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How successful family businesses develop cultures to create disruption
from one generation to the next.
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arge family businesses create cultures that are agile, foster innovation and reward fresh thinking,
according to the EY global family business survey 2018. All these conditions fuel disruption in the marketplace, but
interestingly, few (12%) global family businesses identify themselves as disrupters.

Respondents from top global markets believe they are entrepreneurial (68%), foster agility and change (67%), and
allow for failure in the pursuit of improvement (61%). They use social media (68%), incorporate big data (65%) and
employ robotic process automation (50%) in their efforts to keep pace. In other words, they develop cultures with
great capacity to create or harness disruption from one generation to the next.

“The world’s largest, and often longest-lasting, family businesses have long learned to adapt and innovate — how
else would they still be a force in today’s competitive markets? They formalize incentives and rewards for
disruptive ideas and manage operations for the long term,” says Marnix van Rij, EY Global Family Business
Leader. “This long-term and entrepreneurial orientation may be intended to create a lasting legacy for the family
but also results in creative and prosperous businesses.”

Family business survey methodology

Growth without outside equity

Unlike the modest 2018 world GDP growth of 3.6% predicted by the International Monetary Fund, the family
businesses surveyed have an average revenue growth target of 9.1%, which is in line with the S&P 500 long-term
return of about 10%.

This is notable, given that 62% of the businesses said they have never released equity to a third party in exchange
for investment. The minority that did indicated they used this equity exchange only for a short time, a four- to six-
year average. Two-thirds of survey respondents say they grow and innovate by investing their own money. And
family businesses appear conservative in their willingness to take on debt.

“Going public or accessing third-party-private equity capital is not for them,” says Dr. Joseph Astrachan, Professor
Emeritus, Kennesaw State University. “They have a completely different way of operating. Being a private family
company in control of its investment means they can react quickly as conditions change. They can seize the
moment in areas with high potential for growth or make long-term potentially disruptive investments — without
answering to public shareholders or outside investors looking for short-term payoffs.”
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And these growth goals are not just wishful aspirations. They are consistent with their return on equity, the
ultimate limit on the ability to grow.

Disruption: a threat and an opportunity

Family businesses tell us that in the areas they have targeted for growth, they are planning to invest to counter
disruption, or better yet, to capitalize on it.

Top investment areas over the next three years identified by family business respondents include new products and
services (59%), IT systems and controls (57%), human capital (53%), and production capacity (48%).

GROWTH

Investing in the future

What investments are family businesses planning in order
to respond to disruption?

New products and services (R&D)
IT systems and controls

Human capital

Production capacity

New geographic markets
Alliance in the industry

Alliance outside of industry

“It is not surprising that family businesses are planning today to protect tomorrow’s businesses from disruption,”
says Carrie Hall, EY Americas Family Business Leader. “An eye on opportunity and a focus on long-term strategy —
as well as an enviable agility to move forward — have long set family businesses apart from their non-family
counterparts.”

Gens X, Y and Z to the rescue

Many of those surveyed recognize the role the next generation can play when it comes to identifying disruptive
threats. 30% of respondents say they are utilizing younger family members’ talents “a lot” today — with another
15% indicating they rely on them “a great deal” for help identifying trends that could reshape the marketplace.
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Still, that leaves the majority (55%) admitting there is more to be done when it comes to using their (literally)
homegrown talent — the first generations that grew up alongside the digital revolution. Change and disruption
were a natural part of their life cycle — and these generations may be well-suited to work in a digital landscape that
affects every area of business.

The data suggest there is a real opportunity for those family businesses not using the next gen to put them to work.
Enhancing the innovation agenda, for example, is one space where younger members might easily excel. “They are
digital natives and ready to rethink everything. This is an area where they can make a real contribution,” says
Astrachan. “There’s even a bonus: engaging their hearts and minds early on helps maintain continuity and
increases family cohesion — both shown to be related to superior operational performance.”
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WTH

Identifying disruption

How much do family businesses rely on the next generation
to identify potential disruption?

Not at all
A little
Somewhat
A lot

A great deal

Flexing their hiring power

Attention to the importance of their people has long been a distinguishing hallmark of family businesses.
They recognize the critical need for both family members and outside talent to be nurtured — and retained
— as they grow into high performers who live the core values of family and business. Roughly 50% of all
global respondents intend to create jobs in 2018, with 10% expecting increases of greater than 5%. This is
impressive given the U.S. Congressional Budget Office 2017 estimate of 2018 job growth of around 1% for
the US. Their growth plans are grounded in their optimism for the world economy in 2018, with nearly
59% predicting growth in their local economies and a mere 7% predicting a contraction.

One fourth-generation family business leader described the search for external talent this way: “In
recruiting talent, most businesses focus on factors such as pay, bonuses and working conditions. However,
family businesses have an advantage — in many markets, merely being a family business appears to be
attractive to high performers. Flexibility, adaptability, speed of change, and desire to take a long-term
view of people and investments are desirable attributes.”

The best is yet to come?

It’s good news for the global economy that family businesses have plans in place to continue embracing
change into 2018 and beyond. They are the world’s economic backbone. A commonly quoted “family
business survival ratio” is 30:10:3 (where 30% of firms survive into the second generation, 10% last into
the third generation and 3% survive beyond that point). Contrast this with the average lifespan of a
company listed in the S&P 500 index of leading US companies. It has decreased by more than 50 years in
the last century, from 67 years in the 1920s to just 15 years today, according to Richard Foster, a professor
at Yale University.
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Action points

1. Disruption comes from unexpected places — and overnight

Make sure your company, family and plans are agile and resilient enough to adapt to any form of disruption.

e Nurture an empowered environment where people who make mistakes (or fail) in the pursuit of what’s next
are still rewarded.

e Create cross-functional, cross-level teams to study every aspect of the business and the market. What are
your competitors or similar businesses in other industries doing that could affect or enhance your own
innovations, customer segments and/or current products and services?

2. Next gen represents the first truly digital generation

Their comfort in an ever-changing digital world could be a huge asset as your business explores how to create and
embrace the bold, tightly integrated digital strategies that will define it for the long term.

e Consider their familiarity with an ever-changing digital landscape as one way to help them make the
transition from good owner to good leader, rather than the other way around.

*  Give them a solid grounding in general business education to enhance their digital talents. Start with
simple financial statement understanding and work up to more the advanced cost-volume-profit
relationships.

3. Recognize, nurture and reward the A team
Assuming there is a good cultural fit, you never want to lose your most valuable players.

e Brand yourself as a family business that is known as a great place to work.

e Point to the success of your entrepreneurial culture and how it rewards those who keep it alive.

Summary
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Organizations have a lot to learn from family business. To remain relevant in the long-term, they should reward
talent and prepare for disruption.
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