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Abstract

In the critical phase of intergenerational succession within family-owned enterprises, numerous challenges emerge,
including stagnation in governance structures, impediments to the transfer of managerial authority, and suboptimal
corporate sustainability. By establishing a governance framework characterized by clearly defined rights and
responsibilities, as well as adopting scientific and democratic decision-making processes, it becomes possible to
standardize the intergenerational transition of management. Additionally, the introduction of external professional
managerial talent and the integration of family cultural heritage with contemporary management concepts can
significantly enhance corporate management efficiency and risk resilience. These measures are instrumental in ensuring
the long-term, orderly development of family businesses. Through the optimization of governance structures and the
formulation of sustainable development strategies, family-owned enterprises can maintain their vitality during
intergenerational succession, thereby achieving modernization and continuous expansion.
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1. Introduction

Family-owned enterprises constitute a fundamental and integral part of the economic system. They are renowned for
their robust family cultural heritage and remarkable operational flexibility. Nevertheless, during the process of
intergenerational succession, these enterprises frequently encounter significant hurdles, such as inflexible governance
structures, difficult managerial power transitions, and inadequate sustainable development capabilities. The pivotal
question at hand is how to introduce appropriate modern management mechanisms and refine corporate governance
models while simultaneously preserving family control. This conundrum is of paramount importance for the long-term
viability of family-owned enterprises [1,2]. Through the meticulous design of scientific governance systems and the
implementation of sustainable development strategies, it is feasible to strike a delicate balance between internal family
power dynamics and corporate management effectiveness. This equilibrium is essential for ensuring stability and
maintaining competitiveness during the critical period of intergenerational transition.

2. Analysis of Governance Structure Issues in Intergenerational Inheritance of Family Businesses
2.1 Definition and Characteristics of Governance Structure

Family businesses are unique forms of economic organizations, and their governance structures exhibit distinct
characteristics. In family businesses, family power and management power are highly integrated. Family members serve
as both owners and executors of management activities. This overlap of powers grants enterprises the advantages of
rapid decision-making and flexible adaptability, enabling them to respond swiftly to market changes [3]. However, this
characteristic also poses challenges to the enterprise governance structure, particularly during the intergenerational
inheritance stage, where the stability and scientific nature of the family business governance model are often impacted.

Three common governance models exist in family businesses: strong centralized, weak centralized (decentralized), and
mixed. The strong centralized model takes the founder as the core, with power concentrated in the hands of a few core
members. This model features high decision-making efficiency but is prone to power rigidity and can trigger a
management talent gap. The weak centralized (decentralized) model emphasizes power delegation, with multiple family
members jointly managing enterprise affairs, which helps reduce individual decision-making risks. However,
disagreements may lead to decreased decision-making efficiency. The mixed model balances centralized control and
power decentralization. By establishing management committees or family councils, it maintains governance flexibility
while achieving a reasonable allocation of power and responsibility.

2.2 Dilemmas in Governance Structure during Intergenerational Inheritance

During intergenerational inheritance, family businesses face a series of governance structure dilemmas, primarily in
power inheritance, management team renewal, and the introduction of external managers. Contradictions and conflicts
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are particularly prominent during power handovers. The long-accumulated authority and decision-making habits of
founders in enterprises often form a "personalized management" situation. When power is transferred to the next
generation, family members often clash due to differences in interest distribution and management styles. Especially
when there are multiple heirs, the issue of enterprise control rights allocation exacerbates internal conflicts and disrupts
normal operations.

The intergenerational replacement of the management team is generally hindered. Founders accumulate rich experience
and lofty authority during the startup and development stages of the enterprise. Even if younger generations possess
high education and management literacy, they struggle to quickly gain recognition from employees and family members.
This generational gap makes it difficult for successors to take over enterprise management smoothly, leading to
management gaps or inefficiencies during the transition period [4].

The introduction of external professional managers is also challenging, becoming a major obstacle to the governance
optimization of family businesses. The management culture of family businesses tends to be dominated by insiders,
making it difficult for external managers to gain trust in the short term. This not only hinders the professionalization of
management but also limits the introduction of modern governance concepts and innovative management methods
during intergenerational handovers. The lack of trust among family members in non-family managers makes it difficult
for enterprises to effectively update their management structures amid fierce market competition.

2.3 The Necessity of Governance Structure Optimization

During the intergenerational inheritance stage, optimizing the governance structure is crucial for the long-term
development of family businesses. A sound governance framework can enhance the scientific nature of internal
decision-making, reduce individual dominance in the decision-making process, and avoid management internal friction
caused by conflicts of opinion within the family. By building a more transparent and institutionalized management
system, the uncertainties brought about by power handovers can be effectively mitigated.

Optimizing the governance structure helps enhance the enterprise's risk resistance. In the face of market environmental
changes and policy adjustments, a reasonable governance framework can flexibly address challenges and prevent
management chaos caused by management team changes. By introducing professional managers and modern
management methods, enterprises can maintain operational stability during intergenerational transitions and reduce
operational risks during management gaps.

Improving enterprise governance efficiency is key to achieving intergenerational inheritance in family businesses. By
establishing a governance framework with clear rights and responsibilities and diverse management forms, it is possible
to achieve smooth power handovers while consolidating the influence of younger-generation managers within the
enterprise.

3. Challenges of Sustainable Development in Intergenerational Succession of Family Businesses
3.1 Impact of Intergenerational Succession on Enterprise Sustainable Development

During the intergenerational succession phase, family businesses often face shocks from changes in management
models. As founders gradually withdraw from management positions, the younger generation takes over business
operations [5]. Their management concepts and ways of thinking differ significantly from those of the older generation.
This difference may both stimulate innovative vitality and trigger management vibrations during the succession phase.

Founders typically rely on accumulated experience and intuitive decision-making, while the younger generation tends to
achieve scientific operations through data analysis and systematic management. If the transformation of the
management model lacks a smooth transition mechanism, it may lead to disorder in internal management and even
weaken market competitiveness.

The innovative ideas of younger managers are prone to friction with the conservative ideas of the older generation. The
management culture and decision-making model formed by the founders during the initial stage of the enterprise have
taken root in the minds of employees. The modern innovative thinking and risk investment awareness of younger
managers are often regarded as "insufficiently stable" or "too radical." This intergenerational divergence in management
concepts may evolve into power struggles in high-level corporate decision-making, undermining trust and collaboration
among family members and affecting the enterprise's flexibility in responding to market changes.

3.2 Constraining Factors for Sustainable Development of Family Businesses

The sustainable development of family businesses during intergenerational succession is constrained by multiple factors,
mainly including rigid governance, management gaps, and external environmental pressures.

Rigid governance is a common problem. Due to the high concentration of family power, management decisions in
enterprises are mostly dominated by a few core members, leading to rigid management mechanisms, lack of flexibility,
and innovative vitality. In the context of increasingly fierce market competition, family businesses lacking scientific
decision-making mechanisms are prone to passivity in technological innovation and market expansion.

Management gaps are another major obstacle. Many family businesses have been controlled by founders for a long time
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and lack a systematic training mechanism for successors. Although the younger generation has a good educational
background and theoretical literacy, they lack experience and judgment in practical management. If family businesses
do not start cultivating the management capabilities of successors in the early stage, a management vacuum and talent
gap are likely to occur after the founders withdraw, threatening the stable operation and sustainable development of the
enterprise.

External environmental pressures have a significant impact on intergenerational succession. The intensification of
market competition and changes in the policy environment have made family businesses face more severe survival
challenges [6]. Especially in traditional industries, when the younger generation attempts to transform through
innovative technologies and business models, they often need to cope with resistance from market inertia and changes
in policy orientation.

3.3 Reconciliation of Contradictions between Intergenerational Succession and Sustainable Development

To achieve sustainable development during intergenerational succession, family businesses need to find a balance
between family control and modern management. Enterprises should gradually promote the integration of family
management and professional management. By introducing professional managers and professional management teams,
they can weaken the monopoly of family members on management rights, enable family members to assume more
strategic roles, and gradually delegate daily management rights to professional managers. This can not only maintain
family control during succession but also improve the scientificity and professionalism of enterprise management.

It is crucial to enhance the innovative thinking and change capabilities of younger managers. Family businesses can
cultivate the strategic vision and management skills of young successors through mentorship programs, management
training, overseas study tours, etc. Based on the inheritance of family culture, they can introduce modern management
concepts in stages to guide the younger generation to achieve management innovation and breakthroughs while
adhering to traditions.

Establishing intergenerational communication mechanisms and reducing internal family conflicts helps maintain
enterprise stability during power transitions. Through family meetings, regular communication, and democratic
decision-making mechanisms, members of different generations can form a joint force under common goals, promoting
the smooth transition and sustainable development of the enterprise during intergenerational succession.

4. Optimization Strategies for Governance Structure in Intergenerational Inheritance of Family Businesses
4.1 Building a Scientific Family Governance System

For family businesses to develop stably during intergenerational inheritance, building a scientific family governance
system is crucial.

(1) Clarify rights and responsibilities: Establish a governance structure with clear authorities and responsibilities,
defining the functions of the family council and the management committee.

e  Family Council: Focus on undertaking family affairs and value inheritance, promoting family unity and cohesion.

e  Management Committee: Focus on enterprise operations and strategic management, promoting professional and
scientific operations.

(2) Standardize intergenerational inheritance rules: Formulate and implement a Family Charter, clarifying key content
and institutionalizing it.

e  Content includes: successor selection mechanisms, management power handover procedures, and the degree of
family members' participation in management.

e  Additional role: Incorporate enterprise strategic directions and development goals, providing management
guidance for successors and reducing governance risks.

(3) Promote governance transparency and democratization: Introduce non-family management members, establish a
two-track governance structure, and enhance management professionalism while ensuring family control.

4.2 Cultivating the Capabilities of the New Generation of Managers

The key to the success of intergenerational inheritance in family businesses lies in cultivating the new generation of
managers, which should be addressed from two aspects:

(1) Build a systematic talent pipeline

e  Focus on improving the professional literacy and management skills of young members, accumulating diverse
management experience through early involvement in management positions and rotational practices in various
functional departments.

e  Combine management training, professional skills learning, and leadership training to enhance comprehensive
literacy, ensuring sufficient management and leadership capabilities upon succession.

14



Leadership and Organizational Insights https://loi.cultechpub.com/index.php/loi

(2) Improve the inheritance mechanism

e Adopt a mentoring system: Assign senior management mentors to young successors to help them understand
corporate culture, master management methods, and respond to market changes.

e Implement practical training: Introduce the younger generation into core management team positions to enhance
decision-making capabilities through real-world practice.

e  Gradual power transition: Adopt a phased takeover strategy to avoid management vacuums caused by sudden
changes and ensure the smoothness of inheritance.

4.3 Promoting the Modern Transformation of Family Culture

During the intergenerational inheritance stage, the modern transformation of family culture is the foundation for the
long-term development of the enterprise, which needs to be advanced from two aspects:

(1) Promote intergenerational value integration

e Update core values: Traditional family businesses often uphold conservative and stable concepts, while the
younger generation tends to favor innovation and risk-taking.

e  Integration methods: Through internal seminars, family culture training, etc., promote consensus among members
of different generations on the enterprise's development direction and shape a value system of "inheritance +
innovation."

(2) Introduce modern management concepts and tools

e  Digital management: Use digital tools (such as financial management, talent development, and market analysis
systems) to improve decision-making accuracy and management flexibility.

e Intelligent platforms: Leverage big data technology and intelligent management platforms to achieve real-time
monitoring of business conditions and improve management efficiency.

e Information system optimization: Introduce intelligent information systems into family management mechanisms
to build an efficient and transparent management framework and avoid management problems caused by
information asymmetry.

5. Sustainable Development Strategies in Intergenerational Inheritance of Family Businesses
5.1 Exploration of Diversified Business Models

(1) During the intergenerational inheritance stage, family businesses need to explore diversified business models to
enhance risk resistance through industrial chain extension and diversified business layout:

e  Industrial Chain Extension: Rooted in traditional core businesses, expand to upstream and downstream to build a
seamlessly connected industrial chain, reducing operational risks caused by fluctuations in a single industry.

e  Diversified Layout: After stabilizing the main business, moderately engage in emerging industries (such as modern
service industries, financial investments, etc.) to diversify market risks and achieve diversified income sources.

(2) Brand building and social responsibility are key pathways for sustainable development:

e  Brand Innovation and Upgrading: Promote the innovation and upgrading of family business brands during
intergenerational inheritance, integrate family core values into brand concepts, and endow brands with the
characteristics of "intergenerational inheritance + cultural continuity."

e  Social Responsibility System: Establish a Corporate Social Responsibility (CSR) system. By participating in
public welfare activities and social development projects, enhance social influence and public trust, and improve
brand value and market competitiveness.

5.2 Innovation-Driven Development Strategy

Against the backdrop of intergenerational inheritance, family businesses need to take innovation as the core driving
force to build a modern development framework:

(1) Technological and Managerial Innovation:

e  Advance digital transformation, introduce information management platforms and big data analysis tools to
enhance the scientificity and real-time nature of decision-making.

e Introduce advanced technologies in intelligent manufacturing, digital marketing, and other fields to upgrade
production processes and marketing strategies, achieving a management transformation from "experience-driven"
to "data-driven."

(2) Talent Strategy Innovation:
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e  Break the monopoly of family members in management positions, implement a professional manager system,
introduce professional management talents, and improve the scientific level of governance.

e  Build a "diversified + professional" talent cultivation system, provide young managers with practical training
opportunities, promote the cooperation and integration between professional managers and family members, and
form a joint force for innovative management.

5.3 Integration of Family Culture Inheritance and Modern Management
The deep integration of family culture and modern management is the core of sustainable development:
(1) Implementation of Cultural Inheritance:

e Integrate family core values (such as integrity, responsibility, innovation) into corporate culture. Through carriers
such as "Family Culture Days" and corporate culture exhibition halls, guide employees and management to
consciously practice these values.

e  Strengthen the brand's social responsibility image through social welfare activities to enhance public resonance
with and recognition of the enterprise's value concepts.

(2) Upgrading of Modern Governance:

e Learn from advanced international governance experience, introduce a scientific power-sharing system of general
meetings of shareholders, boards of directors, and boards of supervisors to achieve clear rights and responsibilities
and effective supervision.

e Integrate local experience with an international vision in strategic planning. Through channels such as
transnational management training and international forums, expand the global vision of young managers and
enhance the enterprise's competitiveness in the international market.

6. Conclusion

During the intergenerational inheritance stage, family businesses need to address two major challenges simultaneously:
optimizing the governance structure and planning sustainable development strategies. Building a scientific and
reasonable governance system, clearly defining the boundaries of rights and responsibilities, enhancing the
comprehensive capabilities of young managers, and promoting the modern transformation of family culture can help
family businesses achieve smooth intergenerational succession. Exploring diversified business models and
innovation-driven strategies contributes to strengthening the enterprise's ability to withstand risks and market
competitiveness. Only by seeking a balance between inheritance and innovation can family businesses maintain
long-term vitality in the fierce market competition and achieve sustainable development.
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