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Pierre, a Swiss bakery co-owner for four decades, left
his business behind when he reached age 65, the
eligible retirement age in Switzerland. He was looking
forward to leaving seven-day workweeks behind and
spending more time with his wife and grandchildren. He
left the bakery to his younger cousin and felt confident it
was in good hands.

But Pierre (not his real name) couldn’t stop thinking
about his business and about baking, which continued
to be a passion. He would wake up as if he needed to
go to work and visit the bakery several times a week.
His high psychological ownership of the business didn’t
shut down when he turned over the keys to his
SuCCessor.

Pierre’s experience illustrates just part of the transition
problems faced by departing small business owners and
the stewards they leave behind to move their
businesses forward. As a growing number of countries
have aging populations, these transitions are sure to
intensify. Our research examines different retirement
options for small business owners in detail, and
provides a framework for determining the optimal
transition plan.

Aging Demographics

As a growing number of countries face the demographic
challenge of an aging population, much attention is
devoted to the retirement of older workers. Their exit
from the workforce will leave many organizations
struggling to replace their talent and knowledge. This is
especially true for small businesses. Can the business
continue if the owner retires? How can owners best
prepare the business for their exit? And when should
they simply sell or liquidate their business? In our
research, published in the scientific journal “Work,
Aging and Retirement” (Alterman et al., 2020), we seek
to answer these questions by studying the retirement
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process of small business owners, who not only have to
manage their own separation from work but also the
options for the future of their business. This article
provides an overview of our framework to help
businesses and owners analyze the options and
understand the factors that drive their decisions.

First, we present four specific options that consider
different alternatives for a business when the owner
exits: family succession, retirement from management
while maintaining ownership, independent
sale, and liquidation. Second, we discuss unique
antecedents (factors) that are likely to shape business
owners’ retirement decisions (Wang & Shultz, 2010;
Wang, Henkens, & van Solinge, 2011). Finally, we
examine how each choice may affect business owners’
psychosocial and financial well-being as they adjust to
retired life. (Alterman et al., 2020).

Four Retirement Decision Options
Our model presents four decision options for small
business owners to separate from their business as they
retire. These retirement options represent more of a
process than a single event, and each can be
categorized by how closely the business owner stays
involved (DeTienne, 2010); that is, the “proximity” of the
business to the individual once the decision has been
made. In order from closest to farthest proximity, the
retirement options include: family succession, retire from
management while maintaining ownership, independent
sale, and liquidation.

e Family succession - In this process, business
owners transfer the ownership of the business to
family members (Sharma et al., 2003). Although
a highly preferred option, it is adopted only
about 20% of the time (Knot, & McGrath, 2004).
When family succession does occur, only a
small proportion of the businesses survive
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beyond the second or third generation of family
ownership (Lee et al., 2003).

e Retirement from management while
maintaining ownership - Some small
business owners decide to retire without
relinquishing ownership of the business. This
typically means hiring someone from outside the
family to manage the business (Gémez-Mejia et
al., 2011). Although this is an attractive option
for many business owners, it represents a partial
exit from work and only a short-term solution, as
the owner will still need to decide when and how
to relinquish ownership of the business down the
road.

e Independent sale - Selling the business to an
individual or another firm gives the retiring
owner a say in who buys the business
(DeTienne, 2010). However, it may be difficult
and time-consuming to find the right buyer,
especially if an owner is picky about the parties
involved in the transaction. Interestingly,
although 53% of owners expect to transition to
some form of external buyer (Exit Planning
Institute, 2013), only about 20 to 30% of
businesses that go to market actually sell
(Forbes, 2017).

¢ Liquidation - Terminating the business is likely
the least desirable option for small business
owners because of the emotional costs involved
with liquidation (Mitchell, 1994). Once
liquidated, business owners have nothing more
to show for their hard work and time invested in
their business. Nevertheless, this option is
adopted 44% of the time (Balcaen et al., 2012).

What Factors Relate to Each
Option?

To better understand small business owners’ retirement
decisions, we looked at the key antecedents (existing
factors) that drive those decisions. We group these
factors into three levels of predictors: individual,
relational, and business.

e At the individual level, we focus on small
business owners’ psychological possessiveness
of their businesses (Pierce et al., 2001). In fact,
small business owners often see their
businesses as extensions of their personal
identity, which connects them very closely to the
business, its operations, and its future. Overall,
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individuals who invest more of themselves in the
business have higher degrees of psychological
ownership (DeTienne, 2010). These owners are
more likely to choose a retirement option that
allows them to keep their firm proximately close.

At the relational level, two factors impact a
small business owner’s retirement decision:
business-related family conflict, and the
presence of a potential successor. First,
business-related family conflict often arises
when key players have different needs and
goals for the business (Raymo & Sweeney,
2006). This leads to a struggle within the family
for ownership control of the firm. When this
happens, small business owners may be more
likely to choose an option that puts some
distance between themselves and their business
after they retire (e.g., a low proximity option). For
example, to prevent their children from fighting
over control of the firm, business owners may
prefer to sell or liquidate the business. Second,
the presence of a potential successor is a
necessary condition for small business owners
interested in the family succession retirement
option (Neubauer, 2003). The availability of a
successor is likely to result in options that let the
retiring owner stay close to the business after
retirement.

At the business level, two factors can
influence small business owners’ retirement
decision: the business’s structure, and financial
value. First, a business structure that includes
non-family business partners often makes it
more difficult for owners to pass the business to
relatives. In these cases it's more likely that
retirement decisions will be made to maximize
an owner’s financial income (often an
independent sale or retiring from management
but continuing ownership) (DeTienne et al.,
2015). Second, the business’s financial value
can be an important factor in determining
whether selling the business is a good option
(Morris et al., 2018). If the company has high
financial value, a retiring owner could maintain
ownership, sell it to reap a cash windfall, or pass
it along to a family member to maintain and grow
the family’s financial wealth.

Consequences in Retirement
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Because work strongly shapes a person’s identity,
resources, and sense of value (e.g., income,
recognition, time structure, relationships), adjusting to
retirement can be hard for many small business owners.
To tie together the unique predictors and retirement
options with potential consequences, let’s look at how
the four retirement/business exit options impact the
owner’s financial and psychosocial well-being.

Financial well-being: The retirement decisions small
business owners make may allow them to gain sufficient
financial resources to support their lifestyle during
retirement. This will in turn impact their post-retirement
financial well-being. For instance, an independent sale
may help business owners reach their financial goals if
they are willing to wait for the right buyer, and retirement
from management while maintaining ownership may be
a second alternative for them to continue having a
source of income during retirement. Family succession
may limit a small business owner’s financial well-being
unless he or she sells shares to successors or draws
earnings through dividends or serving on the board of
directors. Liquidation generally results in less financial
gain in comparison to the sale of a business (Wennberg
etal., 2010).

Psychosocial well-being: Drawing from theories of
continuity and adjustment (Atchley, 1989), we propose
that options that allow small business owners to
maintain a similar level of business activity and identity
post-retirement compared to pre-retirement will result in
the highest level of psychosocial well-being. Both family
succession and retirement from management while
maintaining ownership allow a business owner to
continue having access to business dealings, therefore
providing better emotional adjustment after retirement.
In comparison, independent sale and liquidation may
result in an abrupt change for a small business owner,
creating a sense of psychological loss and questions
about identity, thus lowering their psychosocial well-
being.

Case Study

Pierre, the Swiss bakery co-owner, told us he retired at
65 “to finally have a real stop, after running a business
with no real down times -- not even on evenings or
weekends -- to spend more time with my wife and with
my grandchildren.” (See Pierre’s identity transition
analysis in Froidevaux, 2018)

Pierre’s sense of psychological ownership was high. He
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explained that during his entire life he had worked long
and hard to help the business thrive and become
financially stable, but new competitors in the market had
made this increasingly difficult. Pierre nonetheless
remained passionate about baking. He chose the family
succession retirement option, as he retired from both
management and ownership. His younger cousin, who
had a conflict-free relationship with Pierre, was the
natural successor and took over the full management
and ownership of the business. In his case, at the
business level, Pierre had a business partner he could
rely on. However, he explained that during his first
retirement year, he would think a lot about his business,
wake up as if to go for work, and visit his bakery very
often. He stopped visiting his bakery several times a
week after one year. At the relational level, Pierre
benefited from support from his spouse, who helped him
realize that he had not really retired during his first year,
given his frequent visits.

By the time 4 "2 years passed, Pierre was working at
the bakery only occasionally -- to support his volunteer
effort at his church’s pastry sale. He is very careful to
limit his involvement with the business, though. When
asked about his well-being since retirement, he
explains: “At some point, you need to say no, otherwise
work continues and nothing changes...It's important to
realize that you are doing something new in retirement...
to grow older in a different way...Now | need to get used
to being somebody else, elsewhere” (Froidevaux, 2018,
p. 97).

Conclusion

Our framework (Alterman et al., 2020) highlights the
unique aspects of small business owner retirement by
considering how retirement decisions are made in
tandem with business exit decisions. We identify unique
predictors of the four retirement options and emphasize
how these options vary based on “proximity,” or how
closely the owner remains involved in the business after
retirement. We also propose that these options have
important  implications  for  business  owners’
psychosocial and financial well-being after retirement.
Although other relevant factors are likely to shape a
business owners’ retirement decision -- such as health
concerns, changes in family circumstances, and shifts in
the industry -- our framework offers insight on the main
retirement options, their common antecedents, and the
psychosocial and financial outcomes related to each.
Retiring is a difficult decision for most small business
owners, but our model should help them select an option
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that fits their individual needs and desires.
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