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From FFI Practitioner

In this week's FF/ Practitioner, Andrea Baars and Cydnee Griffin share findings
from PwC's Global NextGen Survey 2022 on the topic of ESC. The authors

explore the implications that these NextGen perspectives have on rebuilding
trust in family businesses and explain how advisors could incorporate these
findings in their work.

Using ESG to Rebuild the
“Trust Bonus”

BY ANDREA BAARS AND CYDNEE GRIFFIN

Family enterprises have long benefited from a “trust bonus” over their non-family
counterparts, springing from advantages like their deeply held family values, long-
term perspective, and close employee relationships.'

But that trust bonus is under threat as never before, at a time when family enterprises must transform to handle
sweeping societal and digital change.

According to the latest 2022 Edelman Trust Barometer,” all of us - including family enterprises and the families that
own them - live and work in a world beset by a circle of distrust. Many stakeholders expect business owners and
leaders to help break this circle by acting to address the biggest problems facing the planet. What common thread
links these problems? They're all environmental, social, and governance (ESG) issues.

This expectation is a society-wide shift that’s taken all businesses into uncharted territory. The question of whether
an organization is actively tackling problems like climate change, plastic pollution, and economic inequality is now
central to consumers’ trust and buying decisions. So, businesses are rebalancing their priorities away from solely
making a profit to also incorporate having a positive impact.

“THE QUESTION OF WHETHER AN

~ ORGANIZATION IS ACTIVELY TACKLING
PROBLEMS LIKE CLIMATE CHANGE, PLASTIC

POLLUTION, AND ECONOMIC INEQUALITY IS
NOW CENTRAL TO CONSUMERS'’ TRUST AND

BUYING DECISIONS.”



The Challenge Facing the Next Generation

These changes bring profound implications for family enterprises — and most of all, for their next generation of
leaders. Why? As NextGens take the reins, they'll assume responsibility for protecting and rebuilding the enterprise’s
trust bonus. So, the key question is, how can they act as responsible stewards of the family legacy while also being
catalysts for much-needed change? The answer touches on all of their roles in the family enterprise, whether as
responsible shareholders, competent board members, or visionary leaders. It also has major implications for their
skills, education, and succession path.

An Intention-Action Gap on Sustainability is Opening Up

Turning first to skills, the capabilities and strategies that drive business success are changing - and it seems many
family enterprises have been slow to react. Research by Family Capital’ finds that the past decade has seen the
market value of family enterprises slip below their public company peers. One major reason may be that listed
companies are responding to pressure from investors and the public by taking the lead on prioritizing ESG.

However, more positively, PwC research indicates that NextGens understand the problem. Of more than 1,036
NextGens interviewed for PwC’s Global NextGen Survey 2022,* 59% felt their own family enterprise was moving too
slowly on sustainability, and 72% of respondents expected to play a role in increasing their family enterprise’s focus
on investing in sustainability in the future.

Taken together, all of these findings suggest a gap has opened up between family enterprises’ intentions and action
on sustainability—one that’s reducing their trust bonus, and in turn their market value. Going forward, as the ESG
revolution® escalates, the link between delivering business success and achieving environmental and social goals
will only strengthen.
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Four Steps to Accelerate Delivery on Sustainable Growth

In our view, there are four steps that next-generation family members can take now to close the intention-action gap

and prepare to build on the family legacy through sustainable growth. They are:
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Reimagining success in a more sustainable world: With lenders, customers, employees, and the general public
demanding faster progress on ESG, members of the rising generation have a responsibility to transform their
businesses to fully embrace sustainability. Key to this will be understanding how ESG performance creates or
erodes enterprise value. Reassuringly, PwC’s survey confirms that next gen members are prioritizing
sustainability: while only 16% of current leaders think increasing the focus on social responsibility and
sustainability is a priority, 32% of millennial NextGens and 38% of gen Z NextGens agree on its importance.
Profit and purpose are not contractionary anymore—they are in fact complementary!

Understanding how ESG fosters family wealth: In today’s uncertain world, maintaining family enterprise wealth
for future generations is getting harder. Wealth can be built either by increasing the value of the core
business, or diversifying and investing through a family office. In our survey, 42% of next gen respondents
reported their families have a family office. It is interesting that 43% of those with a family office have a
sustainability strategy, versus 37% of those without one. Families with family offices were also more likely to
have a written constitution, a succession plan, and clearly defined investment guidelines.

Challenging traditional skills and education: New qualifications and approaches are needed to prepare the
next generation of leaders, including thinking beyond the traditional MBA. Many NextGens are aware of this:
28% reported that the pandemic revealed a need for upskilling and additional education. Yet asked what they
needed to learn, most highlighted traditional areas like finance, and only a quarter of respondents said
sustainability. More positively, two-thirds believed family enterprises can lead the way in combining
sustainable business practices with profitable growth. To make this happen, next-generation members will
need new skills. To that end, business schools and networks are now offering many new opportunities to help
future leaders think differently about their businesses.

Forging a new generational contract: When leadership of a family enterprise is transitioning, the current
generation must feel sure it will be in safe hands, and everyone must understand what is expected of them.
In many ways, the pandemic helped to strengthen the bonds within family enterprises. Our 2022 survey
found that 61% of NextGens had a succession plan of some kind in place, while before the pandemic, only
15% had a formal succession plan, and 40% had some type of roadmap. It is important to build on these
newly built foundations with a new generational agreement that clarifies the stages and conditions of
succession and, more importantly, defines the core values of the family, their mission as family in business,

and how these translate into business operations as well as investment plans.




The Message for Family Enterprise Advisors

What does all this mean for family enterprise advisors? Our research confirms there is a gap for family enterprises to
close between fine words and concrete action on sustainability - and the NextGen have an opportunity to play a key
role. Advisors can help them do this.

The starting point should be to develop and codify the core values for the family as well as a mission statement for
the family enterprise that includes a commitment to ESG. Those are often assumed as implicitly understood by the
family owners and employees, but if they are not articulated in written form and properly communicated to all
stakeholder groups, they are not often recognized or followed.

Currently, these conversations often focus on the business aspects, with questions about “tradeoffs” between profit
and purpose, about whether sustainability contributes to profitability and growth, and even about whether it’s just a
regulatory compliance issue or a passing fad. All of these perspectives reflect old ways of thinking and ignore the
growing connections between sustainability, trust, and growth. To bring the discussion up to date, advisors can shift it
into the broader context of the family’s core values and mission.

Sustainability is now a growth driver. It'’s hugely beneficial if investments in sustainable activities, business practices,
and investments can become a source of identification and pride for all family members — whether involved in the
business or not - in turn contributing to family cohesion, confidence, and trust.

“OF MORE THAN 1,036 NEXTGENS INTERVIEWED
FOR PWC'S GLOBAL NEXTGEN SURVEY 2022, 59%
FELT THEIR OWN FAMILY ENTERPRISE WAS
MOVING TOO SLOWLY ON SUSTAINABILITY, AND
72% OF RESPONDENTS EXPECTED TO PLAY A
ROLE IN INCREASING THEIR FAMILY
ENTERPRISE'S FOCUS ON INVESTING IN
SUSTAINABILITY IN THE FUTURE.”

Without a clear action plan and greater focus and transparency around sustainability in the business, it’s highly likely
that the family’s values and long-term ambitions will be compromised. The result? Further erosion of their business’s
trust bonus and competitive advantage — a process already underway in some large family enterprises.



Time to Engage

In recent years, family enterprises worldwide have demonstrated their resilience and long-term perspective in riding
out unpredictable change. But the trust that underpinned that success is now at risk. To keep their businesses ahead
of the curve, NextGens must think boldly and strategically, while putting sustainability at the core. Based on our
experience in working together with almost 1,000 NextGens around the world, they appreciate mentors who can
help them engage with the current leaders to create a resilient and dynamic future where family enterprises reclaim
their trust bonus. The outcome? A win-win for the family, the business — and the advisor in their role as mentor.
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Related Articles

If you enjoyed this week’s edition, check out these related articles about ESG and sustainability in family

enterprises:
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“Transforming Legacy Family Enterprises
for Sustainable Development” by Pramodita

Sharma, Sanjay Sharma, and Caroline Seow

READ MORE

‘Wealthy Women as an Accelerator for
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