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Abstract: Family businesses play a significant role in the global economy, especially in China,
where the governance structure of these businesses has a profound impact on their long-term
development. This paper aims to explore the role of governance structure in the long-term
growth of family businesses, with a particular focus on key factors such as ownership
structure, intergenerational succession, and the professional manager system. In China,
family businesses commonly exhibit highly concentrated ownership, which, while
contributing to decision-making efficiency, also leads to issues such as governance imbalance
and power struggles among family members. Optimizing ownership structure, establishing a
sound intergenerational succession mechanism, and introducing a professional manager
system are crucial steps in improving the governance of family businesses and enhancing
their market competitiveness.
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1. Introduction
1.1. Research Background

Family enterprises have made a remarkable economic contribution on a global scale, especially in a
country like China where the economy is developing rapidly. According to the latest statistical data
from Forbes, the three-year weighted average net profit margin of family enterprises is as high as
13.7%, which is significantly higher than that of other types of listed companies. Chinese family
enterprises not only hold an important position in the domestic market but also continuously expand
their market share through the power of the capital market. The number of family enterprises in
regions such as Guangdong, Zhejiang, and Jiangsu far exceeds that in other regions, and they
dominate in market competition. One of the key factors enabling family enterprises to stand out in
market competition lies in their unique governance structure. This structure can maximize the
financing capacity of the capital market and market influence while ensuring family control.

The governance structure of family enterprises is closely related to their long-term development.
Compared with other types of enterprises, the ownership structure of family enterprises is usually
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more concentrated, and the founding family or its members often have absolute control. On the one
hand, the concentration of this control promotes decision-making efficiency. On the other hand, it
may also pose certain risks in corporate governance, such as power struggles between family
members and the management, and conflicts between the management and professional managers.
As Chinese family enterprises gradually enter the capital market, how to optimize the governance
structure of family enterprises and balance the relationship between family control and enterprise
development has become an urgent issue to be addressed.

1.2. Research Objectives and Significance

This study aims to systematically explore the impact of the governance structure of family enterprises
on their long-term development, especially the challenges and opportunities faced by family
enterprises in the Chinese market environment. Specifically, the study will focus on analyzing
governance factors such as the ownership structure, intergenerational succession, and the professional
manager system of family enterprises, and explore how to enhance the long-term competitiveness
and sustainable development capabilities of family enterprises by optimizing these factors. Through
case studies and in combination with the performance of actual Chinese family enterprises, this study
will examine the specific role of the governance structure in their long-term development.

From an academic perspective, this study fills the gap in empirical research on the relationship
between the governance structure and long-term development of Chinese family enterprises. At the
practical level, the research findings can provide specific optimization plans for the governance
structure of family enterprises, helping them achieve sustainable development in the capital market.

1.3. Research Status at Home and Abroad

The research on the governance structure of family enterprises has a long history abroad. Especially
in developed countries in Europe and America, the dual-class share structure has been widely applied,
which has solved the problem of excessive interference of family control and improved the financing
capacity and market competitiveness.

The research in China started relatively late and mainly focuses on issues such as the ownership
structure, management mode, and intergenerational succession of family enterprises. Domestic
scholars have pointed out that family enterprises generally have the characteristic of concentrated
ownership. Although this helps to improve decision-making efficiency, it may also trigger power
struggles among family members, affecting long-term development. The introduction of the
intergenerational succession mechanism and the professional manager system has become a key
factor influencing the long-term competitiveness of enterprises.

Most of the existing studies remain at the theoretical level, lacking systematic empirical analysis.
Research at home and abroad has different focuses. In the future, more attention should be paid to the
multi-dimensional impact of the governance structure of family enterprises on their long-term
development. Through theoretical analysis and case studies, this research aims to provide new ideas
for the optimization of the governance of family enterprises and offer theoretical support and practical
references for subsequent empirical studies.

2. Analysis of Related Concepts and Theoretical Foundations
2.1. Related Concepts

The governance structure of family enterprises refers to how power and responsibilities are allocated
among the general meeting of shareholders, the board of directors, and the management. Generally,
the ownership structure of family enterprises is highly concentrated, and the founding family controls
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the enterprise. While this helps to improve decision-making efficiency, it may also lead to issues such
as excessive concentration of power and lack of transparency in decision-making. Optimizing the
governance structure and balancing the interests of family control and external shareholders are
crucial for promoting the long-term development of the enterprise.

The ownership structure plays a core role in the governance of family enterprises. In particular,
the dual-class share structure ensures control by granting the founding family more voting rights,
while at the same time attracting external investment and enhancing the financing capacity.

Intergenerational succession is a challenge faced by family enterprises. The transmission of family
culture and management concepts directly affects the stability and development of the enterprise. The
professional manager system, on the other hand, makes up for the deficiencies of family members in
management and innovation by introducing external management talents, further optimizing the
enterprise governance and enhancing the market competitiveness. [1]

2.2. Theoretical Foundations

The theoretical foundations of the governance of family enterprises include the principal-agent theory,
the shareholder heterogeneity theory, and the total control cost theory.

The principal-agent theory focuses on the issue of interest asymmetry between shareholders
(family members) and the management (professional managers), and emphasizes the reduction of
agency costs and the improvement of decision-making efficiency through optimizing the governance
structure.

The shareholder heterogeneity theory points out that the differences in the expectations of different
types of shareholders for the enterprise will affect the governance model and management decisions.
The conflicts of interests between family members and external shareholders need to be effectively
balanced to optimize the governance structure.

The total control cost theory holds that the control costs of an enterprise include monitoring costs,
information asymmetry costs, and governance costs, etc. In family enterprises, due to the close
relationships among family members, the control costs are relatively low. As the enterprise expands
in scale, how to reduce the governance costs while maintaining family control is the key to the long-
term development of family enterprises. [2]

3.  Analysis of the Current Situation of the Governance Structure of Chinese Family
Enterprises

3.1. Current Situation of the Ownership Structure of Family Enterprises

Family enterprises hold an important position in the Chinese economy. In particular, the regions of
East China and South China have the largest number of listed family enterprises. The number of
family enterprises in Guangdong Province, Zhejiang Province, and Jiangsu Province ranks among the
top three in the country. Family enterprises in these regions account for approximately 30% of the
total number of listed companies in China. Family enterprises in Guangdong Province account for as
high as 15% of listed companies, and those in Zhejiang Province account for 13%. The ownership of
most family enterprises is highly concentrated. The founding families usually hold more than 50% of
the shares, and the decision-making power is centralized, which is particularly prominent in
enterprises such as Guangzhou Pharmaceutical Group and Haidilao. In 2023, the Li family of
Guangzhou Pharmaceutical Group held 60% of the shares, and the Zhang Yong family of Haidilao
held more than 70% of the shares. Although this phenomenon of "dominant controlling shareholder"
ensures family control, it also brings about problems in the governance structure. Excessively
concentrated ownership may lead to decision-making imbalance, arbitrary management by family
members, and even trigger internal power struggles. Due to excessive control by the Li family,
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Guangzhou Pharmaceutical Group has experienced issues such as decision-making imbalance and
inadequate protection of shareholders' rights and interests. Optimizing the ownership structure,
reducing the proportion of family shareholding, and increasing the participation of external
shareholders, especially by introducing institutional investors, has become an effective means to
improve the governance level. For example, by introducing external capital, Haidilao has successfully
reduced family control, improved the governance structure, and enhanced decision-making efficiency.

3.2. Management of Family Enterprises and the Professional Manager System

Family enterprises usually reserve the main positions in the management for family members,
especially when the founders or core family members are actively involved. This helps to enhance
family control, but it often lacks professional and market-oriented management. Against the backdrop
of the expansion of the company's scale and the intensification of competition, the limitations of
family management gradually become apparent. The founding family of Lens Technology, the Zhou
Qunfei family, holds 43% of the shares. However, after introducing professional managers, there
were power struggles and a trust crisis, which affected the stability of corporate governance.[3]

According to the survey, approximately 60% of family enterprises have significantly improved
their operating performance after introducing professional managers, especially in terms of financial
performance and market expansion. After implementing the professional manager system, the He
Xiangjian family, the founders of Midea Group, effectively avoided excessive interference and
enhanced the innovation ability and market response speed. This management model helps family
enterprises to introduce professional talents and strengthens their competitiveness in the complex
market.[4]When family enterprises implement the professional manager system, they still face the
power game between family members and professional managers. A reasonable incentive mechanism
is of vital importance. Data shows that family enterprises that adopt equity incentives and long-term
incentive programs have significantly better management stability and operating efficiency compared
to those that do not adopt these incentive measures successfully reduced family control, improved the
governance structure, and enhanced decision-making efficiency. [5]

Table 1: Management Benefits of Family Enterprises after Introducing Professional Managers.

Performance Growth | Performance Growth
Family Enterprises before Introducing after Introducing Percentage Change
Professional Managers | Professional Managers
Lens Technology -5% +15% +20%
Midea Group +4% +12% +8%
Haidilao +6% +18% +12%
Gree Electric 139% +8% +59,
Appliances

3.3. Issue of intergenerational succession in family enterprises

Intergenerational succession is a major challenge faced by family enterprises, especially in China.
The transfer of power between founders and successors is often accompanied by family contradictions
and interest conflicts. Surveys show that approximately 40% of Chinese family enterprises are facing
difficulties in intergenerational succession, among which 25% of family enterprises suffer from
management chaos and development stagnation due to succession issues. After the founders step
down, the lack of an effective succession plan, as well as the insufficient capabilities of successors or
differences in management concepts, often leads to the enterprise's inability to be taken over smoothly,
affecting its continuous and stable development [6]. After the death of Wan Long (it should be Wan
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Long instead of Xu Shaochun, as the founder of Shuanghui Group), the competition for the right of
inheritance among family members led to differences in aspects such as the company's strategy and
management, which affected the governance efficiency and market competitiveness. In order to
address the issue of intergenerational succession, many family enterprises have begun to adopt
scientific methods for selecting and cultivating successors. For example, JD.com Group has adopted
a dual-track system of "cultivating within the family + introducing from outside", which has avoided
power vacuums and management disruptions. Family enterprises also need to establish a sound
governance structure to ensure that successors can strike a balance between family members and
professional managers, thus safeguarding the sustainable development of the enterprise. Please note
that there was an error in the information about the founder of Shuanghui Group in your original text,
and it has been corrected in the translation above. If you have any other questions, feel free to tell me.

4. Optimization Suggestions for the Governance Structure of Family Enterprises
4.1. Optimize the Ownership Structure to Alleviate the Problem of Excessive Family Control

The highly concentrated ownership structure in family enterprises is a common problem at present.
To optimize the governance structure, family enterprises should appropriately disperse their
ownership, especially by reducing the shareholding ratio of family members. This measure not only
helps to enhance the voice of external shareholders in corporate governance but also improves the
transparency and fairness of corporate governance. According to research data, after the optimization
of the ownership structure, the governance efficiency of family enterprises has increased by an
average of 22%, and their financial situation has significantly improved.[7]Family enterprises can
gradually reduce the shareholding ratio of family members by attracting external investors, especially
institutional investors. Institutional investors can not only provide financial support to the enterprise
but also participate in decision - making bodies such as the board of directors and the general meeting
of shareholders, thereby enhancing the supervision and governance capabilities of the enterprise. This
approach plays a positive role in improving the "patriarchal" management mode of family enterprises
and promoting the modernization of the corporate governance structure.

4.2. Strengthen the Professional Manager System in Family Enterprises

The introduction of the professional manager system in family enterprises has become an important
means to improve enterprise management levels and meet market challenges. The introduction of
professional managers can not only make up for the management deficiencies of family members but
also bring new strategic perspectives and management methods. According to data, in about 55% of
family enterprises, after the introduction of professional managers, the performance growth rate has
increased by 15% - 20%.[8]

The successful implementation of the professional manager system is not easy. When introducing
professional managers, family enterprises need to establish a reasonable salary and incentive
mechanism to ensure that the professional managers are in line with the development goals of the
enterprise. An effective incentive mechanism can motivate professional managers and help family
enterprises maintain a leading position in global competition. Family enterprises should also
strengthen communication and trust - building between family members and professional managers
to avoid power conflicts and management chaos.[9]
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4.3. Improve the Intergenerational Succession Mechanism to Ensure the Smooth Transition
of the Enterprise

Intergenerational succession is a key factor in the sustainable development of family enterprises. To
ensure the smooth transition of family enterprises after the founders step down, family enterprises
need to select and cultivate successors in advance and formulate clear succession plans. According to
the survey, in enterprises with successful intergenerational succession, it usually takes 2 - 3 years to
cultivate successors in the process of successor selection and ensure that they have sufficient
management experience and strategic vision.

Family enterprises should also clarify the rights and responsibilities of successors by optimizing
the governance structure to avoid uncertainties and power struggles during the intergenerational
succession process. The enterprise should establish a transparent succession mechanism to ensure
that family members and management can play an active role in the succession process, thus ensuring
the smooth transition of the enterprise during the intergenerational handover.

5. Conclusion

Family enterprises hold an important position in the global economy. Especially in China, the
governance structure of family enterprises is of vital importance for their long-term development.
Optimizing the governance structure of family enterprises, balancing family control with the rights
and interests of external shareholders, enhancing the role of professional managers, and optimizing
the intergenerational succession mechanism are all key factors for the sustainable development of
family enterprises.

By optimizing the ownership structure, improving the professional manager system, and
strengthening the intergenerational succession mechanism, family enterprises can enhance their
governance level, strengthen their market competitiveness, and achieve long-term and stable
development.
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