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Can the values-first company
survive?

Businesstoday isno respecter of thepast. Family companies
havetorenewvaluesthat areenergizing and revisethosethat
prevent them from competing.

By DennisT. Jaffe

Inamuch quoted Harvard Business Review interview adecade ago, Bob
Haas, CEO of Levi Strauss, held up hisfamily company asamodel of
how acorporation needsto live by itscorevalues. Haas had taken the
company privateagainin 1985 in large measure so it could preserve those
values. For most of the’ 90s, the manufacturer of Levisjeansmaintained
itsreputation. The company founded by Haas' s great-great-grand uncle
publicly affirmeditstraditionsof caringfor itsnumerousemployees,
making its productsinthe U.S.A. at itsown factories, maintaining the
quality and consistency of itscore product, and serving the San Francisco
Bay areacommunity. Levi Strausswasadmired asaleader in promoting
workplacediversity, AlDSeducation, and participative management. Its
valueswereclearly stated in an Aspirations Statement, and L evi
executiveswere compensated for how well they lived up to those val ues,
not just financia performance.

Then camethefall. The company beganto rapidly lose market shareto
newer, trendier, moreaggressive brandsand designer label s, including the
Gap, which had begun asareseller of Levisjeans. TheLevi brand lost
luster and rel evanceto theyounger generation. A heralded billion-dollar
re-engineering project failed to save money, as projected, or to help Levi
Straussfocusitsbusiness. In February 1999, the company announced it
would closehalf itsfactoriesin North America, laying off 5,900 workers,
and, for thefirst time, begin to move manufacturing offshore. Fortune
magazi ne taunted the company for putting itssocial valuesahead of
profits, implying that far from being an asset, those values had
contributed to itsinability to adapt to new marketplacerealities. Even
though the company remains highly profitable, it has decided on amajor
changeinleadership. In August, Bob Haas step ped aside, turning over
|eadership of the company for only the second timeinitshistory toa
nonfamily CEO, Philip Marineau, aformer Pepsi co executivewhose
strengthisin revitalizing brands.



If agiant company with ahundred years of cachet and aglobal brand can
be so challenged so quickly, how canasmaller family businessoperating
inasinglecommunity or region hopeto survivewithitsvaluesintact?In
industriesfrom newspapersto drug storesto funeral parlorsthetrendisto
consolidate, and many small, independent businessesarehard pressedto
remain competitive. Today the businessenvironmentisno respecter of
the past. The sametraditional waysmay havea“dark side,” leading a
well-intentioned company into deep difficulty and turmoil (see*Light and
shadowsinthebusiness,” below). Canfamily businesstraditionsand core
valuesbecomeamillstonewhichin hard timesmust be thrown
overboard? What are the prospectsfor small or medium-sized family
businessesto surviveand keeptheir valuesalivein thismoredifficult

environment?

Light and shadowsin thefamily business

Traditional value
(Light side)

- Lifetimeemployment

- Respect for customers
- Individualized service

- Assured employment for
family members

- Family environment of
acceptance
- Loyalty prized over results

- Traditional ways of doing
things

- Family member benefits and
perksfrom the business

- Traditional products, services

Negative possibility
(Dark side)

- Tolerance of mediocrity
- Entrenched fiefdoms
- No new blood to shake things up

- Neglect of new information
technology

- Not identifying more profitable
customers, new market niches

- Diminishing capability and
motivation

- Inability to attract management
talent

- Inability to hold people accountable
for results

- Lack of tolerancefor new ideas
- Lack of strategic planning

- Lack of capital or credittoinvestin
the future

- Not looking at profitability of
company

- Aging product line, vulnerable to
new products and technologies



Therearetwo possible pathsthat can betaken by familiesfacing this
dilemma. First, they can work to overcomethe dysfunctional tendencies
of their values; they canlook for waysto reinterpret those valuesto fit the
new businessclimate, to innovate and changein order to preservewhat is
best fromthe past. The second alternativewill be considered less
desirable by many families, but can, nevertheless, turn out to beapositive
choice: If the business can no longer be preserved in aform the family
can be proud of, they can sustain their values by utilizing their wealth and
investmentsto servethefamily and the community.

Beforeexplaining thetwo paths, let’ slook at afew examplesof families
that have beenwrestlingwiththeseissuesand reached different sol utions,
starting with the company that waslong held up asthe model—L evi
Strauss.

What went wrong?

CEO Bob Haasforcefully disagreesthat the company’ srecent slide
negatesitsunderlying values. The valuesremain the same, he believes,
evenif how they are applied must now change. | have been alongtime
observer and admirer of Levi Strauss, whoseheadquartersissevera
blocksfrom my office, and | have worked with them over theyearsin
implementing their valuesand in dealing with change. | seetheir

challenge asadapting valuesto new realities, rather than asamessagethat
valuesarealuxury that acompany can no longer afford.

For example, the val ue-based tradition of respect for their employees and
promoting fromwithin may haveadark sidetoit. At Levi, long-term
managers became used to doing thingsin acertain way, and began to act
asgatekeeperswith tremendouspower fromtheir long tenures, keeping
new ideas and new blood at adistance. Since the company was so
generousand committed to itsempl oyees, thejob security at thetop kept
young merchandiserswith new ideasfromfinding aplacethere. “We set
the pace,” an attitudethat had been aform of pride and corporate self-
esteem, led to aculturewhich rejected any new ideaif it was“not
invented here.” Because managerswerenolonger hungry or accountable
for results, they stopped learning. They weresoinwardly focused that
they missed great changesinthefashionworld. They placed great store
on respect for oneanother and collaboration. Thosevaluesmadeit more
difficult for thecompany to take swift action, however, sinceeach
executive had to obtain buy-in from scores of groups and committees.
“Respect” begantolook alot like not ruffling anyone' s feathers.

A consultant who hasworked with both the Gap and L evi Strausssaid to
me. “ At Levi vou had a aroup of 50-plus-vear-old males who had never



worked anywhereel se, defining fashiontastesin endlessdiscussions,
taking their time, while afew blocks away at the Gap, you had abunch of
Generation X malesand females, straight and gay, coming from all sorts
of other companies, not looking ahead morethan six months, but
exquisitely attuned to every shift of fashion and tasteall over the globe.
Who do you think was ableto capture the hearts and pocketbooks of
young people?’

Old strengths, new realities

A traditional strength of thefamily businesswasthat it often stood for
something beyond profit that remained consistent, abulwark against
change. Thefamily took prideinproviding quality products, personal
service, fair treatment. Thefamily nameand traditionwasassociated with
respect for people—customers, employees, and members of the
community. In return, the community rewarded the businesswith honors,
influence, profits. Thefamily wasableto manage succession even though
the next-generation leadersmight not havethe spark, creativity, or drive
of thefounders. Thefranchisewas solid, almost an annuity.

For countless businesses, that isno longer true. A family auto dealership
intheMidwest that | consulted withtellsanincreasingly familiar story.
They had always been known in the community for fair dealing, and
profits came along with respect for thefamily. A second generation
family leader wasin place, with thetalent and the commitment to carry
thebusinessforward. Thisleader’ ssiblingswanted more of theprofitsto
bedistributed, sotherewere sometensionsin thebusiness. Although
reluctantly, however, the siblings had agreed that profits needed to be
invested inthe businessto support their tradition of quality and service.
Thecommunity, andtheir employees, appreciated and acknowledgedthis
commitment.

The patriarch of this Midwestern deal ership wasin the process of
transferring ownership to hissonsand daughter when hewas approached
by alargenational chainwith avery attractive offer to buy. Believing that
the chain wasunlikely to maintain thefamily’ scommitment to serviceor

to the community, the patriarch was at first deeply opposed to such asale.
When helooked at hisoptions, however, he became scared.

Althoughtheirswastheleading dealershipinthearea, thefamily had
someexcellent competitors. The message behind the offer wasthat if they
didn’t sell, thechainwould buy their direct competitor. The patriarch saw
theresourcesand money that the larger company could put into the other
deal ership, and knew how hard it would be to compete. He saw his
profits—and hisfamily’s future—eroding. If he rejected the offer out of
pride, hewasleadina hissonsand therest of hisfamily down avery



uncertain path. Sadly and reluctantly, hedecidedto sell. Afterward, he
and hisoffspring felt alot of guilt about what they felt they had been
forced to do. They wondered: “Wasthe offer worth it? Should we have
stood firm?’

Thisisby now afamiliar scenarioinamost every industry. Whereasa
few yearsago pride and tradition would have dictated afirm rejection of
the offer, many ownerstoday are not letting their egos get in the way of
prudent self-interest for themselvesandtheir families. For retailerslike
thisauto dealer, the security that camefrom ageneration of investment in
the community, building trust, and offering personal serviceis no longer
enough to ensure survival. When a category-buster discount store opensa
mileaway fromyour store, when direct saleson the I nternet beginto take
away your customers, or when anew technology or consumer preference
threatens to make your company the buggy-whip manufacturer of the new
millennium, you can nolonger takeyour traditional valuesto the bank.

Thepath of internal renewal

Thestory of Ardath (“ Ardi€”) Rodal e, whosefamily ownsthelargeand
prosperous Rodal e Pressin Emmaus, Pennsylvania, a publisher of
magazines and books on health and fitness, shows how afamily can

renew itsvalues by rethinking and reinterpreting themfor anew
generation. For 30 years she was the non-working spouse of Bob Rodale,
who grew many times over the business he had inherited from hisfather.
When Bobwaskilled in atragic accident in 1990, Ardiewas suddenly
faced with adilemma: what to do with the business. While potentially
interested inthe company, none of her children wereready to take over
ownership. Ardieconsidered variousoptions—selling the business to
employeesor to alarger company, or hiring an outside leader to take
charge. Eventually, she chosethe approach that shefelt would best ensure
the continuation of Rodal €' svalues—she took on the job of CEO herself.

Rodale Presswasdevotedto physical, emotional, and spiritual healthand
well-being of people. Thosevalueshad awaysbeenthe company’s
beacon. The company began 60 yearsago with Organic Gardening
magazine and not long after created such successful publicationsas
Prevention, Runners World, Bicycling, New Woman, and Men’ sHealth.

I met Ardie Rodalefour yearsago, after she had taken charge. She made
it absolutely clear that the purpose and starting point of the company was
itsvalues. “Wenever forget that we are about making theworld abetter
place,” shetold me. “Wehave alwaysbelieved intheimportance of the
world beina healthv—ranaina from the soil. to our food. to our minds and



spirit.” Ardie’ scommitment had always been to those values, to the
health and well-being of her children and Rodal €’ sseveral thousand
employees, and to the community.

Rodal € ssuccesshad spawned competitors, and about thetimeArdietook
over, the company was being challenged by agrowing number of
publishersof booksand magazineson health and fitness. Shewasanon-
professional withlittleexperiencesuddenly presiding over a$200 million
company. Outsiders might have predicted disaster. But the new CEO
devoted herself to learning what the business had to do to compete more
effectively. Shebegan asking thoughtful questionsandlisteningtoher
employees' ideas about how the company needed to change.

Ardiehaspresided over aprocessof reinvestment that hasexpanded the
company’ sbook and magazinetitles and more than doubled the size of
thebusiness. Far fromletting Rodal €’ straditional valuesinterferewith
new thinking about where the businesshad to go, shehasinvoked themto
inspirethe staff to make changes necessary to preserving those very same
values. One of the challenges Ardiefacesisinreplacing long-time
employeeswho understand thefounder’ svisionand arenow retiring. To
help new peoplelearn about those values, six or seven yearsago the
company published amemoria volumeto Bob Rodale containing insights
that will continueto beimportant in guiding the company.

Respectful change

Another exampleof how internal change can becarried outinaway that
isrespectful of traditionisamanufacturer | worked with, the Specidty
Display Equipment Corp. (not thereal name). For two generations, the
family ownersof Specialty Display carved out anichefor themselves
with a high-quality product that was of such limited application that
competitors did not want to bother competing. But there were storm
cloudsonthehorizon. With the advent of new technologies, the product
was becoming lessand |ess necessary in theindustriesthat usedit.

Likemany companies, Specialty Display’ sownerswereabletoleverage
their capability and reputation to offer their customersrelated services,
whichthey delivered with the expected quality and customer focus. The
second-generation leader, call him Ed, looked with pride and satisfaction
at how thingswere going. But Ed wasin his60s. The company still had
many senior managersbeyond retirement age or approachingit. The
business had not changed in decades. The question waswhether the
customerswould continueto need their service, and whether it could
support al the members of the next generation.

Ed had been fortunatein thedevel onoment of hisfour children. With his



encouragement each of them had pursued atechnical or business
education, and after graduationworked outsidethefamily businessbefore
joining it. At thetime | consulted to the company, two of the sons, a
daughter, and her husband wereworkingwiththefather. | hel ped them
formafamily council, and to mediate the entry and devel opment of the
next generation into the business.

Theyounger generation, in aseriesof meetings, began to re-vision the
business. They appreciated Ed’ scombination of technology with service,
but they were concerned that demand for their product might decline
rapidly ascompaniesmoved to new technol ogies. How couldthey
leverage the loyalty of their long-term customers? After going out and
talking with them about their needs, theyoung family leadersreinvented
thebusinessasaservice company, expanding their focus, for example, to
includeinformation systems. They wereaided by asizable acquisition of
acompetitor that had new technol ogy. These changesmeant shaking
thingsup drastically, whichruffled thefeathers of some of thelong-term
employees. Thesales, manufacturing, and human resourceschiefshad
long donethingsin acertain way, and they were getting older. Like Ed,
they were not convinced the businessneeded to change. Their valueshad
becometraditions, then dogmasthat could not bequestioned. They had,
in short, become set in their ways.

The new generation saw that the company needed to adapt, and quickly,
toavoid afall. They asked Ed to work with his staff to design aspeedy
but respectful exit for himself. If Ed waswilling to step aside, he could

ask the othersto do the same. Ed patiently sold the aging staff on the need
for change, and then set an example. Of course, the change, once set in
motion, felt very fast and sudden to Ed, and he had some second thoughts.
“I' hired youto do succession planning, not succession doing,” hesaidto
me at one point. But as the new generation took charge, they put anew
stamp on the company. The equipment maker beganto find anew focus
and expand again.

Ed’ shurt feelingswere balanced by prideinthe new vision. Theenergy
withinthe company wasvisible. With all the change, thefamily and the
employees never had the sense that they were saying goodbyeto the
traditions of service and caring and entering anew, Darwinian
marketplace. Rather, thefeelingwasthat traditionswerebeing cleaned up
and dusted off to fit the new businessrealities.

Few family businessestoday areimmuneto the pressuresto adapt their
organizationsto competitiveredlities. If afamily wantsto sustain bothits
businesseffectivenessand itsvaluesin the current businessclimate, it
must take steps to ensure itscontinuing vitality. Theseinclude measures
to createaclearer boundarv between thefamilv’ sparticipation and the



businessitsalf, and processesto keep fromrigidifying and using tradition
to avoid changesin the marketplace. Vauesare no substitute for
aggressivemarketing, smart use of new technol ogies, and sound strategic
planning. Family businessesneed to look clearly at the new market
environment beforeinvoking traditional values. Every company hasto
maintain aninternal climate of accountability instead of entitlement.
Thereisnosinglekey, but rather aset of practicesthat afamily hasto
adopt in order to sustain its continuity:

« Pay attention and learn new technologies.

« Keeptrack of what your competitorsaredoing, aswell as
changing markets and consumer tastes.

o Constantly question current waysof doing thingsby looking at
their effects on the bottom line.

o Keeprecruiting new blood from other companies, and fromlarger
businesses.

» Haveaclear developmenta strategic plan.

o Invest in“skunk works,” small groupsworking on potential
product innovationsor new strategic directions(bothinsideand
outsidethefamily).

« Benchmark for best practiceswith public companiesthat are
industry leaders.

o Maketop managers and their staffs, in cluding family members,
accountablefor businessresults.

o Makethecompany attractive and recruit excellent managers—
family and nonfamily, young and talented al ong with seasoned
pros.

« Developanddemand competenceand performanceinreviewing
family managers.

The path to renewal isto become more like the adaptabl e, change-capable
organizationsthat arebecoming dominant everywhereintheworld.

But what of values? Does becoming adaptable, or innovative, clashwith
val ues associated with family business—predictability, consistently good
service, reliableproducts, respect for people, andloyalty toempl oyees?

Thosevaluesarenot at all inconsistent with the new demands of business,
inmy view, and, indeed, they should not come at the expense of good
business practices. Support for long-term employment and atraditional
preferencefor aninformal manner of operating should not become
excuses for mediocrity, or amutual- protection racket. Asonelong-term
family leader putit, “Itisn’t ‘respectful’ if keeping employeeswho are
not producing isasuicide pact for the company.” If the non-producing
emploveeisafamilv member. of course. reinteroretina thevaluecan be



fraught with conflict. But itisincreasingly necessary.
Another path: philanthropy

Whilefew familiesare happy to sell their business, what if the company
cannot surviveindependently?Selling thefamily’ sflagship businessdoes
not haveto betheend of theworld for afamily and what it standsfor.
Unlessthefamily suffersfrom inflated, unrealistic financial expectations,
or unlessit hastried to go it alonefor too long and the value of their core
asset hasdeclined precipitously, asaleusually leavesthe ol der generation
comfortableand ableto retire, and the younger generation with money
and shared assetswith whichto continuethefamily’ svaluesand
traditions.

Tobesure, whenafamily businessissold, thereisinitially adeep sense
of loss, agrieving. Theolder generation aswell asother family members
working in the company havelong beenidentified withitsreputation.
They havebeenrecruited for community organizationsand received
many honors because of their name and stature. For some of the senior
leaders, who may have never worked anywhere el se, thelossisdeepand
personal. Y ounger family memberssuddenly havetotest themselvesina
job market wheretheir nameisnot aticket to thetop. The money from
thesaleaffirmsthevalue of what they havebuilt, but it doesn’t offer a
guide for thefuture.

The experience of the Claybournefamily (their real nameiswell known)
showshow valuesand traditions can survivethe sale of thebusiness, and
how the sense of loss can be transformed into anew vision. For five
generationsthe Claybournes had been associated with apublic company
inwhich they werethelargest shareholders. A fourth-generation family
member was CEO and other family heirs participated in management.
With other valuable assetsaswell assharesin the business, scores of
family membersenjoyed great wealth. Like Levi Strauss, however, the
company wasintroubleand nolonger performing well; itsstock price
wasvery low. A large company made an unsolicited tender offer, and the
company wasin play.

Theoffer created dissension withinthefamily. Therewere four branches,
each with arepresentative onthe board. Two brancheshad family
membersworking for thecompany. Thefamily CEO wantedtoresist the
offer. Hefelt hewastaking stepstoward recovery and didn’t want the
family name removed from the business. The board was split and found it
difficult toreach adecision ontheoffer. Pressure mounted.

Thereal discussion had to take place at thefamily level. Hired asa
consultant. | helned thetwo laraest branches createfamilv council sthat



defined their values and gaveinput to the board managing thefamily’s
investment inthecompany. Each branch cametogether separately to
definewhat the memberswanted for thefuture. Thefamily membersdid
not view the offer in purely financial terms. They worried mostly about
the effects of the sale on how they viewed theworld and themselvesasa
family. Thecompany wasthe gluethat had kept the extended family
together. Themembersdeeply valued working together, and the
reputation for quality in their family name. They cared about treating
employeesdecently. And they had given consistent supportintheir
philanthropic activitiesto preserving thenatural environment and
educating children.

It had alwaysbeen there, acoreidentity that unified thevery disparate
family branches. Now, they needed to separatetheir identity asafamily
fromtheir business. After considerablediscussion, themembersof the
two main branchesdecided, reluctantly, that it wastimeto sell their stake
in the company. But all four brancheswanted to maintain their connection
andpreservetheir valuesthroughtheir philanthropicactivities.

Therea work for thefamily began after the sale. They had aseries of
meetingsto definetheir corevaluesand goals, which now had to be
pursued independently of the business. L ooking beyond the sale, the four
branchesagreed that thelargest part of their assetswould be managed
jointly, by thefamily itself. They decided to put their investments, and
alsotheir charitablework, under the control of afamily office. The office
would not just operatefor thefinancial gain of thefamily investors, but
wouldfollow certainfamily values. The extended family defined a
mission statement and aset of valuesfor investment, and gifting of stock,
that refined thetraditional concernsof family membersfor educationand
ecology. Thosevalueswere communicated and accepted by aboard
representing thefour familiesthat directed themembers' investments,
madethe operational decisions, and hired financial and business advisers.
They devel oped adiversified portfolio of investmentsinlinewith the
family’ svalues.

Thework of the Claybournes' family officereflected their tradition of
working together. They created waysfor younger membersto learn about
the family investmentsand becomeinvolved. In addition, alargeportion
of the proceeds from the sale of the businesswas placed inafamily
foundation. Thisfoundation had aseparate board, which enabled more
membersof thefamily to assume leadership rolesin implementing the
family’ smission. Thefoundation becameasactiveinthecommunity as
the company had been, keeping thefamily nameand itstradition of
community leadership aive.

Inthevears sincethe sale of their core business and the departure of dl



family employeesfromit, thefamily has strengthened and renewed its
commitment to val ues set generationsbefore by the businessfounders.
Thewholefamily still comestogether onceor twiceayear toreview their
investmentsand philanthropic activities. Whileinvesting their wealth just
to make more did not interest them very much, many membersof the
younger generation have becomeexcited by thework of thefoundation
and participateinit. Thework keepsthisfamily’ scherished traditions
alive and keepsthefour branchesin close touch.

The Claybournesdemonstrate that while selling abusinesscanbea

painful decision, it can also be an opportunity for thoughtful

reconsideration of thefamily’ svision of itsfuture. The new pathsmay not
be the same asthe old, but they sometimes open up adifferent routeto the
samegoal sof strengthening thefamily and providing opportunitiesfor
younger membersto exercisetheir talentsand realizetheir dreams.

DennisT. Jaffe isdirector of thedoctoral progra min Organizational
SystemsInquiry at Saybrook Graduate School in San Francisco, and a
consultant with the Aspen Family Business Group. Heisthe author of

“ Working With the Ones You Love,” co -author of “ Working With Family
Businesses,” and editor of “ The Inner Edge,” a newsletter about business
and spirituality (djaffe@ cworksinc.com).

Copyright © 2000, Family Business magazine




