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What are family businesses?
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Value of Family Manaqemenb
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Family members provide unique contributions

to their business
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Network by Marriage (Thailand)

Bunkanwanicha, Fan, and Wiwattanakantang (JFQA, forthcoming)
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The stock market reaction to marital news
(Bunkanwanicha, Fan, Wiwattanakantang, JFQA forthcoming )
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Value-based Leadership

® Zong Qinghou, founder of
Wahaha, the largest
bottled water and soft
drink producer in China,
also China’s richest person

in 2010

® Role model: Chairman
Mao

® Does not use computer,
approving proposals by
traditional brush pen with

red ink

* Contflict with Danone g3¥\s 1
4
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Challenges of Family Businesses

® Succession

OTransferring intangible family assets

® Roadblocks
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Succession is a great challenge:

I To come

Taiwan and Singapore listed family firms in
succession, 19805-2000s, %

Costs” 60 50 40 30 20 10-0+10 20 30 40 50

Months from succession daote
Source: Joesph Fan, Chinese University of Hong Kong

Most Asian families / companies don’t do well.

Accumulated stockmarket returns of Hong Kong,

0
The Economist, Feb. 5, .
2011. 20
S0
Source: Joseph Fan,
Ming Jian, and Yinhua
Yeh, “Succession: The 60
Roles of Specialized
Assets and Transfer bt ey et gy
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" Succession and firm value )
Monthly cumulative abnormal stock return (CAR) around
succession, by economy

- Hongkong
— Singarpore

= Taiwan
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Obstacles of Famﬂy Ownership
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Family Business Governance
Challenges

® Ownership design
® Family governance

® Corporate governance
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Ownership Challenges

® Family communism
® Battle for dividend

* Tendency of ditfusion
® Critical minority

® Perpetual ownership (and fight)
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_ ]P’erpetua]l Family Trust + Weak Family Governance =
e . Value Destruction
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Corporate governance

® Transparency
® Value tied to intangibles rather than tangibles
® Protecting proprietary information
® Management
® Insider dominance of management and boards
® Relationship as important as professionalism
® Incentive

° Family and non—family managers are paid and

promoted differently because of their different roles
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Motivating Managers in Family Firms

Family Non-family
Member ___Manager

l It takes only several ’
years!
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Executive Director ?

Executive Vice President

Senior Vice President
Merchandise Manager
Assistant Merchandise Manager

Senior Merchandiser
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Take home value

° Family businesses are competitive but facing challenges

* Sustainable family businesses

® have ability to create, preserve, and transfer intangible
family assets

® are innovative and have entrepreneurship to transform
their businesses and bypass roadblocks

® have good family governance and wisely choose family
SUCCesSors

® have credible ownership and corporate governance

® build and reward pr()fessional management team
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Critical Generations:

Out of the Succession Struggle of Chinese Family Businesses

Inquiry: Maggie Lau (maggielau@cuhk.edu.hk)
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Biography of Joseph P. H. Fan

Professor Joseph Fan is Professor of School of Accountancy and Department of Finance, and
Director of Institute of Economics and Finance of The Chinese University of Hong Kong. Professor
Fan received his Ph.D. in finance from University of Pittsburgh, USA. His research and teaching
areas are corporate governance, corporate finance, and family business governance. He has done
extensive research on family business in emerging markets, covering issues such as succession,
ownership design, and family networks. He is also an expert in finance and entrepreneurship in Ching
He has published many of his works in world top academic journals, and is on editorial boards of
several academic journals. Professor Fan is one of the most well cited finance professors in Asia. His
corporate governance and family business research has been featured by various business press,
including The Economist, New York Times, Asian Wall Street Journal, and Financial Times. He often
gives speeches and courses on family business governance topics across China and South East Asia,
and has consulting activities with the World Bank, OECD, and Asian Development Bank.
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