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INTRODUCTION

D igital technologies offer significant opportu-
nities for companies; they help to structure
processes more efficiently, as well as making pro-
ducts and services more customer-friendly, and
may fundamentally change the business model of
the company. The use of digital technologies is
usually accompanied by major changes in the
company - generally referred to as “digital trans-
formation”. The transfer of value-creation pro-
cesses, products and services to autonomous,
computer-controlled procedures and formats, or
the performance of entire process steps through
mainframe computers and defined algorithms
can effect significant changes in the methods of
operating, process sequences, purchasing or dis-
tribution channels and cooperation models that
have previously been used in an organisation. In
order to meet the challenges of the resulting digita-
lisation of processes, products and services on the
one hand, and to accomplish the accompanying
transformation in the company on the other, com-
panies pursue specific digitalisation strategies.

The same challenge applies in family businesses.
However, this company type is distinguished by
certain characteristics that differ from those of
publicly owned firms, for example, due to the
existence of the controlling family and its role in the
governance of the family business. Against this
background, a need arises for family businesses
to develop specific digitalisation strategies that
accommodate the specific family factor in this
business type.

This practical guide examines the special attri-
butes of family businesses and, taking these
special attributes into account, suggests specific
digitalisation strategies. It offers family businesses
that are faced with the challenge of digitalisation
valuable tips and information for the systematic,
successful digitalisation of their processes, pro-
ducts and services, as well as for the accompany-
ing task of digital transformation. Companies in
the initial stages of understanding the potentials
and challenges of digitalisation will find useful
ideas and be able to discover the advantages,
benefits and requirements it brings.

Ulrich Bretschneider
Anne Katarina Heider
Tom A. Riisen

Marcel Hiilsbeck



1| DIGITAL TRANSFORMATION
IN COMPANIES

T oday, the term “digital transformation” is
ubiquitous in business: at conferences and
conventions, in practical pamphlets and scientific
publications, as well as on the internet, everyone
agrees that digital transformation will bring con-
siderable change to companies while, at the same
time, offering huge potential. Yet, what exactly is
going to change? What potential does digital trans-
formation bring companies? And, above all, what
actually initiates digital transformation? The aim of
the following guide is to address these questions
in order to give readers a thorough understanding
of the concept.

1.1 | DIGITAL TECHNOLOGIES
AND TRENDS

D igital technologies and trends play an im-
portant role in the phenomenon of digital
transformation. Digital technologies encompass
hardware and network structures on the one hand
and applications on the other.

Hardware:

This term describes access and terminal
devices, such as desktop computers, tab-
lets and smartphones, laptops or 3D prin-
ters. However, also included in hardware
are the so-called “embedded systems” in
certain objects, for example, multimedia
systems in modern cars, smart controls
within the home, control units in planes, or
certain technical units, such as sensors.

Network structures:

This term describes wireless or wireline
networks, such as the internet, cable TV
channels, virtual private networks (VPN),
local area networks (LAN), and mobile
phone networks, with their associated pro-
tocols.

Due to their inherent potential, digital technolo-
gies are able to give birth to digital trends. The
term “digital trend” refers, for instance, to the con-
cept “Industry 4.0”, which denotes a largely self-
organised production system. Here, a combination
of intelligently networked digital technologies and
skilled workers collaborate in the manufacture of
products and, to that end, the digital technologies
communicate not only among themselves but also
with the skilled workers. This socio-technical sys-
tem, i.e. the combination of digital technologies
and social actors, constitutes the nature of digital
trends.

Another example of a digital trend is “crowd-
sourcing”. This refers to a process whereby com-
panies outsource minor, well-defined tasks to
an undefined number of people - i.e. the crowd
(companies and the public as social players) -
via the internet (network structure), with the help
of a special internet platform (application). In
this sense, concepts such as “big data” or “cloud
computing” may also be referred to as digital
trends.

Applications:

Applications are programs (also called
“application software”, “software” or “apps”)
that offer and fulfil certain functions and
services on the hardware; for example,
Windows as an operating system on a desk-
top computer, the WhatsApp Messenger for
exchanging short messages on a smart-
phone, or the Facebook platform on a mobile

terminal device or a desktop computer.

Application hardware combinations:

Certain digital technologies can also be un-
derstood as application hardware systems,
such as virtual reality (VR) systems. Thus, in
creating VR environments, both specialised
software and hardware are necessary, such
as VR glasses and 360-degree cameras.
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1.2 | DIGITALISING PROCESSES
AND PRODUCTS

1.3 | CAUSAL RELATIONSHIPS IN THE
DIGITAL TRANSFORMATION PROCESS

C ompanies take advantage of digital technolo-
gies and trends in a wide variety of ways to
support the value-creation process. There are two
ways in which digital technologies and trends enter
the corporate value-creation chain. Firstly, they are
used to support processes, or operational sequen-
ces, in companies. These may be core processes,
such as the central production process in a classic
industrial enterprise, or various support processes
in the company. The goal of digitalising processes
is to make them more efficient in terms of time,
quality and/or cost. In implementing such proces-
ses, companies can generate still greater efficien-
cy benefits if core processes relevant to corporate
value creation or related company-wide process
landscapes are digitalised.

Secondly, digital technologies and trends are
used to digitalise existing products and services,
i.e. to retrofit them with digital technologies and
trends, or to create completely new products and
services. The aim of digitalisation in this context is
to generate a greater customer benefit and/or an
enhanced product and service experience. Increa-
singly, this leads to the development of completely
new value-creation processes or corresponding
business models that either radically change the
existing product-market combinations or make
them obsolete.

ike every transformation process, digital trans-

formation in companies can also be under-
stood as a cause-effect relationship, in which a
certain catalyst triggers a corresponding effect.
The catalysts in the cause and effect relationship
of digital transformation are the digitalised proces-
ses described above and/or digitalised products or
services. These trigger the process of digital trans-
formation which, in turn, manifests itself in the
company in very diverse ways and has an impact
on a wide variety of corporate divisions and on
different hierarchical levels in the company. If, for
instance, the central production process in an in-
dustrial firm is enhanced with digital technologies
such as artificial intelligence or augmented reality,
this will help to establish an automated, and thus
more efficient, production process. In the same
way, the digital trend of cloud computing, for
example, leads in many companies to a reassess-
ment of the internal procedures for managing and
storing company data, as well as for using applica-
tion systems. One example of the above process
might be a publishing house that is adding e-books
to its product portfolio. This digitalised product
beings about digital transformation in that not only
is a completely new distribution channel created
for the product, but also completely new produc-
tion logistics come into being for this product.

The cause-effect relationship of digital trans-
formation in companies described here is shown in
Fig. 1.
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Digital
trends Digitalisation
of processes
Digital
» transformation in
Digital Digitalisation the company

technologies of products
or services

Fig. 1: The cause-effect relationship of digital transformation in companies



2 | MENTAL MODELS OF
FAMILY BUSINESSES

F amily businesses of any size display different
entrepreneurial and organisational features
from non-family businesses. Even when directly
comparing family businesses with one another, it
becomes clear that a “one size fits all” approach is
not appropriate. The business governance, i.e. the
manner in which the family business is controlled,
depends on both the size and complexity of the
company and the size and complexity of the busi-
ness family. Here, we differentiate between four
fundamentally different types of family business
by their “mental models”:' patriarchal logic, the
logic of the managing family, the logic of the con-
trolling family and the logic of the investment
family. The second and third of these mental
models are directly related to digitalisation in
family businesses and are therefore described in
greater detail below.

The model of the managing family is often found
in medium-sized to highly complex companies, as
well as in small and medium-sized families.? The
families occupy the top management positions
and run the operational business, while the next
generation and relatives may hold further manage-
rial positions. Here, the strong cohesion and short
decision paths within the circle of managers and
owners are the key success factors.

The governance structure of the controlling
family is predominantly found in complex and
highly complex companies and in medium-sized to
very large shareholder families. Here, the family
withdraws and controls the company from posi-
tions on supervisory and advisory boards, leaving
the operational management of the company to a
professional management team from outside the
family. The model of the controlling family does
not necessarily mean that the supervisory or
advisory board must be exclusively composed of
members of the business family: frequently, non-
family members are also represented on these
committees. However, the controlling family is
characterised by the fact that the members of the
business family represented on such committees
consistently represent the family values and view-
points regarding the family business vis-a-vis the
non-family committee members, and particularly
vis-a-vis the non-family management team, thus
preserving the business family's active influence
over the family business.

" For further details on this point, see the WIFU's practical guide on “Mental Models of Family Businesses. How business families see themselves and
their connection to the family business” (Riisen, T. et al., 2019, and Riisen, T. et al., 2012).

2 Cf. ibid. The following statements are based on this theoretical approach.



3 | THE BUSINESS FAMILY
AND DIGITAL TRANSFORMATION
IN THE FAMILY BUSINESS

he business family has a decisive influence

on the digital transformation in the family
business, as it contains within itself all the key
players — such as the owners, the members of
regulatory bodies and/or the representatives of
top management — who shape the destiny of the
family business through their aims, wishes and
preferences.® Wimmer describes the business
family as an “identity-generating characteristic” of
family businesses, since the existence of a busi-
ness family "has a decisive influence on the
policies of the company”.

Business families exhibit a particular mindset
and skillset in relation to digitalisation. Therefore, if
the aim is to develop strategies for digitalisation in
family businesses, the business family must be
considered separately in terms of these different
characteristics. Depending on the type of basic
attitude and the existing competencies within the
business family, specific digitalisation strategies
present themselves.

3.1 | MINDSET:
THE BUSINESS FAMILY AND THE
DEGREE OF “DIGITAL OPENNESS”

he degree of openness of the business family

towards the issue of digitalisation is a funda-
mental factor in the success of digital transforma-
tion in the family business.® It can be observed
that, wherever the owners vehemently demand,
actively promote and are very clearly committed
to digitalisation, the digitalisation processes in
the company progress significantly faster and
more extensively. However, if the business family’s
view of digitalisation is instead coloured by fee-
lings of threat or fear of loss, and if digitalisation is
addressed sceptically and from a perspective of
risk, then it will be impossible to implement good
digitalisation concepts in the family business to an
adequate extent. The reasons for this correlation

lie in the business family’'s influence over the
governance, management and development of the
family business, as described above. The degree of
understanding, conviction and openness regarding
digitalisation that the business family as a whole
brings to the issue may be termed “digital open-
ness”.

As arule, the degree of digital openness depends
on the opinion leaders in the business family. If the
majority of these are senior members of the busi-
ness family who have already reached an advanced
age, the degree of digital openness is often low.
The views and perspectives of these older busi-
ness family members regarding market and com-
petitive dynamics, as well as adequate organisa-
tional concepts and business model designs, have
been significantly shaped by past contexts in which
the opportunities and risks of digitalisation did not
yet exist. In contrast to the “digital native” genera-
tion —i. e. those who have grown up with the digital
world — these older members often lack an unders-
tanding of the degree of dynamic potential involved
and the ability to take appropriate measures to
seize opportunities and manage risks. This genera-
tion tends to be less open to the issue of digitalisa-
tion and even views it rather sceptically, particu-
larly if major business successes have been
achieved in the pre-digital era.® This observable
correlation agrees with the empirical findings of a
study conducted by the PricewaterhouseCoopers
management consultancy in 2017, which included
a survey of the senior generation in business fami-
lies. Although 83% felt that the issue of digitali-
sation was relevant, only 27 % wanted to introduce
digitalisation into their company; the remainder of
those surveyed saw no need for action.”

In such situations, therefore, differences of
opinion about how to ensure the viability of the
company for the future often arise between the
seniors and the next generation (or “NextGen”)
which generally recognises the potential and the
relevance of digitalisation.

3 Cf. Sieger, P. & Zellweger, T. (2012); Schlippe, A. v. et al. (2017); Wimmer, R. et al. (2011).

4 Cf. Wimmer, R. et al. (2011), p. 19.
5

¢ Cf. Palfrey, J. & Gasser, U. (2008).
7 Cf. Wills, D. (2017).

See also Riisen, T. & Heider, A. (2018): the following statements are based on the thoughts set out in this work.



3 | THE BUSINESS FAMILY AND DIGITAL TRANSFORMATION IN THE FAMILY BUSINESS

10

These may be seen as conflicts induced by the
dynamics of digitalisation. The existence of this
conflict potential is confirmed by the aforemen-
tioned study: thus, 40% of NextGen family mem-
bers from 31 countries say they feel frustrated
because they cannot communicate their ideas on
digitalisation to the senior family members. The
figures from a study by Spitzley and Priigl (2017)
are similar: here, only 28% of NextGen representa-
tives were satisfied with the state of digitalisation

in their company. The remainder of those surveyed
tended to be dissatisfied and wanted the senior
generation to be more open towards digitalisation
in their own company.® A further study by Schlaadt
(2017) paints a similar picture: here, in 64 % of the
cases studied, conflicts arose related to digital
transformation in the subjects’ own family busi-
nesses. In the survey, business families’ openness
towards digitalisation in their own company was
cited as a major cause of conflict.®

the family business.

© Strategy: Handing the reins to the NextGen

The specific dynamics of conflict exhibited within the business family have their origin in different
degrees of digital openness, which run along generational lines. Evidently, the issue of the strategic
orientation of the family business is prone to create classic conflicts between the generations and
cause them to escalate in the future. However, as the degree of digital openness is key in ensuring
the ability of the family business to survive, it is advisable to devote special attention to the issue
of digitalisation in the course of planning the handover to the next generation within the business
family. In the cross-generational dialogue that is necessary here, it is important to develop specific
strategies and measures that give this generation, who are more positively disposed towards
digitalisation, greater responsibility and the opportunity for active participation in this area. The
traditional argument in the succession context — that the senior generation has greater experience
and, therefore, an advantage over their progeny — becomes a disadvantage here. In fact, if the
NextGen members are effectively integrated into the relevant digital transformation processes of
the company, their experiences and perspectives can become a key resource in shaping its future.
Accordingly, provided they have the appropriate skills and aptitude, the NextGen representatives
should be systematically integrated in whatever role that the business family plays in the family
business: if the business family manages the family business operationally as the top manage-
ment team, the NextGen should be integrated into the project management for digital transforma-
tion and equipped with appropriate top management competences. If the business family limits
itself to controlling the family business through supervisory and advisory positions, representa-
tives of the NextGen should be systematically integrated into the family’s opinion leadership. The
results of a study conducted by Schlaadt (2017) indicate that such a strategy, which is admittedly
not an easy decision for the family as a whole, is usually successful: in the overwhelming majority
of cases studied where the younger generation has taken over the reins — i. e. the responsibility —
for digitalisation, extremely positive developments can be seen regarding digital transformation in

& Cf. Spitzley, D. & Priigel, R. (2017).
° Cf. Schlaadt, C. (2017).
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A PRACTICAL EXAMPLE:

At the beginning of 2018, 29-year-old Maxi-
milian Viessmann took over the operational
management of the traditional company,
Viessmann, which was founded over 100 years
ago and now has over 12,000 members of
staff, from his father Martin Viessmann. Under
the management of Martin Viessmann senior,
the issue of digitalisation in the company was
not given top priority. Since the handover to the
next generation, the heating company has un-
dergone a radical change: under the manage-
ment of Maximilian Viessmann, the company
has invested in digital technologies, such as
artificial intelligence, augmented and virtual
reality, robotics and energy technology, to
usher in a digital transformation in the com-
pany. In this example, the senior generation
realised in time that it was necessary to hand
over the management of the family business
to the NextGen, in order to lead the digitalisa-
tion of the family business.

(Source: Molitor 2018)

© Strategy: Embedding digitalisation in the family value system

As discussed above, the degree of digital openness in the business family is decisive for a suc-
cessful digital transformation within the family business. Consequently, the business family should
actively tackle the task of clarifying its value concepts and integrating digitalisation into the future
orientation of the company, particularly if little digital openness prevails.'® Particularly in family
businesses, basic strategic decisions, such as those concerning digitalisation, are based less on
business requirements than on the values and conceptions of the business family."

The process of developing a common family understanding of the implementation of digitalisation
in the family business - i. e. of creating openness towards this issue - is both the prerequisite and
the first step in a successful digital transformation.

10 Cf. Gausemeier, J. & Plass, C. (2014).
" Cf. Hiilsheck, M. et al. (2016).

11
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3.2 | SKILLSET:
THE BUSINESS FAMILY AND THE
DEGREE OF “DIGITAL READINESS”

A s explained, business families are involved to
varying degrees in the governance structures
of the family business (cf. Section 2 “Mental
Models in Family Businesses”) and the degree of
digitalisation expertise within business families
can vary just as much. Risen and Heider (2018)
call this indicator “digital readiness”. If digital
readiness is low, no member of the business family
has the competence and experience acknowledged

Managing family Situation |

Controlling family Situation IlI

Weak

to be necessary for digitalisation. Digital unreadi-
ness is, as indicated above, more prevalent among
representatives of the senior generations in busi-
ness families.

If we place the governance structures and digital
readiness in family businesses in relation to one
another in a four-field matrix, four typical situations
emerge and, for each of these situations, a specific
strategy can be identified for realising digitali-
sation. These four situations, and the specific
strategies applicable to them, are explained in the
following pages.

Situation IV

Strong

Degree of digital readiness of business family

Fig. 2: Four scenarios of digital readiness in the business family
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3.2.1 Situation | In this situation, “digital unreadiness” must be rated

as a critical problem for the strategic future viability

In the first situation, the business family manages  of the company. Strategies should, therefore, be

the business operationally as the top management  aimed at increasing the degree of digital readiness,
team but displays a low degree of digital readiness.  as set out below:

© Strategy: Hire an external CDO

One obvious strategy is to advise the business family to bring a non-family expert in the field of
digitalisation into the currently family-led management team as Chief Digital Officer (CDO) to
increase the degree of digital readiness. However, in practice as in the literature, the managing
family’s fear of outside influences is repeatedly shown to be one of its primary characteristics.?
Thus, there is a fear of a certain loss of control over the company if non-family managers “worm
their way into” the circle of the family-led management team.’® In this situation, the non-family CDO
could be given discretionary powers which that person could, under certain circumstances, exploit
opportunistically due to the business family’s greater distance from the operational business.
For instance, the CDO could make business decisions that further their own career at the expense
of the company’s family-oriented values. It is therefore conceivable that they could, for example,
purchase high-risk digital start-ups or completely replace all permanent staff.

In light of this, the business family must weigh up the situation: if the pressure or wish for digitali-
sation in its own company is greater than the fear of possible outside influence in the family
management team, then it is advisable to appoint an external CDO. However, in this case, the
managing family then faces the decisive challenge of carrying out a still more careful selection,
development and monitoring of the CDO.

© Strategy: Set up a support department for digitalisation

The strategy which offers the best solution to the managing family’s fear of external managers
described above is establishing a staff section for digitalisation. Generally, in the management
literature, a “staff section” refers to a specialised management support unit, to which a well-defined
range of technical tasks is allocated, but which has not been accorded any decision-making or
managerial powers.™ Staff sections employ highly qualified experts and are primarily intended
to support the management level to which they are allocated in an advisory capacity. Implementing
a staff section for digitalisation would provide external expert support for the family, without
the latter having to fear losing control of the management of their own company. At the same time,
this strategy would, in time, increase the degree of digital readiness in the business family, which
would naturally learn from the advice of the staff section expert in the medium to long term, thus
increasing its own digitalisation skills and experience.

 Cf. Wimmer, R. (2011), p. 59f.
3 bid.
" Cf. Schmidt, G. (2000).

13
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© Strategy: Make the NextGen digitalisation fit

In order to bring digitalisation competence into the managing family, it is also important to prepare
the NextGen for operational succession in a fundamentally different way in the future. Instead of
gathering management experience in outside organisations over a period of years (the traditional
path), founding or working in a digital start-up can constitute good preparation for the managerial
tasks of the future.”> Membership of and network development in the digital community are
essential success factors in gaining practical digital experience and, thus, fostering the “digital
readiness” of the NextGen and thereby of the managing family. Such a strategy is decisively shaped
by the agile thinking of start-ups and ultimately has the power to disrupt the family business of the
preceding generations.

3.2.2 Situation Il digitalisation (digital readiness). If there are only a

few digitally ready family members, or even one,

In the second situation, at least one family mem-  that digital readiness stands representatively for

ber in the circle of the managing family has sub-  the entire business family. In this situation, the fol-
stantial digital competence and/or experience of lowing strategy is indicated:

© Strategy: Make the digital champion of the family the CDO

In this comfortable situation for the business family, it is advisable to appoint the digital champion
in the intrafamily top management team as CDO, i.e. the person primarily responsible for digitali-
sation. Due to that person's technical expertise at the highest management level, the overall
responsibility for all digitalisation endeavours in the family business is transferred to them, in
order to be able to strategically plan and coordinate from a central point with a correspondingly
comprehensive overview. It is thereby advisable that, besides their technical competence, those
family members who are appointed to CDO position should also bring to the job the skills set
out below in order to be able to successfully manage digital transformation in their own family
business.™®

s Cf. Riisen, T. & Heider, A. (2018).
16 Based on the findings of Singh, A. & Hess, T. (2017); Tumbas, S. et al. (2018).
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ENTREPRENEURIAL WORLDVIEW AND COORDINATION SKILLS:

Whoever holds the position of CDO should, above all, have an entrepreneurial mindset and be able to
maintain an overview of all the internal areas and functions of the family business, as well as adopting
a strong customer focus. The former is important for digitalising the internal operational sequences
and processes, the latter for digitalising products and services. Due to this multidimensionality and
complexity, the CDO should also have good coordinating skills, in order to be able to control digi-
talisation at company level, from one central department. On that basis, the CDO can design and
implement efficient digitalisation approaches in the family business, in accordance with customer
requirements.

COMPETENCES AS A “DIGITALISATION EVANGELIST":

The CDO should display and share their enthusiasm for digital transformation. Part of their task is to
generate enthusiasm among members of the managing family and other staff in the family business
for digitalisation and the corresponding further development of the company.

RESILIENCE:

As described, digital transformation often goes hand in hand with radical innovation and change. For
this reason in particular, opposition at staff level can be expected when implementing digitalisation,
and resilience is, therefore, particularly relevant to family businesses. The CDO in the family business
should be able to handle opposition and act consistently in their role as a digitalisation evangelist.

A PRACTICAL EXAMPLE:

Founded in 1933, today, the family business
Westaflex is managed by the three family
members, Coralie, Peter and Jan Westerbarkey.
Jan Westerbarkey, a graduate business data-
processing specialist, has a great affinity for and
solid competence in digitalisation, as a result of
which overall responsibility for all digitalisation
endeavours in Westaflex was transferred to him.
He can thus strategically plan and coordinate
different digitalisation projects at Westaflex from
one central office, with a correspondingly com-

prehensive overview. In 2017, for example, he
introduced the digitalisation of production pro-
cesses. Since then, different processes in the
logistics and purchasing departments have also
been fully automated, and thus streamlined, using
appropriate digital technologies, and the IT pro-
cesses at Westaflex are digitalised through the
digital trend of cloud computing.

(Source: Interview conducted by the authors with
Jan Westerbarkey on 19.02.2019)

15
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3.2.3 Situation Il

This situation is characterised by the fact that,
as a controlling family, the business family limits
itself solely to supervisory and advisory positions,
leaving the operational control of the company to

a professional management team from outside
the family. The business family, however, displays
a low degree of digital readiness in its advisory
and controlling function. In this situation, the
following digitalisation strategies are particularly
helpful:

© Strategy: Develop digitalisation competence

It is important that the business family should acquire digital competence. Having at least one
digitally ready member of the business family working on the supervisory board is particularly
relevant for two reasons.

e Firstly, from this position the business family can give an important impetus to the external
management team for digitalisation in the family business. If the business family has a great
deal of knowledge about digital technologies, trends and their potentials, it is in a position to
apply that knowledge in the context of its own family business. It is thus competent to make a
reasonably reliable estimate as to where in the company a specific digital technology could be
deployed and what advantages or disadvantages this would bring. In view of the fact that the
business family certainly knows its own company well, any such impetus generated by the
business family could potentially make a significant impact.

e Secondly, a business family with a high degree of digital readiness is able to assess, at an objec-
tive, logical level, the decisions and activities of the external management team or of non-family
members of the supervisory and advisory board relating to digitalisation in the family business.
The supervisory and monitoring activities of the business family are thus based on a sound
knowledge of digital technologies and trends, as well as their contexts.

A high degree of digital readiness on the part of the business family can thus help the business
family both to give impetus to the digitalisation endeavours in the family business and to supervise
the activities relevant to digitalisation among the external management team or the non-family
members of the supervisory and advisory board.

© Strategy: Set up a digital advisory board

If the business family has a low degree of digital readiness in its role on the supervisory or advisory
board, it is also a good idea to set up a digital advisory board. In general, such boards function
as a monitoring and advisory authority, just like the supervisory or advisory board, but focus their
activities (parallel to those of the supervisory or advisory board) exclusively on the digitalisation of
the company. Increasingly, large companies, such as the Thomas Cook travel group or Messe
Frankfurt, are establishing such advisory boards.
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A digital advisory board in the family business should be set up in parallel to the supervisory
or advisory board, composed of both experienced experts from the digital economy (external
members) and digitalisation-competent decision-makers from the family business (internal
members). The digital advisory board has the task of anticipating and reflecting on digital trends in
a monitoring and advisory capacity, of recognising digital opportunities and hazards and of con-
tributing outside perspectives and monitoring internal activities.

In time, the work of the digital advisory board will lead to an increase in the business family’s digital
readiness, as the business family will naturally learn from the activities of the digital advisory board
in the medium to long term, thereby augmenting its own digitalisation competence and experience.

3.2.4 Situation IV positions on the supervisory and advisory boards

— and has at least one member who possesses

As explained above, in this situation the business  substantial digitalisation competence and/or ex-

family fulfils the role of the advisory and monito-  perience (digital readiness). The following strategy
ring authority in its own company - i.e. through  should therefore be pursued:

© Strategy: Use the advisory and monitoring mandate to support digitalisation

Against this background, the family members with high levels of digital readiness should, with
the agreement of the other members of the business family, exert their influence on the external
top management team within the framework of their advisory and monitoring role. It is important
to continue to proactively highlight the relevance of digitalisation to the top management team
while, at the same time, influencing the conceptual planning and implementation of digitalisation
measures in the company.

It is likewise important that the competent family members proactively present their own sugges-
tions for possible digitalisation measures and, thus, act as a source of inspiration, in the sense
described above (cf. subsection 3.2.3). In addition, decisions made by the external management
team regarding digitalisation in the family business should be critically scrutinised at an objective,
logical level in the context of the supervisory and monitoring duty of the business family. A still
more careful supervision and monitoring process play a particularly important role in light of the
challenge described below. In this situation, due to the fact that the business family is far removed
from the operational business, the non-family management has discretionary powers which it
could, in certain cases, exploit opportunistically, as outlined in 3.2.1. above in relation to appointing
an external CDO. For example, it could make decisions about the digitalisation projects that
further the managers’ own careers at the expense of the family-oriented company values, purchase
high-risk digitalisation start-ups or replace all permanent staff.
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A PRACTICAL EXAMPLE:

Founded in 1931, the family business AL-KO
Kober SE is today under the operational ma-
nagement of non-family managers. The com-
pany employs approximately 1,500 staff world-
wide and, in 2017, generated a total turnover of
over 300 million euros. Various members of the
Kober business family hold positions on the
supervisory board in order to maintain control of
the company. Stefan Kober is the chairman of
the supervisory board and has proven com-
petence and experience in the field of digitali-
sation. For example, as long as 25 years ago,
he started up the cloud computing service and
consulting company, Cancom SE, and for many
years ran it as the managing director. Today, he

uses the digitalisation competence and expe-
rience acquired there to influence the conceptual
planning and implementation of digitalisation
measures at AL-KO Kober SE. Under his decisive
influence, it was decided that, in future, a large
portion of the company investments would be
made in digital technologies and trends. He was
also the driving force behind the digitalisation of
products in the company’s gardening tool divi-
sion, for example, the robot lawnmower, which
is now one of the company’'s most successful
products.

(Source: Molitor 2018, press release AL-KO
2018)
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PROCESSES IN FAMILY BUSINESSES

4.1 | DIGITALISING PRODUCTS
AND SERVICES

s stated above, one of the two approaches to

digitalisation in the company is that of the
product and/or service range. The term “product
and/or service digitalisation” refers to companies’
retro-fitting existing products and services with
digital technologies or even applying their inno-
vation skills to create completely new digital pro-
ducts and services.” However, this approach runs

counter to an essential characteristic of family
businesses: that family businesses often feel a
sense of commitment towards their well-estab-
lished, proven range of products and services, as
these once made the company strong.'® In many
cases, an emotional bond even develops with
products or services which have matured over
generations and often constitute the identity of the
family business.’ Against this background, family
businesses often find it difficult to make any sub-
stantial changes to their traditional product and
service range.

This process can be achieved as follows:

e Augment, don't reinvent:

¢ Digital additional services:

© Strategy: The gentle digitalisation of products and services

While it is understandable that family businesses wish to protect their traditional products and
services as, in many cases, these have given the family business or brand its unique identity,? it is
of course also advisable for family businesses to digitalise their product ranges, in order to establish
a more competitive position or, at least, keep pace with the competition. Here, the strategy of
“gentle digitalisation of products and services” lends itself as a useful option for family businesses.

Rather than completely re-inventing existing products and services and radically digitalising
them, it often suffices to make small changes by carrying out minor enhancements of existing
products and services to include digital technologies. The toy manufacturer LEGO, for example,
has managed to retrofit many of its toys with digital technology without destroying the identity of
these products: LEGO model trains have been equipped with digital remote controls and LEGO
model cars with digital sensors and robot technology. This has made it possible to augment the
operation purpose and product benefit, and also increase customers’ enjoyment of the toys.

Parallel to the existing product and service range, it may also be possible to offer additional,
digital products. For example, over recent years, the toy manufacturer LEGO has been very
successful in marketing cinema films and video games in which certain Lego figures have
adventures in an animated “LEGO World”. This digital additional product range enables LEGO to
enhance the customer experience as well as product benefit.

Such “gentle” digitalisation measures enable the essential identity of the products and services to
be preserved, yet offer the advantages discussed above.

7 Cf. Stief, S. et al. (2016).

'8 Konig, A. et al. (2013); Kammerlander, N. & Ganter, M. (2015).
o Cf. Wimmer, R. (2011).

2 cf. Wimmer, R. (2011).
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© Strategy: Market radically digitalised product innovations under a new label

For companies, digital technologies can bring radical product and service innovations and, of course,
in family businesses too, completely new product innovations may result from the research and
development work. These innovations can display such a radical degree of innovation, compared
to the traditional product range, that family businesses often see them as a threat to the identity
and character of their traditional products or brands.? Therefore, in the case of radical product
innovations that differ from the traditional product range so much as to endanger their unique
identity, family businesses would be well advised to follow the strategy of putting them on the
market under a separate new brand. This creates a separation between the radical product inno-
vation and the traditional product range in the perception of customers and, thus, removes the fear,
described above, of detracting from the identity of the traditional products. This strategy has, for
example, been pursued by the family firm, Ravensburger: the puzzle and boardgame manufacturer
expanded its traditional product range to include video games, but markets these under a new brand,
“Ravensburger Digital”, whose logo differs considerably from the traditional logo, both in colour and

shape.

4.2 | DIGITALISING PROCESSES

s stated at the outset, a second way of

bringing digital innovation to a company is
the digitalisation of processes, particularly core
processes, such as the central value-creation pro-
cess. However, a frequent characteristic of family
businesses often hinders this digitalisation option:
analogous to the attachment to traditional product
and service ranges, family businesses often focus
on entrenched business and value-creation pro-
cesses.?? For as long as this traditional orientation
of the company yields sufficient revenue potential,
such companies are extremely successful. How-
ever, it is often said of family businesses that they
work to build up one successful revenue model for
too long and thereby fail to perceive the warning
signs of a changing environment (keyword: digitali-
sation), thus missing the chance to adapt their
business practices to those changes.® The fate of
the traditional mail-order company, Quelle, is an
eloquent example of this lack of adaptation dyna-
mics. In Quelle’s case, years of pursuing a classic
catalogue business resulted in the company mis-
sing the opportunity to exploit the first digital
technologies and trends, in this case characterised

2,22 Cf. Wimmer, R. (2011).
2 Cf. Deshpandé, R. & Farley, J. (2004.
% Cf. Wimmer, R. (2011).

by the rise of the use of digital technologies in
online shop systems. Eventually, that path led to
bankruptcy, with the loss of thousands of jobs. This
stubborn clinging to supposedly well-proven pro-
cesses is inward-looking and thus prevents a com-
pany from seeing the bigger picture beyond its own
boundaries.?* This is why family businesses often
fail to recognise promising new digital technolo-
gies and digital trends as opportunities at an early
stage and to implement them in innovative proces-
ses and business models for their own company.

In addition, the digitalisation of processes in
companies — no matter whether family or non-
family business — is typically hindered by another
characteristic: the resentment it arouses, particu-
larly in the core processes in the company, among
the staff who are part of those processes. Here,
there is a fear of the new and unfamiliar, either
because the staff do not know how to operate the
new technologies, or because they are connected
to changes in the well-established organisation
of their work or, in the worst case, because the
new technologies could make the workforce redun-
dant.? This fear among staff is usually stronger in
family businesses than in non-family businesses,
as confirmed by the results of a study conducted



by Spitzley und Priigl (2017), according to which,
gaining staff acceptance of digitalisation is the
second greatest challenge in the process of digital
transformation in the family business. The reason
for the greater prevalence of this phenomenon in

4| DIGITALISING PRODUCTS AND PROCESSES IN FAMILY BUSINESSES

family businesses is the business family’s special  even belong to the extended family.

relationship with the workforce — an aspect high-
lighted in the literature time and again. This rela-
tionship is often shaped by values like “a common
bond” and “a sense of family”; in the culture of
family businesses, members of staff frequently

© Strategy: Bring about a culture change

The lack of acceptance of new technology and the focus on entrenched business processes require
a process of rethinking at the cultural level of the family business - i. e. at the level of the corporate
system of values and standards. If digitalisation is anchored as a value in the corporate culture of
a family business, that has a positive effect on the degree of acceptance of digitalisation and the
rethinking of outdated processes. As already indicated, family businesses frequently follow a
traditional culture of consensus, characterised by concrete values such as a common bond and
a sense of family, loyalty and tradition.?¢ Family businesses that want to successfully accomplish
the process of digitalisation must therefore manage to effect a change of culture from a more con-
sensus-oriented model to a flexible culture of innovation, characterised by creativity, adaptability,
flexibility and a willingness to take risks.?” It is not necessary for one culture to be completely
replaced by the other; it is often sufficient simply to move closer to a flexible culture of innovation.

Such cultural adaptation affects the way that all staff in the company think and provides a frame-
work for basic modes of behaviour, which the staff then learn and adopt as a guiding principle.?®
The following are concrete examples of such codes of behaviour in relation to digitalisation:

e “Openness to digitalisation in my own company”

e “Recognising digitalisation as an opportunity for the family business, not a threat”

* “Identifying the potentials of digitalisation for the operational sequences and processes in my
area”

e “ldentifying the potentials of digitalisation for our existing and new products and services”

e “Providing a creative space for each member of staff to actively contribute their own ideas and
solutions to the digitalisation process”

In this way, the digitalisation of processes is given greater importance and the habit of stubbornly
pursuing supposedly long-proven processes is broken. This form of corporate culture can guide
and move the activities of all staff efficiently and innovatively to support the digitalisation efforts.
In addition, once embedded in the corporate culture in this way, this approach is able to allay
potential fears and resentments relating to digitalisation and foster an appropriate acceptance of
that process.

This process of acculturation in the family business should go through three phases:?
Phase 1: As discussed above, the business family plays a dominant role in establishing the culture

in the family business, no matter what role it plays in the company. In both roles, the family signals
its support for a certain culture and enacts it in its everyday decisions and actions. The business

26

Cf. Deshpandé, R. & Farley, J. (2004); Wimmer, R. (2011).

2228 Cf. Heider, A. (2017).

29

Based on the work of Hiilsbeck, M. et al. (2016).
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family must therefore actively understand and review its current value system (see above). In order
to accomplish the digitalisation of company processes, that value system must undergo critical
scrutiny, followed by an adjustment, as described above.

Phase 2: The new value system should then be discussed with the company staff in particular.
This makes it possible not only to gain the allegiance of key people and multipliers in process
digitalisation to the new culture, but also to gather important feedback from them for any adapta-
tions that may be necessary.

Phase 3: In this final phase, the new value system is communicated to the staff by the business
family. Here, it is particularly important to not simply communicate results and issue directives for
new modes of behaviour. Rather, this phase must take the form of an open dialogue. It must be
made clear to each member of staff how the new value system has come about, why it is important
and binding, and how it will affect personal working areas. In the course of communicating the
new value system, the business family must clearly signal its support for it and identify completely
with the change. The credibility of the digitalisation-centred corporate culture does not depend
on announcing policies, but primarily on setting an example. Whether, and to what extent, it is
accepted and internalised by the staff ultimately depends on the behaviour of the company
management and the business family.

© Strategy: Make the staff co-creators of digitalisation

As described, staff fears of the potentially negative consequences of digitalisation are usually
more marked in family businesses than in non-family businesses. Thus, there are fears among the
workforce that digital technologies and trends will devalue their own work or even render it com-
pletely obsolete.*® The reason for the greater fear among staff in family businesses is the business
family’s special relationship with the workforce, which is often imbued with values like “a common
bond” and “a sense of family”.®

As described, this fear among staff can be allayed through an appropriate change of culture. In
addition, it is advisable to include the staff as active co-creators of process digitalisation. Asking
staff to actively examine the extent to which digital technologies and trends could simplify or
accelerate the processes in their everyday working life, and furthermore to submit suggestions for
optimising organisational processes with the aid of digital technologies and trends, not only shows
appreciation for staff but also prevents the development of fears and resentments.

Here, it is important to give staff the creative freedom for such active participation, for example, by
allowing them time off from work to develop ideas. In addition, appropriate incentives should be
created, for example, through a staff suggestion scheme. The practical example of the family-
owned company BPW KG, described in Chapter 5, illustrates that staff participation in digitalisation
can work successfully.

% Cf. Spitzley, D. & Priigel, R. (2017).
3 Cf. Wimmer, R. (2011); Bretschneider, U. & Heider A. K. (2018).




5| A CASE STUDY:
DIGITALISATION AT BPW KG

Author: Marcus Sassenrath, Manager of IT and Digital Strategy at BPW KG

H aving elaborated on possible strategies for
product and process digitalisation in family
businesses in the previous chapter, this concluding
chapter describes the successful implementation
and application of such digitalisation strategies,
based on the example of the family business BPW
Bergische Achsen KG.

Founded in 1898 in Wiehl in the Bergisch region
in the west of Germany, BPW Bergische Achsen KG
(hereinafter BPW) has grown into an international
family business, owned and managed by the fifth
generation of the Kotz family. Today, with over
1,600 staff, the family business develops and pro-
duces complete chassis systems for truck trailers
and truck semitrailers at its headquarters in Wiehl.
BPW's product portfolio includes, among others,
axle systems, brake technologies, suspensions
and bearings. Millions of BPW trailer axles and
chassis systems are used all over the world.

5.1 | DIGITALISING PRODUCTS AT
BPW KG

I n the course of digitalising its core product - the
chassis systems — BPW primarily uses digital
technologies, such as sensors and telematic sys-
tems. These technologies are built into the chassis
systems in order to warn of the overheating of the
brake system, for instance, or to monitor the wear
and tear of individual parts of the chassis or to help
consumption optimisation.

Furthermore, since 2018, BPW has equipped its
chassis with digital QR codes. Using a smartphone
or a tablet, customers and workshop staff can
obtain additional information on every individual
component of the chassis, including lists of replace-
ment parts, maintenance manuals or servicing
documents, digitally displayed to facilitate the
search for the correct replacement part.

The latest digital innovation from BPW is a
reasonably priced and robust sensor unit (a
“tracker”), which is attached to the load carrier of
the product. At BPW, the digital tracker supports

the delivery of the finished chassis to the customer
by continuously gathering information on the state
and position of the load and transmitting it to
BPW. This solution not only creates transparency
throughout BPW'’s supply chain, and contributes
to the automation of sub-process steps which
have been carried out manually up to now, but also
gives information as to the precise whereabouts of
the expensive carriers, which are sent back after
making the delivery to BPW.

As an additional digital service, BPW offers a
“mobile spare-part storeroom” to truck repair shops
and large hauliers with their own repair shops, set
up directly on the customers’ business premises.
The “upBox” is a robust 40-ft. sea container, fully
equipped with shelves, air conditioning, video sur-
veillance and digital radio and security systems.
This mobile spare-part storeroom is equipped with
an individualised assortment of 1,300 to 2,000
replacement parts, which are available around
the clock. Each replacement part has an RFID tag
attached and its removal by a customer is regis-
tered in an automatic, contactless procedure. In
less than a second, the system records all ingoing
and outgoing parts and updates the inventory data
in real time. Meanwhile, a list of part numbers
appears on a computer screen for the user, which
are checked and confirmed on the touchscreen.
The invoicing, reordering and restocking proce-
dures are fully automatic and regulated by BPW.

These four measures embody the strategy
described above of “gentle product digitalisation”
(cf. Chapter 4.1) at BPW. In this way, the company
is intentionally avoiding a radical overhaul -
through digitalisation — of the vehicles which, since
its founding in 1898, have grown to be the product
that embodies BPW'’s identity. Making only minor
alterations to the core product (fitting it with sen-
sors and QR codes) preserves the product’s identi-
ty. Nor do the additional digital services offered
(the mobile spare-part store and the tracker) threa-
ten that product identity. Rather, these additional
services have the opposite effect: they have
the potential to increase the customer benefit of
the core product still further and, thus, to increase
customer satisfaction and loyalty in the long term.
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5.2 | DIGITALISING PROCESSES
AT BPW KG

5.2.1 DIGITALISING PROCESSES IN
AXLE ASSEMBLY

Since 2017, BPW has relied on the digital trend
“Industry 4.0” in its axle assembly. Specifically,
this digitalisation of the core assembly process
takes the form of assistance systems and robots
which support the staff in assembly and automate
the processes. Using digital assembly terminals,
scanners and touchscreens, the staff can see in-
formation relevant to the customer order, monitor
the assembly process and, if necessary, intervene.
The digitalisation of this process at BPW also
envisages digital networking and integration with
or of adjoining departments, such as the store.
Every component required for the assembly pro-
cess is given a digital chip for identification,
which makes it possible for the component to be
collected from the store, automatically, at the right
moment in the assembly process.

In introducing and implementing the Industry 4.0
concept in the assembly department, BPW is
pursuing a strategy which Marcus Sassenrath,
Manager of IT and Digital Strategy, describes as
follows, “Digitalisation at BPW is bringing with it a
change in culture, which includes the involvement
of staff in a new way of thinking and new metho-
dical concepts.” Specifically, this takes the form of
staff being actively included in the “Industry 4.0”
concept, both in the conceptual planning and the
later implementation: the staff have not simply
been informed of the accomplished facts, but quite
consciously included in the planning processes;
their requests and opinions are listened to and
taken into account, and they are even allowed to
develop their own ideas and plans for digitalising
“their” department. In this way, BPW has managed
to allay the initial fears and resentments of the
staff in relation to the digitalisation of the assembly
process, that is, it has built up an appropriate
acceptance of that process (see the strategy
“Make the staff co-creators of digitalisation” in
Chapter 3.2), well in advance, and has indeed

managed to convert the staff in the assembly
department into co-creators of the process digita-
lisation. The fact that this strategy achieved its
desired effect is verified by independent staff sur-
veys, as well as numerous awards, including “The
fairest company”, one of the “Top 100 Employers”,
“Digital Champion” and one of Germany's best
training companies.

5.2.2 CREATE A PRO-DIGITALISATION
MINDSET THROUGHOUT THE COMPANY

For several years, BPW has been trying to esta-
blish a company-wide “pro-digitalisation mindset”,
requiring a strategy to “Bring about culture change”,
described above (cf. Chapter 4.2). At the beginning
of this systematic transformation process, BPW
conducted an analysis of its degree of digital readi-
ness with a consulting firm, which examined and
assessed where BPW'’s staff stood regarding the
issue of digitalisation; the process included a sur-
vey of staff acceptance regarding the speed of
change, internal collaboration and communication,
and staff fears.

One of the most important recommendations for
action was the creation of a shared understanding
of digitalisation and its challenges for the com-
pany. This was subsequently developed by the
Manager of IT and Digital Strategy and agreed with
the executive management. Based on this concept,
known as “Digitalisierung@BPW", workshops were
then held with all business units, in which the BPW
digitalisation concept was explained. Taking this
as a starting point, digital areas of activity for the
business units were devised and prioritised for a
medium-term perspective (2 to 5 years).

In this way, it was possible to realign the attitude
to digitalisation across all BPW staff, through a
systematic change of culture over the last few
years. This was achieved not only because the
digitalisation of processes was prioritised in the
company as a whole, but also because the habit of
stubbornly clinging to supposedly long-proven pro-
cesses at BPW could be broken (cf. strategy of
“Bring about a culture change” in Chapter 4.2).
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CONTACT

WITTEN INSTITUTE FOR
FAMILY BUSINESS (WIFU)

he Witten Institute for Family Business (WIFU)

of the Faculty of Management, Economics and
Society of Witten/Herdecke University is a pioneer
in Germany’s academic research and teaching on
the special features of family businesses. Three
fields of research and teaching — business adminis-
tration, psychology/sociology and legal sciences -
mirror the factors shaping family businesses. This
has enabled the WIFU to develop a unique exper-
tise in family businesses, made possible by a group
of 75 family businesses. As an institute for family
businesses, the WIFU can thus work to support
family businesses on an equal footing with them.
With its current 20 professors, the WIFU has made
significant contributions to the cross-generational
viability of family businesses for over 20 years.
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Research Assistant at the WIFU Endowment
Chair of Family Business Management

E-mail: anne.heider@uni-wh.de

Prof. Dr. Tom A. Riisen

Managing Director of the WIFU

E-Mail: tom.ruesen@uni-wh.de

Prof. Dr. Marcel Hiilsbeck

Academic Director of the WIFU/

Holder of the WIFU Endowment Chair of Family
Business Management

E-mail: marcel.huelsbeck@uni-wh.de

Witten Institute for Family Business (WIFU)
Department of Management and Entrepreneurship
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