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“Dabur before self”, responded Mr Duggal,
the CEO of Dabur, when we asked what he
is looking for in his successor. Stewardship
is central to our investment philosophy at
Stewart Investors, and the importance of the
quality of incoming leadership cannot be
understated. The risk, however, is that we
arrive at conclusions too quickly or use the
wrong measuring tape.
As investors, we are, at best, very interested
spectators evaluating a football team. We might make
educated guesses as to who or what type of leader the
next captain will be through conversations with the
owners and current management and by occasionally
watching the team in action for an hour. What we
do not get to see is the many years of preparation
and behind-the-scene deliberations that precede a
transition.
On our recent trips to India and Taiwan we came
across many businesses that have either just made a
leadership transition or are in the process of making
one. We have come to the conclusion that there is no
formula or recipe for getting succession right. A lot
depends on the people making the decisions and the
circumstances in which they are made. For familyowned businesses in particular, succession is often
a far more complicated issue than investors care 		
to appreciate.
Dabur is majority owned by a family in its fifth
generation and, not surprisingly, there are now five
branches of the family. The previous generation had
the foresight to hand over management to
professionals following years of average performance
by the company. While this transition did not work
initially, they stuck to their chosen path. This decision

has benefitted the company and its stakeholders
immensely in the last 15 years. We have seen with
other companies that a growing family can involve
many challenges, especially when the various
branches of the family start heading in different
directions (the Swiss company Sika is a good
example). Dabur’s long-term success now depends as
much on the family acting in concert as an effective
steward as it does on who succeeds Mr Duggal.
In the case of Cholamandalam Finance, the opposite
happened. Professionals ran the company to the
ground and this necessitated a family member
returning to regain the trust of stakeholders,
particularly the employees. As outsiders we may fail
to appreciate why certain decisions are taken. The
risk is we try to assess these from a rather shortsighted shareholder point of view. One of the most
common ‘wisdoms’ of investors is that professionals
make better managers of companies than family
members. In our experience this is often not true.
Marico’s founder, Harsh Mariwala, stepped back
three years ago and appointed Saugata Gupta to be
the next CEO. He chose a professional he had
groomed for a decade over his son. He was, rightly,
nervous about exposing his successor to the
investment community too soon as he knew he might
be judged in an hour for a decision he took many
years to reach.
Godrej Consumer is taking a different path. They
have a professional CEO, Vivek Gambhir, but family
member Nisa Godrej is heavily involved in important
aspects of the business. Common sense and
experience of dual command structures tells us that
these seldom work. But the best companies are rarely
built on common sense! Quite often dual structures
are a product of the egos of outgoing management, or
an attempt to blur accountability. In the case of
Godrej we believe it is neither of these things. It was
Nisa Godrej who first introduced Vivek to the
company as a consultant. Despite this history she
feels quite at ease referring to him as a mentor. The
family acts as a proper check and balance and their

interests are fully aligned with those of long-term
shareholders. But it’s still early days for Godrej. We
need to avoid falling into the trap of attributing any
short-term blip in performance to this arrangement as
this would unduly pile on unwelcome pressure.
Pidilite, an Indian adhesive company, has been on a
journey to professionalise over the last eight years
which was carefully planned. The first step was to
improve the quality of the board, then slowly ease out
family members from management. The process was
completed with the appointment of Mr Bharat Puri as
CEO last year. Mr Puri had been a board member for
many years prior to his appointment as CEO, which
had given him a ring side view of the transition
process. Pidilite’s change in course was not
necessitated by a crisis, as is the case with so many
companies. They recognised early that the next leg of
their voyage required a depth of professional
experience that was not available to them. It is akin to
moving from steering a ship in a river to steering one
in the open ocean. Like Godrej, a highly qualified
family member will continue to help the professional
captain while ensuring the company’s culture, which
has been carefully cultivated over many decades,
remains intact.
In Taiwan, Taiwan Semiconductor (TSMC) are
transitioning from the first generation of
management. Morris Chang, the founder CEO of
TSMC, had to return from retirement in 2009 when
his successor made some poor decisions. While
question marks hang over who will steward this
business in the future, we hope some valuable lessons
have been learned. What TSMC does helps inspire
and influence much of corporate Taiwan.
Some of the best managements in Taiwan are
adopting a hybrid approach. The founders of most of
these companies are engineers who like being
involved in research and development but not
necessarily the many other responsibilities that come
with being CEO. Mr Wang, the founder of Airtac,
handed over management duties to a professional
and is now dedicating most of his time to product
development. In a Taiwanese context, and given his
age, this seems like quite an unusual and proactive
step. It could be a good outcome for Airtac as the
business will receive the attention of the founder
where it matters most. He has also displayed a
complete lack of ego by choosing not to be the face of
the company he built. It is difficult to find a mention
of his name on the company website.
Bruce Cheng of Delta Electronics stepped back in
2012, handing the role of Chairperson to Yancey Hai
and that of CEO to his son, Ping Cheng. This did not
happen overnight. Yancey spent 13 years working
closely with Bruce before stepping up. Ping Cheng
has very big shoes to fill, not least because of Bruce’s
track record, but also because he has to face far more
scrutiny than his father did at a similar stage of his
career. The combination of a family steward as CEO
and a professional Chair could be powerful. The

employees of Delta need to be able to place their faith
in someone or something. In the past it was Bruce’s
leadership. Today, it is a clear sense of purpose: to be
a top class technology company trying to make the
world a better place. This sense of purpose should
hopefully enable Yancey Hai and Ping Cheng to steer
the organisation towards a common goal with
support from senior management that they might
otherwise have lacked, especially when they make
mistakes. Technology businesses often go on
complicated journeys and their leaders have to
navigate many turns. Some wrong turns can only be
managed if experienced passengers help the driver
get the bus back on track.
Meanwhile, back in India, Mr Duggal is looking for
someone who believes in Dabur’s products and
philosophy, not someone who is just looking for
financial rewards. He thinks his successor will be
different and will make some mistakes, but will
succeed if he or she has absolute faith in Dabur’s
purpose and is given a long enough time horizon by
shareholders. This is no different from how we, at
Stewart Investors, have viewed and planned
succession, and how our clients evaluate us. Why
should we judge the managements of companies any
differently?
We are reasonably sure the authors of many
management books and many in the investment
community might heap scorn on many of the
succession arrangements we have described. We
think it is important when looking for stewardship
that we do not apply templates of what works. The
cases we have spoken about are not romanticised
versions of how a successful company is built, but
rather evidence that there is no perfect recipe for
building one. A key ingredient, however, is a shared
passion for the long-term purpose of the company,
without which even the best leaders can falter during
times of stress.
Our challenge as investors is to understand and form
a view on the intent behind each approach to
succession as much as on the outcome. It is no
surprise that the first part of the word succession is
success. We need to ensure this success is measured
over the long-term and not over the next quarter or
the next year. It is the same measuring tape our
clients have chosen to use when they evaluate us.
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