CBU INTERNATIONAL CONFERENCE ON INNOVATIONS IN SCIENCE AND EDUCATION
MARCH 22-24, 2017, PRAGUE, CZECH REPUBLIC WWW.CBUNI.CZ, WWW.JOURNALS.CZ
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Abstract: Due to the interaction of two incompatible systems: family and business, family business managers may have
cognitive biases that result in an ineffective management. Therefore, the objective of this research study was to identify and
determine the most common biases in the management of a family structure business. A documentary investigation was
carried out with the purpose of compiling in a single document such biases. The analysis made it possible to conclude that the
identified biases arise precisely from the interaction and incompatibility of these two systems; and that the absence of
knowledge on the part of the business family and of directors of familiar companies of the presence of these biases impacts
the permanence and consolidation of the familiar company.
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Introduction

The domestic family prepares their offspring to develop their life independently (Gordon & Nicholson,
2010). The business family moves in the opposite direction to the domestic one, because it continues
economically united beyond its original generation (Nogales, 2007). When a domestic family becomes
an entrepreneur, its dynamics become different and complex since in the family business two
divergent systems interact: family and business (Belausteguigoitia, 2010).

Often family business managers tend to lack the technical and formal skills to manage the family
business effectively. They are guided primarily by intuition and family interests and do not clearly
define the roles and responsibilities of family employees (Antognilli, 2009); They lack an
organizational structure that is congruent with business needs and resources (Rodriguez, 2008) and
give little importance to human resource practices as a means of control (Sanchez, 2012). In part, the
origin of this problem is related to the distortions, perceptual flaws and defects that operate silently,
which are called "cognitive biases" and that influence our actions and decisions (Libertad & Alvarez,
2000).

Therefore, this research aims to identify and determine the most common biases in the management of
a family structure business. By effective management of a family business we understand the set of
operations that are carried out to direct and properly and rationally manage a family structure business
with the purpose of ensuring the profitability of the company and the corporate patrimony.

Literature review

The management of a family business where the members of the different branches are the owners
and, in turn, work in this one, becomes a difficult matter since the management of the company must
be with rational policies and decisions (Navarro, 2008). However, there are repeated biases in the
management of the same. Some of the most frequent are: Irrational management of family influence in
business.

In the case of Mexico, the existence of the extended family and its growth through the inclusion of
political relatives and influence peddling, exerts an increasing and considerable pressure on the family
business for the following reasons: First, a profitable business is attractive to family members who
even try to incorporate their political relatives, friends, and people they think they should support.
Second, when we have reached the second or third generation there will be many more family
members - husbands, grandchildren, grandchildren, in-laws, in-laws, etc. - who will feel entitled to be
hired. Finally, there are those relatives who, because they are not well qualified, do not manage to be
placed in other companies and therefore expect to be supported by a job through being part of the
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family. This becomes a dilemma for the director, because if he accepts them he jeopardizes the
profitability of the business, if he rejects them, he will be violating the rules of support that govern the
family (Belausteguigoitia, 1996).

Putting the interests of the family to the interests of the company

Of the 5 '144,056 companies that exist in Mexico, 3' 724, 019 are family businesses (Alcaraz, 2012).
This means that more than 70% of companies in Mexico are family run and source of employment of
more than 54 million Mexicans (Grant-Thornton, 2011). However, family businesses show a high
failure rate. One of the causes of this problem is related to the tendency to satisfy the demands of the
family without considering the needs of the organization. This is corroborated by a study by Banamex
(2008) who found that for 67% of family businesses in Mexico, the family goes first. Only 33% of
these businesses put the interests of the company before the family. 72% of family businesses lack
policies for hiring and firing relatives; And 58% do not have a family council or hold formal meetings
to address family matters related to the company.

Bias in the decision-making process

People have distortions and flaws in perception that influence silently during the decision-making
process. These failures are called "biases" (Libertad & Alvarez, 2000). One of the cognitive biases that
exert the greatest influence in family business corresponds to that of emotions, which constitute a
potential obstacle to logical, rational and objective decision making. "All people subjected to intense
emotion can think and act wrongly, distorting reality. The impulses that originate, to a greater or lesser
extent (greed, ambition, unbridled power) also influence the thinking, reflection and deliberation
necessary to carry out the decision-making process "(Bonatti, 2014). In a family business, emotions
permeate throughout the organization affecting not only how the business is managed but also, in the
process of strategic decision making Kellermanns et al. (2014). For the decision-making is made by
the family and therefore the emotional component, the emotional conflicts and the norms that govern
the family influence in that process Braidot (2012).

Confusion between the norms that govern the family and those that guide the company

A rule is a line of conduct and indicates what a person should do or not, given a particular situation
and what is expected. The norms that guide the behavior of the individual in the family environment
are different from those that are managed in the organizational. This implies that what is expected of
an individual according to family norms is opposed to what is expected of the same individual
according to the principles of the organization (Gross, 2009).

In the family, two rules operate to guarantee impartiality: in vertical family relationships (parent-child
relationship) the dominant norm of fairness is the concept of necessity. Parents have the moral
obligation to distribute the necessary resources to meet the needs of their children. In horizontal family
relationships, as it is between siblings, each individual has the right to receive equally the same
resources and opportunities (Belausteguigoitia, 2010).

Transferring the roles of the family environment to the company

The set of behaviors that the person must play are called roles. Status and role are closely related. A
status entails a set of roles and, for its part, the role originates from the status. The coherence between
status and the roles played makes it possible for social relations to happen smoothly (Garcia, 2011).
Roles also allow you to predict the actions of others. When we interact with others, we make use of
the role that is appropriate to the environment. However, experience shows us that this is not always
the case. For in life it may happen that a person plays a social role in a context that does not belong to
him. This is called asymmetry between the role played and the social situation that corresponds to it
(O’ Neil, 2006).

According to Belausteguigoitia (2007), members of an entrepreneurial family tend to interact
following the same patterns that occur in the family, regardless of the context in which they find
themselves. Since they transfer the patterns of behavior that are given in the family, to the company.
Especially if the interaction occurs among the same members of the family. The conflict arises when
we confuse the role that we must play in the house with the role that society has established to play in
the company (Trevinyo-Rodriguez, 2010). The roles become blurred and conflicts arise marked by
confusion. The slide of family roles to the labor scenario is reflected when:
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A) The director of a family business continues to play the role of father when the children or relatives
are employed: he scolds and uses a tone of voice and words that usually correspond to a more intimate
environment as it is in the family context.

B) The director does not comply with the prescribed behaviors for the role of boss, as he does not
dismiss a relative for breach, the salary is not assigned according to performance, nor apply the same
penalties that would apply to a non-family worker.

C) Family business directors often do not take into account their vocation and pressure them to take
over the business. This behavior is more congruent with the role of the father than with the director of
a company (Pelliza, 2011).

Avoiding the professionalization of the family business

There is a difference between the dynamics that are generated within a family business and a business
family. The unprocessed family business is that "... in which the interactions between the family
members and the company of which they are owners have not been identified, analyzed and
formalized, it is usual for there to be ‘traps’ Or ‘confusions’ that are subtracting competitiveness ..."
(Scerpella, 2006). In this type of family business there is no clear distinction between the economic
flows of the company and those of the family; the owner believes that by the fact that they are the
proprietor, they automatically acquire the capacity to direct. A confusion prevails between the bonds
of affection of the family and the contractual relations in the company. The assignment of posts is
based on family relationships and interests, and there is an inadequate organizational structure that
responds more to the needs of the family than to the needs of the company (Vasquez, 2010).

On the other hand, the business family has achieved the professionalization of the same: the allocation
of posts is based on individual competencies and not on the basis of family relationships and interests;
The organizational structure is congruent with the needs of the company and not with those of the
family. Succession is achieved through merit and not by kinship. Direction is objective and rational.
The business has a developed management system and promotions are achieved on the basis of good
performance. There is strategic planning with a clearly defined vision (Vasquez, 2010). "It is a team of
people, with family ties between them, that promote the implementation of ‘good practices’ and the
development of competitive advantages in the businesses of which they are owners, understanding that
these companies are and / or will be a source of generation of value to them "(Scerpella, 2006).

Conclusions

In this paper, the most common cognitive biases that can contribute to an ineffective management of a
family business were collected and described. Such biases usually operate in a hidden way and are not
easy to detect, as we tend to reject any data that contradicts our opinion or belief and select only that
information that ratifies what we consider correct; to overestimate our abilities, knowledge and
experience; to choose to take as a reference previous experiences or information of the past and to give
in to emotions, which impede the logical and rational scrutiny of the options that are best suited.

To ensure effective management of the family business the first step is to become aware of the
existence of these cognitive biases and how they operate. Yet, if the present owners of family business
cultivate the conviction that the business is not only of their property; but belongs to later generations
and if they have the will to guarantee the livelihood and business heritage for them, it will be more
feasible to the owners to make greater use of a logical reasoning in order to reduce the impact of such
bias on the management of the family business.
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