreement on principles prevents discussions from becoming trapped in wording too early.

The fourth step is to design governance bodies that can actually apply the constitution. A family assembly may meet
once or twice a year, while a family council may meet more frequently. The board should retain responsibility for
company strategy and management oversight. Clear interfaces are essential: family governance should communicate
owner expectations to the board without bypassing management. As Corbetta and Salvato (2004) argue, governance
design should fit the characteristics of the firm rather than follow a one-size-fits-all prescription.
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The fifth step is to align the constitution with legal and financial documents. A family constitution may express shared
commitments but may not, by itself, have the legal effect needed for share transfers, partnership rights, inheritance,
trusts, or dispute enforcement. Lawyers, tax advisers, and accountants should therefore review the constitution and
translate relevant provisions into partnership deeds, shareholder agreements, wills, trusts, employment contracts, or
board policies. The documents should reinforce one another rather than contain contradictory rules.

The sixth step is implementation. Families should create a calendar of actions rather than simply sign the document.
If the constitution requires annual owner reporting, the first reporting date should be scheduled. If it requires next-
generation development, a mentoring and education plan should be created. If it calls for independent board input, the
family should define the skills required and begin a selection process. Implementation converts governance from
aspiration into routine.

The seventh step is periodic review. The constitution should be revisited when the family or enterprise changes
materially. A new generation entering ownership, a major acquisition, the retirement of a senior leader, or the addition
of a new business line may expose assumptions that need revision. Review should not mean rewriting the rules
whenever someone dislikes an outcome; stability is part of the constitution's value. Instead, amendment should follow
a defined process and a meaningful approval threshold.

Finally, the family should measure whether governance is working. Useful indicators are not limited to financial
performance. They may include the percentage of family roles with written responsibilities, completion of successor
development plans, attendance at family governance meetings, time taken to resolve defined disputes, satisfaction of
active and passive owners with information quality, and adherence to dividend and investment policies. Financial
measures remain important, but the constitution is primarily designed to improve the quality and predictability of
governance that supports long-term performance.

Stage Main actions Expected output
Map family, ownership,
1. Diagnose management, existing documents, | Governance issue map

and recurring ambiguities

Facilitated conversations on values,
2. Discuss ownership, employment, succession,
and expectations

Shared priorities and points of
disagreement

3. Agree principles Set broad rules before legal drafting | Family governance principles

Define family assembly/council,

. S Governance structure
board interfaces, and decision rights

4. Design institutions

Prepare constitution and align legal,
5. Draft and align tax, partnership/shareholder | Coherent document set
documents

Assign owners, dates, meetings,

6. Implement . . .
education, and succession actions

Operating governance calendar

7 Review Periodic and event-driven review Undated constitution
) with defined amendment threshold P

Track  governance, succession,
8. Evaluate communication, and performance | Continuous improvement
indicators
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6.1 Practical Drafting Principles

First, write rules for foreseeable categories of situations rather than for specific people. A clause that says “family
employees must have three years of external experience” is more durable than a clause designed around one current
successor. Person-specific rules quickly become political and may be perceived as favoring or excluding someone.

Second, separate aspiration from enforceability. Values, legacy, and family conduct may belong in the constitution
even when they are not legal obligations. Ownership transfers, voting rights, partnership exits, and inheritance
arrangements may require binding legal instruments. The family should be clear about which provisions are moral
commitments, governance policies, or legally enforceable rights.

Third, preserve flexibility where uncertainty is high. It is reasonable to establish a process for selecting a future CEO
without naming who the CEO must be ten years in advance. Good governance provides clarity about how decisions
will be made while allowing the decision itself to reflect future circumstances.

Fourth, make the constitution understandable. Excessive legal language can discourage family members from using
the document. The constitution should be readable by current and future owners, with technical legal provisions placed
in the documents where they belong. Plain language supports ownership of the governance process.

Fifth, treat communication as an ongoing responsibility. A signed constitution cannot compensate for years of silence.
Family meetings, owner education, transparent reporting, and respectful disagreement are the living mechanisms
through which the constitution acquires meaning.

7. Discussion

The literature suggests that the importance of a family constitution increases with complexity. A founder who owns
and manages a small business may be able to resolve most issues personally. When ownership is shared by siblings,
cousins, spouses, trusts, or passive shareholders, the number of possible role combinations grows. Arteaga and
Menéndez-Requejo's (2017) finding that the positive performance relationship was stronger among firms with
multiple family owners or later-generation control is consistent with this logic. Formal governance becomes more
valuable when informal coordination becomes less reliable.

However, formalization should not be confused with bureaucracy. Family businesses often outperform cumbersome
organizations precisely because relationships allow fast communication and long-term commitment. The objective is
therefore “minimum effective formalization”: enough structure to protect fairness, accountability, and continuity
without forcing every decision through a family committee. Operational management should remain operational. The
family constitution should focus on ownership, family participation, governance, and transitions.

A second implication is that the constitution can improve perceived fairness even when outcomes are unequal. Family
members may accept different roles or rewards if the criteria and process are viewed as legitimate. For example, one
sibling may become CEO while another remains an owner but not an employee. The arrangement is more sustainable
when both understand the qualifications, selection process, compensation principles, information rights, and dividend
policy in advance. Procedural fairness can therefore be as important as equal outcomes.

A third implication concerns intergenerational trust. Senior family members often worry that formal rules signal
distrust, while younger members may view the absence of rules as a sign that authority will never truly be transferred.
A well-designed constitution reframes formalization as stewardship. The current generation records what it has learned
and creates a platform on which the next generation can exercise responsibility. The younger generation, in turn,
accepts that ownership carries obligations and is not simply an inheritance of benefits.

There are also clear limitations. A constitution cannot make an unqualified successor competent. It cannot make an
economically weak business viable. It cannot prevent a determined owner from pursuing litigation, nor can it replace
binding legal arrangements where the law requires them. It can also fail if it is drafted by a small group and imposed
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on others, if senior family members ignore it whenever inconvenient, or if it is left unchanged for decades. The
governance process must therefore be credible in practice.

Finally, cultural context matters. In collectivist and relationship-oriented settings, including many Indian family
enterprises, respect for elders, family obligation, and informal authority may strongly influence succession and
leadership development. Research on Indian family-business successors highlights the importance of mutual respect,
trust, mentoring, early affiliation, and mutual obligation in developing high-quality relationships (Kandade et al.,
2021). A constitution should work with these relational strengths rather than attempt to replace them with impersonal
rules. Its purpose is to give relationships a dependable structure when commercial stakes become high.

8. Conclusion

Intergenerational family businesses face a paradox. Their greatest strengths - close relationships, shared identity,
patient commitment, and concentrated ownership - can also create their most difficult governance problems when
roles and expectations remain implicit. Succession, employment of relatives, ownership transfer, dividends, leadership
authority, and conflict are not merely technical business questions; they carry emotional and family meaning. As
generations multiply, relying exclusively on informal understandings becomes increasingly risky.

The family constitution provides a practical way to address this problem. Research reviewed in this paper indicates
that family protocols and related governance mechanisms can support succession planning, reduce several agency
conflicts, and, in some settings, be associated with improved firm performance. Their value is especially visible when
ownership is shared among multiple relatives, later generations become involved, or professional managers work
alongside family owners. The constitution creates a common reference point for values, rights, responsibilities, and
processes.

Its effectiveness, however, depends less on producing an impressive document than on creating a credible governance
process. Families need inclusive discussion, clear but adaptable rules, governance bodies capable of applying those
rules, alignment with legal documents, next-generation education, and periodic review. The constitution should
preserve the entrepreneurial strengths of the family firm while reducing the uncertainty that arises when personal
relationships carry business authority.

For a multi-unit partnership-based family enterprise, this distinction is particularly useful. The constitution does not
need to govern technical production decisions. It should govern how the family exercises ownership, delegates
management, prepares SUCCessors, approves major commitments, resolves disagreements, and transfers responsibility
over time. By doing so, it can help transform continuity from an assumption into a planned capability.

Future research should examine how family constitutions operate across different legal and cultural environments,
how implementation quality can be measured, and how constitutions interact with boards, family councils, trusts,
partnership agreements, and professional management. Longitudinal studies would be especially valuable because the
true test of a constitution is not the day it is signed but how it shapes decisions through periods of growth,
disagreement, succession, and generational change.
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