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PART 1



THE NEW AGE OF UNCERTAINTY


Doubt is not a pleasant condition, but certainty is absurd.


—Voltaire


Uncertainty is rarely the first topic to arise at a cocktail party, or the breakfast table, or even the boardroom. If anything, the modern world has been designed to reinforce a sense of perpetual predictability. Those of us fortunate enough to live in affluent societies have learned to expect that light will brighten a dark room at the flip of a switch, clean water will flow with a twist of a faucet, and a few taps on our phones will bring fresh groceries to our doorstep, or an Uber to shuttle us safely to dinner. With so much convenience and certainty, it’s easy to take for granted the many invisible institutions and infrastructures—both private and public—that enable such an effortless, on-demand lifestyle, 24/7/365.


It is only once we step outside of the comfort and safety of these so-called advanced economies that we begin to understand how control is just an illusion: a superficial layer of stability masking much deeper structural volatility. In these less predictable environments, we are reminded that uncertainty is the rule rather than the exception. Blackouts are pervasive, potable water is a luxury, grocery shelves are often bare, and it’s best to avoid getting into cars with strangers.


This book is about how enterprising families have managed to thrive for generations under precisely these conditions, and what their survival and success have to teach business leaders everywhere. Why, you might wonder, would operating in New Delhi or Lagos have any relevance to some of the world’s most sophisticated businesses in New York or London? The answer is simple: stability within these privileged environments is evaporating before our very eyes. Polarization is increasing and trust in institutions is declining, a sharp reversal of a global trend that has supported economic development and commercial activity for nearly a century. Consequently, success will require a fundamentally different approach to governance, organizational design, and business strategy.


As you’ll learn in the chapters ahead, family enterprises operating in frontier economies have developed a unique form of resilience1 to help them thrive in turbulent times. In fact, some of the most incredible examples of resilience and innovation in modern corporate history were forged during protracted crises. The stories of DuPont and Cargill during the American Civil War and Marriott during the Great Depression remind us that uncertainty is as inescapable as gravity—a natural force that has guided human affairs for thousands of years, and one requiring a special form of strategic vigilance and foresight.


What then should we make of the past half-century of unprecedented economic, political, and social progress? Though we may not have reached the “end of history” that some thought possible after the Cold War, haven’t we at least achieved an “end of uncertainty”? In many ways, the decades since the end of World War II have been a golden age of stability and prosperity—certainly for those living and working in the West.2


In the most affluent societies, the rise of sophisticated public and private institutions spawned technologies, networks, and infrastructure that improved countless lives and generated vast fortunes. They incubated some of the largest and most valuable companies in history, from Microsoft and Apple to Tesla and Walmart. But they also unleashed powerful economic, ideological, and environmental forces that are increasingly shrinking corporate lifespans, destabilizing entire industries, and threatening the modern world order.3


For the handful of countries that created, sustained, and benefited most directly from these oases of stability, the coming storm will be most disruptive. Like immune systems that haven’t been exposed to diseases in years, their governments, companies, and citizens have no living memory of what it’s like to navigate tumultuous waters, and they are ill-prepared for the greater volatility that lies ahead. Over the past several decades of relative peace and prosperity, they have become less resistant to new threats, and are now more fragile and prone to collapse.


However, outside this privileged club of advanced nations, instability and scarcity are endemic, as they have been for most of human existence. Consequently, those living and working in emerging and frontier economies are naturally better prepared for the New Age of Uncertainty that lies ahead, and their experience provides us with extraordinary lessons about resilience4 and longevity.
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RISKY BUSINESS


Both as scholars and practitioners, we’ve always been deeply interested in economic development, inspired by our diverse ethnicities (including Lebanese, Italian, Venezuelan, and Dutch). That said, we first became interested in writing about risk in the wake of a crisis—a literary tradition that goes back to the dawn of recorded history.5 From ancient battles through the middle and modern ages, many curious minds have sought to understand how the world’s great empires—both political and economic—were so prone to rise and fall.


The initial catalyst to develop and share our own perspectives on risk was the onset of the Global Financial Crisis in 2007. At the time, many business leaders, policymakers, academics, and citizens were just beginning to understand that a complex modern society—one that had previously seemed so powerful and resilient—could in fact be quite fragile and prone to systemic collapse. However, it was only years later, on June 18, 2014, that our early research took an unexpected turn, changing our understanding of organizational resilience in the face of chronically elevated uncertainty.


That morning, we received an article from a close friend about a shooting at a hotel in downtown Caracas. A German businessman had arrived at Simon Bolivar International Airport and gotten into an armored car with his security detail. Together they drove into the heart of the city and up the long winding driveway of the Eurobuilding Hotel, one of the few luxury properties remaining in Venezuela’s capital. As he stepped out of the car and into the gilded foyer, he was promptly gunned down by two armed assailants, who snatched his briefcase and sped away on their motorcycle into the chaotic downtown traffic.


While this was clearly a dramatic event, the story isn’t particularly remarkable for anyone who has been tracking the slow-motion train wreck that is modern Venezuela. After all, in that same year there were an estimated 24,000 murders in the city of Caracas—more than Baghdad at the height of the US occupation—making it the murder capital of the world. That’s over 65 murders every single day. To put this in context, in major American cities of a similar size (such as Los Angeles, Chicago, or Houston), there were between 100 and 600 murders that year, or less than two per day.


But the most intriguing detail from that particular story was the scene of the crime. We often stayed at the very same hotel when visiting our clients in Venezuela, including once only weeks before the shooting. What’s more, we followed the exact same sequence from the airport into the city. That article could easily have been written about us.


As you can imagine, these parallels elicited a predictable range of reactions from the mundane to the sublime. For instance, we prioritized finding a more secure hotel for future visits and doubled down on personal security. We also began meeting in neighboring countries where our client had built a network of offshore distributors, and took comfort in the protected status of health-care companies within the otherwise anti-capitalist Chavista regime. Most importantly, we gained a deeper and more visceral understanding of what it means to operate daily under conditions of elevated uncertainty and diminished trust, and how this is categorically different from what gets taught in most Western business schools.


This incident prompted a broader reflection that now seems obvious in hindsight, though at the time it was hiding in plain view. There are many parts of the world where external stability is elusive, and existential crises are not acute but chronic. To survive and thrive in these environments, leaders need to focus on building internal stability before investing in growth. For instance, when supply chain disruptions are pervasive, many organizations build redundancy and diversity directly into their core operating model. Despite the added cost and inefficiency, their mantra is “just in case,” not “just in time.” This focus on resilience may fly in the face of Western “best practices,” but it is also necessary for survival and success.


As we dug deeper into these structural differences, we also observed another unique characteristic—the extremely high prevalence and influence of enterprising families in volatile environments. Early in the book, we’ll examine how family businesses are the dominant organizational form in these economies, representing up to 90 percent of all economic activity, employment, and R&D. Many of these businesses are so-called mom-and-pop shops—local restaurants, convenience stores, retailers. But some are among the largest and most systemically important private enterprises on the planet, global brands that many of us would easily recognize (though often not as family-controlled), and they each overcame significant odds on their path to success.


Interestingly, we found that these families are more inclined to invest in, and care for, the communities they serve. Some even take it upon themselves to build critical public infrastructures that are often overlooked by local governments, yet which enable commercial and social life to flourish. In both our research and our work, we’ve seen countless examples of family firms investing in roads, bridges, hospitals, schools, community centers, housing, and even telecommunications grids to help fill these institutional voids. The willingness to take on this role naturally fosters loyal and trustworthy partners, customers, and employees, generating another unique source of resilience while also driving economic development.


To be clear, our families can be sources of both organizational stability and instability, as Ivan knows only too well. He grew up in Venezuela, where his father founded Segurosca, which evolved into Grupo Lansberg, among the largest insurance brokerages in Latin America. While he never held a managerial role, Ivan was in graduate school when the succession planning exercise began, and he sat in on many of the meetings. In the end, Ivan’s older brother and a non-family executive took control of the business, committing to a fast growth strategy fueled by debt financing at a time when the country was about to enter into an economic tailspin. Shortly after the transition, interest rates shot up, the new leaders were unable to keep servicing the debt, and the business eventually failed. It left Ivan with a strong sense of the complexity of managing a business at a time of acute crisis, as well as the ancient truth that through adversity, lessons can be learned and a deeper understanding can emerge. A more nuanced view, therefore, requires us to understand families as both a feature and a bug of modern capitalism.


WHY UNCERTAINTY MATTERS


This book is a product of our own experiences and our curiosity about what it takes to succeed in turbulent times. It reflects an eclectic combination of academic and intellectual interests inspired by our different backgrounds. One of us grew up in Canada—among the safest places on Earth, though not without its own extremes. The other was born amid the lush beauty of Venezuela during the golden age of Latin American development—then observed with sadness and frustration the country’s descent into economic and political chaos. One of us is naturally inclined to an “outside-in,” systems-level view—particularly through the lens of macroeconomics, geopolitics, and ecology. The other is more inclined to an “inside-out” view—particularly the dynamic family enterprise systems that shape our understanding of the world and form the building blocks of modern civilization.


These diverse perspectives have enriched our friendship, partnership, and scholarship for years. Consequently, writing this book together was a great joy, and an opportunity to capture our latest thinking on what it takes to achieve enduring intergenerational success. It was informed by decades of research and teaching at the Kellogg School of Management and Harvard University, and especially through our work advising leading families around the world over the past thirty years. After all, as Kurt Lewin, the father of social psychology, once observed, “If you want truly to understand something, try to change it.”


We quickly realized that popular business school case studies about the Waltons and Arnaults didn’t reflect the complex realities our clients and students were facing in places like São Paulo and Mumbai, where operating conditions would make a Fortune 500 CEO blush. Nor were they well suited to prepare leaders for moments of crisis and turmoil, as many now expect virtually everywhere in the years ahead. So we studied both G7 countries like the United States and Canada (where predictability has been the norm for most of our living memory), and, importantly, those less-well-understood family businesses operating fearlessly in frontier economies like Venezuela and Ukraine (where disruption is a daily ritual).


In some cases, we discovered that entrepreneurial endurance was an intentional goal, emerging from proactive planning and the anticipation of adversity. For others, it was the gift of good fortune: being in the right place at the right time. Still others learned the hard way from catastrophic failure, and found the strength and stamina to pivot and rebuild. Importantly, in every case featured throughout the book, we found that the owning families themselves played a critical role in helping their enterprises to adapt and grow.


Building on these insights, we begin the book in Part 1 by laying out both the familiar and the unfamiliar contours of the “frontiers of capitalism”—that is, the unique challenges and opportunities that come with leading a private enterprise under conditions of chronic scarcity and turmoil. We then explore the origins of stability, and how social systems invest with intention to exert greater control over their environment. This includes an introduction to external stabilizers, such as private contracts and public markets, which operate like lighthouses in a storm, encouraging individuals to venture out in search of commercial opportunity. We also include a thorough examination of internal stabilizers, such as a family’s core values and risk management systems, which act like the ballasts on a ship and help organizations remain on course. Such stabilizing investments are not random, but fall into seven distinct and replicable patterns, which, as we’ll show, can be strategically deployed before, during, and after a crisis to enhance performance.


Then in Part 2 we dive into the heart of our framework and examine these stabilizing strategies one at a time. In each chapter we introduce an iconic case study that exemplifies a particular strategy, which we’ll then explore in greater detail. These will include:


• A Peruvian family that built a soft drink company from the ground up during an active terrorist conflict, whose company has since become an international giant challenging first-world multinationals.


• A Korean family best known for exporting dried fish, before being tapped by a visionary government to help modernize the country, eventually becoming a global titan of technology and industry.


• A Syrian family whose entrepreneurial successes were unceremoniously seized after a military coup, forcing them to migrate into a neighboring country to start from scratch, where they rebuilt an international empire.


 • A Haitian family whose iconic hotel business has been tested by every form of disaster imaginable, from earthquakes to coups to rampant crime and economic collapse, yet has endured against the odds.


• An Indian family that started its business in cotton exports under the British Raj, pioneering some of the most progressive worker benefits and social programs in history, before growing into one of the largest and most successful global conglomerates.


These cases, and many others throughout the book, will demonstrate how seven stabilizing strategies have helped enduring enterprises for centuries in the face of constant adversity, and that it’s always best to be prepared.


Finally, Part 3 brings us back “up to the balcony” to explore how we can apply these inspiring stories and fresh insights to our own families, organizations, and communities. We introduce a comprehensive framework for navigating crises with confidence, managing risk in an age of uncertainty, and building an enduring enterprise that can stand the tests of time. These lessons from the frontiers of capitalism will be helpful for anyone unexpectedly confronted with risks, whether conventional ones like economic recessions, or “fat tail” disruptions such as 9/11, major pandemics like COVID-19, or international conflicts like those in Ukraine and the Middle East.


By the end of the book, you will have a new inventory of tools and inspirational case studies to leverage in good times and bad, a greater appreciation for the unique role of enterprising families in the global economy, and an achievable path to building greater resilience and long-term success wherever you live, work, and play.
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INTRODUCING THE FRONTIERS OF CAPITALISM


Trust is like the air we breathe. When it’s present, nobody really notices; when it’s absent, everybody notices.


—Warren Buffett


Trust is the great accelerant of modern civilization. It encourages bankers to lend and merchants to trade with confidence. It allows consumers to enjoy high-quality goods and trains to run on time. It helps us treat strangers like friends, and friends like family.


Leading thinkers from Confucius to Adam Smith to Francis Fukuyama have recognized that all social order begins in families, where kinship is naturally hardwired into our ancient brains.1 Step beyond our kin, however, and trusting strangers requires specific cultural and environmental conditions—external stabilizers that encourage us to venture out into the world with confidence.


For those of us who live and work in advanced postindustrial societies, consider how seamlessly we hop into an Uber and trust a complete stranger to deliver us promptly and safely to our destination—without a dollar physically changing hands. Then consider that for most of human history, trusting strangers with our lives and livelihoods was a reckless fantasy.


The German sociologist Georg Simmel was an early observer of this phenomenon, drawing from his experience migrating from the German countryside into Berlin during the frenzied urbanization of the late nineteenth century. Unlike many of his contemporaries, who saw humanity’s future in sprawling new cities, Simmel argued that we would be better off living in smaller communities, where family could provide an intrinsic source of stability and support. In these socially fragmented environments, trust is nurtured within extended networks of relatives, rather than manufactured “synthetically” through commercial contracts. But in the growing industrial cities of Western Europe, for the first time in history, new urban denizens were more likely to trade with strangers than with family, rarely with the same stranger twice, and increasingly via common currencies rather than personal favors or credit.2


These economic and organizational developments prompted a shift away from the foundational constructs of Confucius and Aristotle that celebrated our natural trust in family—what Simmel’s colleague Ferdinand Tönnies called Gemeinschaft, or informal “communities.” In its place, various structures and incentives emerged to induce broader trust in “the system”—what Tönnies called Gesellschaft, or formal “societies.”


Prior to this mass urban migration, we were more likely to visit our town baker to purchase bread on credit (Gemeinschaft) than shop at Walmart with a tap of our phone (Gesellschaft). Though it may seem trivial to modern observers, such change is more than just a shift in habits. This more transactional form of exchange also requires additional stabilizing infrastructures like reliable banks, courts, and regulators, which help us to build trust in the quality of the bread, and in the value of the currency changing hands. It also requires reliable power grids, telecommunications networks, supply chains, and public markets to ensure that growing populations can access these basic resources whenever and wherever they want.


Over centuries, the scale, scope, and sophistication of these public institutions became one of the distinguishing features of the most advanced economies—market democracies such as the United States, Japan, and Germany, with high incomes and sophisticated social welfare programs. These high-trust, high-growth environments naturally accelerate the pace of investment and innovation. After all, when stability and abundance are underwritten by governments, businesses and households can focus almost exclusively on their private aspirations.


Contrast this with emerging economies like China, Brazil, and India, which have experienced rapid economic growth and development in recent decades but still face endemic challenges, including poverty, inequality, and corruption that limit their full economic potential and global influence. Success in these environments requires a mix of growth and resilience—because periods of rapid economic development are still punctuated by intermittent currency crises, political turmoil, natural disasters, and social unrest. With fewer external stabilizers available to enhance trust in the system, businesses and households can only afford to keep one eye on the future, with the other focused with vigilance on the present.


Now consider what it’s like to operate in frontier economies—countries such as Nigeria, Vietnam, and Venezuela, where political instability, social unrest, and economic volatility are rampant. Success in these environments is a Darwinian tournament of the fittest. Only the most resilient are able to cope with these primordial economic conditions and overcome the endemic lack of trust in all but their closest relatives.3 The prime directive here is collective survival, and any planning for the future beyond the next year or two is a willful act of fantasy.


THE GREAT ACCELERANT


Nobel Prize–winning economist Kenneth Arrow was among the first to study these structural differences in the early 1970s. In his classic work “Gifts and Exchanges,” he observed that “virtually every commercial transaction has within itself an element of trust, certainly any transaction conducted over a period of time.” He argued that “much of the economic backwardness in the world can be explained by the lack of mutual confidence.”4 In advanced economies, trust is truly like the air we breathe—an abundant resource we barely notice, but that enables commercial life to proliferate. In frontier economies, trust is elusive, and economic activity is consequently stifled.


Consider what it takes for us to feel comfortable buying from, selling to, investing in, or borrowing from a stranger. Above all else, we need a reasonable expectation that if we come to some agreement, the baker, the banker, or the broker with whom we’re transacting will honor their end of the bargain. Additionally, if for some reason they don’t, we need mechanisms such as contracts and courts to seek justice.


Without these external stabilizers, strangers will struggle to engage in mutually beneficial exchange, as they have throughout history. Humanity will remain locked in a primeval bellum omnium contra omnes, or “war of all against all,” as Thomas Hobbes warned in the mid-seventeenth century. Such institutions influence how individuals, families, organizations, and nations build and sustain trust over time, and are a key driver of social order, economic growth, and business strategy. In short, they enable the more predictable conditions within which economies can flourish.5


Throughout this book, we’ll use the term “institutions” to refer to the norms, laws, processes, organizations, and infrastructures that establish and enforce the “rules of the game” in social and economic affairs. By reducing the uncertainty that comes with trading goods and services with strangers, they exponentially increase the breadth and depth of commercial activity. Compounded over time, these institutions are powerful drivers of development. They represent one of the most important structural advantages of advanced economies over their less affluent peers.


In their 2012 best-selling book Why Nations Fail, professors Daron Acemoglu from the Massachusetts Institute of Technology and James A. Robinson from Harvard University make a compelling case that such institutions are the primary determinants of whether a society provides stability and generates welfare for all, or concentrates power and resources in the hands of the elite, leaving the rest vulnerable to shocks and collapse. These institutions come in two distinct flavors—inclusive and extractive—each of which profoundly affects economic and political outcomes over time.


Inclusive institutions help to accelerate economic development, much like fertilizing a growing garden, by protecting basic rights and freedoms and encouraging broad participation in economic affairs. When property rights are respected, businesses and citizens are more inclined to invest and innovate. When justice systems are fair and impartial, contracts can be easily enforced and disputes can be resolved without fear or favor. When public services are reliable, more people can access opportunities and participate in commercial and social life. Perhaps most importantly, when political power is broadly distributed, governments become more accountable and responsive to citizens.


Most popular business and management literature is focused precisely on how to operate effectively within these well-regulated environments, where trust and stability are ubiquitous. Today’s largest and most successful corporations are precisely engineered to capitalize on systemic predictability and abundance.


Yet the vast majority of humanity lives outside of these privileged bubbles. In these environments, extractive institutions are more pervasive, exploiting political and economic systems for the benefit of dynastic elites. As a result, citizens are less likely to engage in commerce and trade, since they are less likely to trust “the system” and feel the rules are rigged against them. Acemoglu and Robinson make a compelling case that “a businessman who expects his output to be stolen, expropriated, or entirely taxed away will have little incentive to work, let alone any incentive to undertake investments and innovations.”6


Counterintuitively, we found that trust still abounds in these exotic environments, as does economic activity. It’s simply focused on areas that receive far less attention than they deserve in the management literature, in boardrooms, and in the halls of government.


On these exotic frontiers of commercial activity, enterprising families help to bring safety and stability to the otherwise turbulent rhythms of daily life, and they do so in some remarkably counterintuitive ways. Unlike their peers in the “Global North,” these enduring families have navigated uncertainty for most of their history, and are much less fazed by “black swan” events—those unexpected, highly impactful shocks that challenge our deepest assumptions and biases. Under these conditions, families are prepared to wake up one morning and discover that their companies have been nationalized, their access to foreign currency has been restricted, a shareholder or executive has been kidnapped, or their employees are facing sniper fire on the way to work.


In the absence of reliable institutional stabilizers, enterprising families are forced to invest in stability privately, deploying a unique portfolio of strategies such as redundancy and simplification, which we’ll introduce in Chapter 4 and explore in detail in Part 2. To be clear, we’re not arguing that these private investments are a durable replacement for public stabilizers. Nor are we ignoring the fact that the relative “stability” achieved by some dynastic families can inhibit broader economic development. But as we’ll argue throughout the book, we believe these investments are essential for surviving and thriving in turbulent times.


In contrast, for those born and raised in advanced economies, sudden expropriation, currency devaluation, and social unrest remain the stuff of history or science fiction—dramatic events for binge watching, not the daily grind of corporate governance or firm management. Such existential crises are inconceivable to many leaders operating exclusively in Western capitals. Moreover, when shocks occasionally do emerge, businesses and citizens can rely on progressive public institutions, such as disaster management agencies, corporate bailouts, and stimulus checks, to deliver them safely from harm.


These more generous and sophisticated institutional stabilizers are among the most distinguishing features of advanced economies. They also don’t emerge overnight. Gordon Brown, the former British prime minister, captured this challenge artfully, saying, “In establishing the rule of law, the first five centuries are always the hardest.”7


Without the benefit of a “Magna Carta Moment” in the distant past, businesses and citizens in frontier economies must endure what Western sociologists call “institutional voids”—gaps in public systems and infrastructures that persist wherever public governance is weak, inefficient, and unscrupulous. Under these conditions, there is a natural scarcity of capital, resources, and talent, and consequently more limited economic activity. After all, when the goods and services we purchase are faulty or dangerous, the incentive to consume them declines. Similarly, when the companies we build are taken by force and our ideas copied without our permission, the incentive to invest is suppressed.


Such institutional failures are endemic to frontier economies and clearly make commercial success more difficult. But they are not a death sentence. Thriving under these conditions simply requires a fundamentally different approach to strategic planning—one that balances resilience with growth and that harnesses the unique advantages of family capitalism.


THE FAMILY FACTOR


Two colleagues at the Harvard Business School, Tarun Khanna and Krishna G. Palepu, significantly advanced our understanding of how businesses need to adapt their strategies to compete effectively outside of the world’s few advanced economies. We first came across their work on the Creating Emerging Markets (CEM) project at Harvard several years ago while interviewing family business leaders who also participated directly in their study.8


Their focus, like ours, was on how businesses survive and thrive both in growth and through turbulence, and the interviews they published reinforced many of the themes we explore throughout this book. Drawing on candid interviews with leaders from over 180 companies—spanning Africa, Asia, Latin America, and the Middle East—the authors identified a chronic lack of institutional trust as the biggest structural difference between advanced and emerging economies. They also demonstrated how these distinct institutional contexts drive organizational structures and operational strategies—a perspective that is entirely consistent with our own research and experience.


However, while they highlighted “reputation” as a key driver of long-run survival, we found it odd that family was mostly overlooked.9 Though nearly half of the businesses featured in the CEM study were owned and operated by families, in a seminal paper by Khanna and his colleagues summarizing their latest research, the term “family” was used only once in over 14,000 words.10


Yet in Georg Simmel’s idyllic Gemeinschaft, and in frontier environments more generally, it is families—rather than governments or markets—that are uniquely capable of fostering microclimates of trust. Their multigenerational networks lower the frictional costs of doing business with organizations big and small, providing an essential lubricant for commercial activity that is often overlooked and underappreciated.


In the face of chronic uncertainty, it is families who invest in creating oases of stability, both for themselves and for their key stakeholders. Like the gated communities that line the sandy coastlines of virtually every country in the Global South, families often take stability into their own hands, deploying their own capital—physical, human, social, and financial—to fill the institutional voids left by dysfunctional markets, incoherent regulations, ineffective security, and unreliable infrastructure.
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“Family capitalism” consequently becomes embedded, both informally and formally, in the institutional frameworks that support every emerging and frontier economy. This helps to explain why family businesses represent such a disproportionate share of activity and influence in these exotic locales.


While it may not seem obvious to the uninitiated, family enterprises are, in fact, the dominant organizational form in modern capitalism.11 Though only one-fifth of Fortune 500 companies are family-controlled, outside the United States that number can rise to as high as 90 percent of all business activity and employment. Western business schools and market commentators mainly focus on blue chips, tech titans, and big banks, but the real drivers of our modern global economy are enterprising families. This is especially so in unstable emerging and frontier economies, where much of the world’s wealth and development will be generated in the decades ahead, and where success often requires flipping organizational designs and strategic plans on their head.12


DANCING LANDSCAPES


Navigating crises, particularly when life is at stake, has a way of focusing our attention on the essentials. From droughts and recessions to wars and depressions, extreme conditions squeeze every ounce of ingenuity out of all dynamic systems. In that way, all frontiers of survival are similar and have much to teach each other. During our early research, we were particularly inspired by the structural similarities between organizational and biological systems. As Nobel laureate August Krogh argued nearly a century ago: “For a large number of problems there will be some animal of choice, or a few such animals, on which it can be most conveniently studied.”13


Over billions of years, survival has been hardwired into nature’s deepest operating systems. As a result, even the most treacherous corners of our home planet are teeming with life forms most of us have never seen or even imagined—from heat-resistant bacteria thriving in active volcanoes, to bioluminescent fish lurking deep in the oceans, to slimy biofilms coating the walls of radioactive mines.14


Prior to the mid-1970s, there was little interest in business and science to study each other for clues into resilience under adverse conditions. But that all changed when a new class of ultra-resilient microbial organisms was discovered, upending centuries of conventional wisdom about the conditions necessary for sustaining organic life.15


It turns out that nature is replete with so-called extremophiles—species that not only survive but actually thrive in extremely hostile conditions. Their existence shouldn’t surprise us. As Andreas Weber, a philosopher of biology, once wrote, “Everything that lives wants more of life.”16 That said, these hearty organisms take survival to the next level. Some are capable of coping with extreme temperatures and pressures, while others are unfazed by extreme radiation and acidity that would kill most other forms of life.17 As scientists have unlocked the secrets of their invincibility, their discoveries have prompted major breakthroughs in biotechnologies (such as cold-active enzymes), material sciences (biopolymers), pharmaceuticals (antibiotics), and agriculture (biofertilizers), to name just a few.


These hearty creatures remind us how much our external context frames the structural and behavioral conditions necessary for enduring success. Such “systems thinking” goes back to Georg Simmel, Émile Durkheim, and their pioneering community of early sociologists. But it significantly expanded in the 1940s and 1950s through the efforts of physicists, biologists, and engineers who recognized that all systems—from individual organisms to complex organizations to entire societies—are powerfully influenced by their dynamic external environments. Concluding that nature’s secrets weren’t isolated to any one domain of knowledge or experience, they developed a more holistic perspective of the forces shaping biological and organizational fitness.


Many of these groundbreaking ideas were incubated at the Santa Fe Institute (SFI), a nonprofit research center that emerged in the 1980s in direct response to the siloed thinking among hard scientists and humanists. Ever since, the SFI has been at the forefront of interdisciplinary research on complex systems, bringing together insights from physics, biology, economics, sociology, computer science, and even astronomy to “search for order in the complexity of evolving worlds.”18


One of the faculty members at SFI, Dr. Scott Page, developed a visual metaphor to explain systems-level complexity that aligns intuitively with our research on thriving in the face of uncertainty. He describes a landscape where organizational performance is like an elevation, where peaks mean business successes while valleys mean failures or collapse. Building on this logic, Page argues that all environments fall into one of three distinct categories: simple, rugged, or dancing, each with its own unique topography.


Think of simple landscapes as representing “Mount Fuji” problems, named after the symmetrical topography of Japan’s iconic, solitary, white-capped peak. Under these relatively straightforward conditions, performance functions can be solved relatively easily, since there is a single optimal outcome (the peak of the mountain) that can be reached by following some formula or rule. Mathematics and engineering are the weapons of choice for optimization within these single apex systems.19
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In contrast, rugged landscapes contain multiple peaks separated by valleys. Think of the Rocky Mountains—where a variety of paths point upward to a variety of summits, all at different elevations. The premise is the same as for simple landscapes—higher is better. However, unlike Mount Fuji problems, sometimes in a rugged landscape we must first descend one peak (that is, move further away from efficiency) in order to reach an even higher elevation. Scenario planning, which we will explore in the next chapter, is an extremely effective tool whenever we need a nudge to embrace greater loss or uncertainty in the short run on the path to greater long-term success.


Finally, Page introduces us to the most exotic variant of them all: dancing landscapes. These environments are just as complex as rugged landscapes, but they’re also inescapably dynamic. One day you may be standing on the summit, basking in the warm glow of a benevolent sunset. Then the next morning, you wake up to find yourself in a deep valley, far from food and shelter. The same basic logic holds for all complex systems, from hurricanes and stock markets to cities and political parties. In these contexts, scenario planning is useful, but insufficient on its own. We also need robust risk management systems to anticipate and brace for unexpected shocks and turbulence—and additional mechanisms to help us navigate through protracted crises when they inevitably occur.


In many ways, the stabilizing strategies we will explore throughout the book are purpose-built for dancing landscapes—volatile environments where enduring success is hard, and operating conditions are constantly in flux. One day a business can generate billions of dollars in profits, and the next its primary technology might be obsolete, or expropriated, or ravaged by disaster. One day the king is your savior, and the next your head is on the chopping block. One day you’re an apex predator, and the next you’re extinct.


In more volatile environments, failing to prepare is preparing to fail. Consequently, the most successful leaders plan multiple paths to every summit and are ready to pivot at a moment’s notice. In frontier economies, redundancy is not wasteful, but an essential form of stability. Diversity is not a buzzword, but a critical source of insurance.


To be clear, in advanced economies, volatility is still pervasive. But the landscapes dance with far less frequency and intensity. In fact, most of the time they operate like rugged landscapes—suspended by powerful public institutions in a form of punctuated equilibrium. Only during shocks and crises do Western leaders even notice that their landscapes also dance. But by the time greater uncertainty spikes, it’s often too late. The resilience of their business models, which previously seemed unassailable, has already been compromised.


PLAY IN THE GRAY


Such dancing landscapes have a way of disorienting even the most sure-footed of leaders. Not only are the strategic goalposts constantly moving, but the moral ones also sway back and forth, leaving amorphous gray markets within which the shared rules of engagement aren’t entirely clear.


Business leaders must learn to navigate these environments with diplomacy and discretion. Enduring success requires regular contact with multiple layers of authority, from national to local to informal. Each of these is also prone to its own pageantry around corruption and graft. As a result, successful leaders must learn how to assess when “shared interests” cross the line into bribery and extortion, and whether the benefits of proceeding are worth the risk.


The most successful leaders on the frontiers of capitalism have learned to play in the gray.20 Grounded by a core set of values and an unwavering commitment to long-term success, they begin to dance with the landscape rather than fighting against it.21 This dynamic style may seem daunting or unfamiliar to Western audiences. But remember that a lot of business takes place in these environments every day. Countries like Equador, Yemen, and South Sudan may languish at the bottom of the World Bank’s rankings for “ease of doing business,” yet commercial activity still abounds at the base of the economic pyramid.22 Under these conditions, however, ethical considerations are often secondary to survival.


When faced with this dilemma, how can businesses operate with both strategic and moral integrity? Moisés Naím, a leading Venezuelan journalist and former minister of trade and industry, offers a compelling answer. Drawing from his vast experience leading a frontier economy, he argues that ethical dilemmas are inevitable whenever power is shifting and fragmenting. In his book Illicit: How Smugglers, Traffickers, and Copycats Are Hijacking the Global Economy, he suggests that all companies will need to constantly adjust their strategies to survive in a world where no consistent moral standard has emerged.23 Even the most sophisticated organizations can easily make a wrong move whenever the market shifts, compromising their core values and winding up on the wrong side of history.


Consider Google’s entry into the Chinese market in the early 2000s. The future tech giant was eager to expand globally and to defend its early market dominance against emerging rivals, including Baidu and Alibaba. To comply with Beijing’s increasingly stringent demands, Google eventually began censoring its search results. This move sparked controversy among Western activists, who quickly accused Google of betraying its foundational motto: “Don’t be evil.” The company made a utilitarian argument that it was better to provide some information than none at all. But many observers were appalled by the company’s choice to put profits above ethics.


Google’s approach contrasted sharply with that of the New York Times, whose controlling owners—the Ochs-Sulzberger family—responded by refusing to launch a censored Chinese-language edition of its website, forgoing considerable subscription and advertising revenue. The newspaper also continued to publish uncensored news and opinions about China’s politics, economy, and human rights record in both English and Mandarin. In the face of this moral dilemma, the family chose to apply its core values and moral compass worldwide. It was a risky maneuver, but quickly generated a much larger readership—albeit outside the massive Chinese market. As Arthur Sulzberger Jr., a fourth-generation family member and publisher of the Times, has argued, “The Times serves the cause of the truth. An informed public, we believe, is the most important ingredient in a healthy democracy.”24


Like each of us, every business has the right to define its own moral compass, then to live with the reputational consequences. But in frontier conditions, survival often requires bending the prevailing rules, and occasionally even breaking them. This is especially true when operating under corrupt and extractive regimes, whose rules are designed to inhibit freedom and progress. Within these environments, even the most basic business activities—procuring supplies, paying taxes, hiring talent, and securing permits—can involve brown envelopes filled with cash, and favors granted to influential politicians. Some companies will, like the New York Times, take a principled stance. But not everyone has the privilege of choosing where they operate, or the resources to invest in a moral crusade.


Perhaps most concerningly, advanced economies appear less immune to these moral ambiguities than ever. As we’ll see in the chapters ahead, trust in our most sacred institutions is collapsing everywhere—from governments and businesses to nonprofits and the media. Inclusive markets for goods, capital, justice, and information that took centuries of investment and goodwill to build are now looking grayer than ever.


Yet all hope is not lost. As we’ll show in the chapters ahead, not only is success possible under conditions of greater uncertainty, but it also follows a replicable formula. The enduring enterprises you will meet have developed innovative playbooks for navigating turbulent times. We believe their insights can help any organization achieve greater resilience and performance, whether they operate in Toronto or Taipei.


KEY INSIGHTS


• This chapter introduces the concept of trust as the fundamental building block for all economic activity—one which we often take for granted.


• Advanced economies have strong institutions (e.g., rule of law, infrastructure, markets, social security) that promote trust and predictability, while emerging and frontier economies lack strong institutions, making trust more difficult to establish.


• Family businesses play a crucial role in emerging and frontier economies by creating “microclimates of trust”—providing stability in the absence of strong public institutions.


• Enduring enterprises need to be adaptable and resilient in these environments, deploying strategies designed for “dancing landscapes” (or turbulent operating conditions), which are more prevalent on the frontiers of capitalism.


• Ethical dilemmas become more frequent in these environments as well, given weaker institutions and unclear rules, so businesses need to navigate these complexities carefully while maintaining some level of moral integrity.


1















2



NAVIGATING THE HIERARCHY OF STABILITY


Who is the happier man, he who has braved the storm of life and lived or he who has stayed securely on shore and merely existed?


—Hunter S. Thompson, “Security,” 1955


Long before writing his most famous book, Fear and Loathing in Las Vegas, Hunter S. Thompson was among the earliest in a new wave of journalists to challenge prevailing wisdom about the value of stability and affluence. Like a modern Huckleberry Finn, Thompson left his hometown of Louisville, Kentucky, at an early age to pursue a life of adventure, free from societal norms and filled with provocative exploits.


In 1955, as a seventeen-year-old high school student—and over a dozen years before he embraced the “gonzo” style for which he later became famous—he submitted an essay titled “Security” to a literary magazine called The Spectator. The essay provided a surprisingly insightful teenage critique of postwar America. In a few short paragraphs, he put forth a compelling argument that security is a delusion, one which stifles creativity and happiness. Risk-taking, he proposed, was essential for living a meaningful and fulfilling life.


At the time, America’s influence was ascendant, and the dividends from global peace were both abundant and unquestioned. The country’s new status as one of the world’s first advanced economies enabled, and even encouraged, massive infrastructure spending, funded by windfall taxes and budgets that were no longer needed to support a global war machine. Reliable transportation, energy, and communication networks proliferated, supporting growing global demand for American goods and services. In a few short years, this new infrastructure crisscrossed the country, dramatically altering the fabric of American society.


Families that could afford to left behind crowded cities and moved in droves to the suburbs in search of a better life. These suburbs were seen as safe havens, where families could raise their children away from the dangers of urban living, and be comforted by the promise of the American Dream—that hard work would pave a secure and predictable path to happiness.


This is where Thompson’s essay on “Security” is at its most provocative, and for our purposes, most insightful. He argues that the stability sought by these migrating families was not a blessing but rather a curse. If anything, suburbs don’t breed happiness but rather a fear of losing material possessions and status. When humans are hypnotized by safety and stability, they lose their innate capacity for creativity and resilience:


Let us visualize the secure man; and by this term, I mean a man who has settled for financial and personal security for his goal in life. In general, he is a man who has pushed ambition and initiative aside and settled down, so to speak, in a boring, but safe and comfortable rut for the rest of his life. His future is but an extension of his present, and he accepts it as such with a complacent shrug of his shoulders.…


Turn back the pages of history and see the men who have shaped the destiny of the world. Security was never theirs, but they lived rather than existed. Where would the world be if all men had sought security and not taken risks or gambled with their lives on the chance that, if they won, life would be different and richer?1


We’re not suggesting that stability requires “wasting one’s life in mediocrity,” or that risk-seeking behavior is inherently more rewarding or productive. But Thompson provides a helpful reminder that exposure to uncertainty generates a special form of resilience, and that many of us who live and work in advanced economies have become dangerously complacent after decades of stability and abundance.


As a result, we’ve forgotten how disorienting it can be to lose access to key resources and markets, as we learned during the COVID-19 pandemic. We’ve forgotten how disruptive it can be when price stability is elusive, and inflation threatens both the financial system and the broader economy. Perhaps most concerningly, we’ve forgotten how fragile the global political order can be when we take civility and peace for granted, and when polarization and armed conflict threaten to burn the whole system to the ground.


EVERYTHING, EVERYWHERE, ALL AT ONCE


Such evolutionary changes are a defining characteristic of a universe in constant motion—whether we seek it out like Thompson or avoid it like the plague. Some scientists call this force entropy, which, in layman’s terms, is one way of measuring how much uncertainty or randomness there is in a system. Entropy is what happens to your house if you don’t do any maintenance to it. As time goes by, the light bulbs burn out, the roof and plumbing will leak, and the termites will move in. The bigger the house, the quicker entropy sets in. It is like nature’s tax, one that breaks down complex systems over time. Entropy explains why ice melts, why food spoils, why buildings decay, and why stars die. It also helps to expose the natural vulnerabilities of our modern global civilization, and the many businesses operating in advanced economies who take enduring stability for granted.


Consider Canada, one of the world’s most prosperous and predictable places to live, work, and play. Just a century ago, survival in most of the country was far from certain, particularly as winter temperatures can be colder than the surface of Mars. But over time, these chaotic frontiers were tamed by generations of public and private investment—in power systems, transportation systems, medical systems, educational systems, and financial systems—all of which now enable more than 40 million people to safely inhabit one of the largest and most untamed landmasses on Earth.


Modern Canadians have grown comfortable—and even complacent, as Thompson warned—having mostly forgotten how dangerous and unforgiving life was in this part of the planet only a few generations ago. We can barely survive a typical winter storm without broadband internet and home delivery, let alone without basic heat and shelter. Now consider how people will cope as extreme weather events, such as wildfires, droughts, and violent storms, become commonplace in the years and decades to come.


Canadian authorities are relatively good at managing adverse climate events—it would be irresponsible not to build up these capabilities, considering the persistent threat to commercial and social life. But many countries have neither the experience, nor the resources, nor the will to confront such challenges head-on. Mitigating the impact of climate change in Lower Manhattan, coastal Florida, or rural France will take years and cost billions, and these budgets and timelines are neither well aligned with election cycles nor hedge-fund investment horizons.


Now consider that the environment is just one of a variety of systemic risks that will increasingly require the attention of business leaders everywhere. After all, humanity is perfectly capable of self-destruction without nature’s help. The conflict between Russia and Ukraine, which arguably began in 2014 and has been smoldering for more than a decade, is just one example of how geopolitical tensions can permanently disrupt the flow of critical raw materials, energy, and people. A much larger conflict between the United States and China over Taiwan would have even more destabilizing repercussions, not to mention a nuclear stand-off in the Middle East.


So far, these rising geopolitical tensions haven’t materially affected economic outcomes, with global growth and asset prices continuing their steady upward ascent. But as policymakers begin to unwind decades of unprecedented fiscal and monetary stimulus, financial systems from the United States and China to Europe and Japan are flashing warning signs. Some now speculate that we’re approaching a major inflection point in the global monetary system unlike anything since the Great Depression. Paired with a sharp slowdown in global growth and a rise in distressed debt, an imminent popping of “the everything bubble” seems virtually inevitable.2
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Now layer in the dawn of a new AI-led Technological Revolution, which could be every bit as disruptive and transformational as the Industrial Revolution. The daily news cycle in 2023 was flooded with reports about groundbreaking advances, leading various investment banks and think tanks to estimate that artificial intelligence technologies had the potential to disrupt hundreds of millions of jobs in the coming years, transforming entire economies as many basic clerical tasks become fully automated.




At another time in history, any one of these structural shifts alone would be enough to mobilize action from citizens, businesses, and governments. Today, all of them are flashing red simultaneously in a pattern ominously resembling the 1930s at the precipice of World War II. Even still, policymakers and business leaders can’t seem to organize a coherent and systematic response.


The term polycrisis was coined in 1999 by French philosopher Edgar Morin to describe precisely this web of complex and interactive risks. Since then, scholars, politicians, and pundits have adopted it to capture the state of global affairs in the early twenty-first century. The World Economic Forum presciently highlighted this dangerous trend back in 2018: “Humanity has become remarkably adept at understanding how to mitigate conventional risks that can be relatively easily isolated and managed with standard risk-management approaches. But we are much less competent when it comes to dealing with complex risks in the interconnected systems that underpin our world, such as organizations, economies, societies and the environment.”3


Navigating a polycrisis requires a different playbook than managing conventional risks—one that comes naturally in frontier economies but is foreign to those who have only ever operated in the most advanced economies. Leaders in New York, London, and Berlin often struggle to orient themselves within these dancing landscapes. Their strategic intuition isn’t particularly helpful—and can even be harmful—without careful adaptation.4


Contrast this with life in modern Ukraine, for those living under the shadow of polycrisis. Igor Mazepa, director general of the investment bank Concorde Capital, captured the dynamics in chilling simplicity: “When you’re constantly thinking about invading Russians, you’re not going to go buy a new phone, or a car, or a house.” His fellow Ukrainian entrepreneur Iryna Chechotkina, CEO of the online retailer Rozetka, has a more sanguine perspective. She and her husband launched their family business in 2005 and now provide same-day delivery in Kyiv and next-day delivery throughout Ukraine from over 300 locations, employing over 8,000 workers—despite the ongoing conflict with Russia. “Born during a time of change,” she said, “our business was baptized from the start to be fast and flexible.”5


Unburdened by the false sense of stability, frontier capitalists not only manage the typical risks associated with doing business in any competitive environment, but also the extreme uncertainty that comes with the daily threat of missile strikes, power outages, fuel shortages, sequestered materials, and aging equipment. This lack of predictability is precisely what makes these environments more challenging to navigate, especially for those who are out of practice. It’s the difference between anticipating the daily rise and fall of coastal tides in Long Island Sound versus forecasting the rare but devastating effects of a Japanese tsunami. In short, uncertainty and stability each require their own unique approach to decision-making. As Hunter S. Thompson keenly observed, “When the going gets weird, the weird turn pro.”6


RISK VS. UNCERTAINTY


Decision-makers often use the terms “risk” and “uncertainty” interchangeably, but in fact they’re quite distinct. In its simplest definition, first framed by the University of Chicago economist Frank Knight, risk refers to any situation in which the outcome is known or can be estimated with some probability.7 For example, leaders can decide to invest in a new product line based on market research, customer feedback, and comprehensive financial projections. However, there is always a chance that the products will fail to meet expectations or face intense competition from substitutes. Leaders can estimate the probability and impact of these adverse outcomes, and use that information to make more informed decisions about whether to proceed with the investment or reallocate capital elsewhere. Such risks typify the simple and rugged landscapes most common among advanced economies.


Uncertainty, on the other hand, refers to situations in which the potential outcomes aren’t known, or can’t be estimated with confidence. This dynamism is the hallmark of dancing landscapes, and consequently it is pervasive among frontier and emerging economies. For instance, when businesses operate in countries experiencing political turmoil and social unrest, there are too many interacting variables at play—such as rising inequality, radicalization, market failures, and foreign interference—most of which we can’t anticipate or measure accurately, let alone forecast with precision.8


Under conditions of elevated uncertainty, probabilistic models and statistical methods inevitably break down, and “unknown unknowns” become pervasive. As a result, decision-makers need to rely much more on strategic scenario planning to make better decisions about the future. Yet scenario planning as a decision-making tool for business is a fairly recent phenomenon. In fact, it was a direct response to the last era of sustained polycrisis nearly a century ago.


One of the earliest proponents was the British military strategist Basil Liddell Hart, who developed a form of structured planning during the chaos of World War II. The concept is simple: while the content of any specific plan may become obsolete or irrelevant under constantly changing conditions, the process of planning is indispensable. It forces us to examine the underlying dynamics shaping our environment, and then to imagine multiple scenarios and contingencies that could unfold, in an effort to help us anticipate and plan for inevitable change.


This exercise naturally expands our perceptions about the future and prepares us to act with greater agility and confidence under more ambiguous and uncertain conditions. To be clear, such planning is not an end in itself, but rather a means to an end. As President Dwight D. Eisenhower argued, plans are worthless, but planning is everything. It’s a cognitive vaccine, one that primes us to respond to future threats more effectively because it minimizes the element of surprise.9


In the decades since it crossed over from military to civilian applications—most notably in the 1970s through the Anglo-Dutch energy company Shell, and its landmark study on the future of the energy industry—the world has only grown more complex and interconnected. Mathematical simulations are now a fundamental part of all macroeconomic analysis, but even our most powerful computational systems and sophisticated machine learning algorithms struggle to predict the weather just a few hours in advance, let alone forecast dynamic pricing for capital, goods, and labor years in the future. If anything, these models are a form of statistical alchemy, creating a false sense of confidence in our understanding of the modern global economy.


In short, risks can be priced effectively by financial markets but uncertainty cannot, despite our best efforts. Investors can use historical data and models to estimate default risk for a single company, and consequently demand higher returns. But investors cannot easily price the uncertainty of a geopolitical conflict, a pandemic, or a financial crisis, because these events are rare, unpredictable, and have complex and nonlinear effects on the economy. Consequently, they defy conventional statistical modeling and can easily disorient leaders, investors, and consumers, leading to a range of adverse and unexpected outcomes.10


Given how frequently adverse events unfold within frontier economies, those born and raised under these conditions are naturally better at adapting to disruption and change. Those who don’t share these same instincts and experiences need to be much more intentional about how they navigate uncertainty, and invest with intention in new strategies that generate greater agility and endurance. Perhaps they can be forgiven for not doing this instinctively. After all, these activities can consume significant time and resources, and in relatively stable environments, this can feel wasteful or even counterproductive. But like any good vaccine, testing our defenses isn’t a waste of time—it prepares us for the day when crisis inevitably strikes.


RESISTANCE BREEDS RESILIENCE


One of the most inspiring speeches of the twentieth century was delivered by President John F. Kennedy at Rice University on September 12, 1962. In front of thousands of students under the warm Texas sun, JFK announced his bold vision to land a man on the moon before the end of the decade—and to return him home safely. Kennedy explained that going to the moon was not only a scientific and technological achievement, but also a moral and ideological one. It was a way of expressing the human spirit of exploration and discovery, proving that democracy can lead the world in advancing the frontiers of knowledge and prosperity.


JFK argued compellingly that we do these things not because they are easy, but precisely because they are hard.11 We take on risk and push ourselves beyond the frontiers of our comfort zone because we understand that it’s the surest path to a better future. We overcome the destabilizing forces of uncertainty and entropy because we want to endure. Like athletes lifting weights, we recognize that it is only by intentionally tearing our muscles that we can induce them to heal and grow stronger, and that the amount of resistance we absorb through training is directly proportional to our gains in strength and endurance.


Historians will remind us that the initial response to JFK’s speech wasn’t universally enthusiastic. The National Aeronautics and Space Administration would be competing directly with other key domestic and foreign priorities for funding, and Congress was understandably skeptical. But this massive moonshot investment also triggered an explosion of scientific progress in a vast array of fields, including advanced semiconductors, telecommunications, polymer fabrics, water purification, power storage, cordless tools, and even freeze-dried foods. These advances may have never been possible without the will to overcome the odds and achieve something many thought was impossible.


Resilience is thus born from adversity—whether by choice or by force. It comes from challenging the boundaries of our comfort zone. As Hunter S. Thompson once quipped, “Anything that gets your blood racing is probably worth doing.”12 This advice is particularly relevant for the affluent leaders operating in advanced economies, who have been coddled by long stretches of economic and geopolitical stability, and up until the COVID-19 pandemic, had little experience managing sustained disruptions to their businesses. Their decision-making systems need to be deliberately stressed by challenges that act something like the stimulating effects of an ice-cold shower.


Contrast these leaders with those operating under conditions of chronic and elevated stress. As the Roman philosopher Seneca noted, “Difficulties strengthen the mind, as labor does the body.”13 Individuals and organizations that are constantly provoked by the uncertainty and volatility intrinsic to this Darwinian contest of survival naturally develop both the hardware (e.g., “thicker skin”) and the software (e.g., “agile thinking”) to survive and thrive.


At the same time, pushing ourselves too far past the frontiers of our current abilities can also be counterproductive, resulting in greater stress and even systems-level failure. Excessive tolerance for stress can easily leave us complacent and vulnerable, like the proverbial frog failing to react to a slowly boiling pot of water, and being cooked alive.


The Goldilocks scenario involves exposure to an optimal level of uncertainty—one which keeps us on our toes without stressing us out. Think of a spectrum that begins in the reassuring comfort of Manhattan’s Upper East Side and ends in the chaotic slums of Manila. So Singapore and Dubai would be in the sweet spot.14 This parabolic curve helps to explain why emerging economies have been engines of growth and development since the early seventeenth century, and reinforces Thompson’s thesis that too much stability can be just as dangerous as too little.
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THE HIERARCHY OF STABILITY


In the late 1990s, Hugh Courtney, a mid-level manager at the consultancy McKinsey & Company, assembled a model of how companies make big bets under varying conditions of uncertainty. He eventually captured these theories in a best-selling book, 20/20 Foresight: Crafting Strategy in an Uncertain World, which challenged the prevailing wisdom of a binary view of uncertainty—that it is an “all-or-nothing phenomenon.”15 When leaders trust in the stability of their environment, the best predictor of tomorrow’s customer needs and market conditions is, in fact, yesterday. But when the world is uncertain, basing future strategy on past performance can be dangerous, like driving down the highway by looking in the rear-view mirror.


In these unfamiliar contexts, many leaders often rely too much on intuition. Instead, Courtney proposed a four-level framework for diagnosing the level of residual uncertainty that managers face “after the best possible analysis to separate the knowable from the unknowable.”16 He challenged leaders not to confuse the two—arguing that “even the most uncertain business environments contain a lot of strategically relevant information,” such as demographics, elasticities of demand, and competitors’ publicly announced plans: “Underestimating uncertainty can lead to strategies that neither defend against the threats nor take advantage of the opportunities that higher levels of uncertainty may provide.… At the other extreme, assuming that the world is entirely unpredictable can lead managers to abandon the analytical rigor of their traditional planning processes altogether, and base their strategic decisions primarily on gut instinct.”17


To help provide some categorical guidance, he laid out a framework including four distinct levels of residual uncertainty to help leaders understand the relative value of strategic analysis. Not coincidentally, these levels map naturally to the spectrum from stability to uncertainty that we’ve used to differentiate between advanced, emerging, and frontier economies. The main difference between Courtney’s framework and ours is that, within his research, fully half of the strategy problems fell into Level 1, with the remaining half split between Levels 2 and 3. In contrast, among the cases we studied in emerging and frontier economies, the vast majority operated within Levels 3 and 4. Even still, this idea of a “spectrum” is essential for helping us escape the false binary of stability vs. uncertainty.


For instance, under Level 1 and 2 conditions, most common among advanced economies, planning is naturally more linear and straightforward—a series of familiar scenarios where the outcomes are relatively certain. Forecasting future sales and profits is mostly a simple mathematical exercise. However, under Level 3 and 4 conditions, the future is rarely a linear extension of the present. Forecasting accurately even a few years ahead becomes virtually impossible. Instead, we need to plan for a wider array of potential outcomes or risk significant losses and even failure.


Given that many of us will be spending more time under Level 3 and 4 conditions in the years ahead, we need to broaden our strategic planning toolkit. Courtney uses the example of companies considering major investments in post-communist Russia in 1992 to drive the point home:


They could not outline the potential laws or regulations that would govern property rights and transactions. That central uncertainty was compounded by additional uncertainty about the viability of supply chains and the demand for previously unavailable consumer goods and services. And shocks such as a political assassination or a currency default could have spun the whole system toward completely unforeseen outcomes.…


Still, it is critical to avoid the urge to throw one’s hands up and act purely on gut instinct.… Managers can also identify patterns indicating possible ways the market may evolve by studying how analogous markets developed in other level 4 situations, determining the key attributes of the winners and losers in those situations and identifying the strategies they employed.18


While this advice was first crafted a quarter century ago, it is even more relevant today. We use it here to help frame a new strategic planning tool we call the “Hierarchy of Stability.” Leaders can leverage it to identify better benchmarks for survival and success, seeking fresh insights from other places and times where uncertainty has been higher or lower than usual.19


At the base of the pyramid (what Courtney called “Level 4 conditions”), life and business are clearly still viable, though subject to the greater uncertainty that make black swan events, such as epidemics and wars, more likely to happen several times in a leader’s career. In contrast, these events happen so infrequently in advanced economies at the top of the pyramid that they are almost mythical, and therefore rarely built into strategic plans and organizational designs.
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At the peak of the hierarchy, leaders tend to prioritize efficiency and growth, constantly tweaking production and distribution in a relentless drive for greater profitability. Their business models can only tolerate modest deviations from macroeconomic plans—for instance, inflation must remain between 1 and 2 percent, prime rates between 3 and 7 percent, population growth between 0 and 1 percent, unemployment between 4 and 6 percent, real growth in gross domestic product (GDP) of 2 to 4 percent, and so on. Risks need to be easy to identify, and probabilities easy to model. Any small deviations can be anticipated and managed by coordinated teams, informed by reams of data, and supported by abundant resources and powerful central governments.


Under these more stable conditions, the recent past becomes a reliable predictor of the near future, and growth is mostly a function of access to capital and appetite for risk. The paradox, of course, is that chronic stability also leaves us easily disoriented when conditions unexpectedly change and the prevailing wisdom no longer applies. Organizations are more fragile and prone to collapse precisely because they are over-optimized for stability and ill-prepared for the unexpected.


Contrast this with the greater volatility endemic to life in emerging and frontier economies, where risks are challenging to identify, let alone to model accurately and mitigate effectively. Material deviations from strategic plans are inevitable when resource security is interrupted by protesting civilians, corrupt officials, failures of infrastructure, and climate catastrophes. The recent past is rarely a reliable predictor of the near future, let alone the longer term, forcing leaders to invest in contingency plans and stabilizing systems that can limit efficiency and profitability. The baseline goal in these environments is survival. Only then can we build oases of trust and predictability within which economic life can flourish.


Without confidence in the stability of the most critical drivers of economic performance, it’s much harder to deploy billions of dollars in capital for infrastructure projects that may take decades to build and operate, or to invest millions in new training facilities if there aren’t enough skilled workers to hire, or to borrow to make these investments when interest rates and currencies are constantly in flux. That said, it’s clearly not impossible. Emerging and frontier economies are among the fastest growing in the world, and as we’ll demonstrate throughout this book, the enduring enterprises that operate in them are a source of strategic inspiration for those who want to learn how to thrive in turbulent times.


We’ll close this chapter by acknowledging that not all of us will have the temperament of Hunter S. Thompson to grab life by the proverbial horns and seek our fortunes in environments that we know will test our resilience.20 But in the years ahead, we firmly believe that all leaders and organizations will need to strike a better balance between safety and adventure, between comfort and stress, and between prosperity and endurance. As we enter this New Age of Uncertainty, the ultimate goal may be less about “getting to Denmark,” as Francis Fukuyama once argued, and more about “getting to Doha.”


KEY INSIGHTS


• Stability can be a double-edged sword—while it fosters prosperity, it can also lead to complacency and a lack of preparedness for change.


• Advanced economies have enjoyed a period of stability that has led to immense prosperity, but also a lack of resilience.


• Those operating in frontier economies understand that building resilience is essential for survival and enduring success, and that it grows through experience with adversity.


• Polycrisis, arising from the interconnected web of complex risks facing the world today, such as climate change, geopolitical tensions, and technological disruption, is perhaps the defining characteristic of the early twenty-first century.


• Leaders everywhere need to be prepared for a future characterized by greater uncertainty than they encountered in the past, where outcomes are more difficult to predict, decision-making presents a more significant challenge, and greater investments in organizational resilience are required.


• The Hierarchy of Stability is a framework we will use throughout the book to help leaders understand their unique context for strategic planning, which looks quite different at the peak than it does at the base.
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