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ABSTRACT 

Family owned business enterprises (FOBEs) are the most common form of economic 

organization. The majority of FOBEs are micro, small or medium sized enterprises 

(MSM-FOBEs). The MSM-FOBE, is normally, owned and managed by a single 

owner-manager or partners and members of their family. The almost absolute 

dependence of the MSM-FOBE on the owner-managers, for management, is one of 

the reasons for only 30% of MSM-FOBEs surviving to the second generation and 

17% to the third generation of the founder. 30% of the MSM-FOBE closures are due 

to failure of business succession (management transition between two generations). 

 

Business succession in FOBEs comprises of management leadership succession and 

ownership succession. Succession of management leadership, between the incumbent 

and successors, is more critical for the continuity of the FOBE and is the focus of this 

study. The study aims to develop a conceptual model of business succession. Business 

succession is a process comprising of three chronological phases based on the extent 

of involvement of the successors in the business. These are the preparatory phase 

before successors get fully involved (pre-entry phase), phase of active involvement 

(post-entry phase) and phase of takeover of management by successors (transfer 

phase). A pointed yet comprehensive literature review and an exploratory study are 

used to develop three conceptual models of the business succession process in Indian 

MSM-FOBEs. Twenty six hypotheses on prevalent succession practices are derived 

during the development of the models. The pre-entry phase of business succession 

planning comprises of, awareness of succession, preparation of succession plans, 

selection of successors and their grooming. The research assesses the awareness and 

importance of business succession planning issues, studies the prevalent processes of 

successor selection and successor grooming and examines prevalent practices on 

timing of events of the transfer phase in Indian MSM-FOBEs. The extent of perceived 

difficulty during succession, due to problem situations is also analyzed. 

 

Based on owner-manager interviews in the first stage exploratory study, a survey 

questionnaire is developed for the second stage descriptive study. The survey is 

administered among MSM-FOBE owner-mangers of Delhi NCR and Northern India 

through personal contact. The usable data from 364 responses is subjected to the uni-

variate, bi-variate and multivariate analysis. The findings on extent of prevalence of 
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business succession practices and on opinions of owner-managers on succession are 

analyzed. The influence of chosen MSM-FOBE variables (sector of activity, 

manpower and managerial-role manpower) and owner-manager variables (education 

level and the inheritance status) is examined. Some of the findings are presented. 

 

Manufacturing MSM-FOBEs are more proactive on almost all business succession 

practices as compared to service/trading MSM-FOBEs. Size of the MSM-FOBE 

(indicated by manpower or managerial-role manpower or both), influences most 

business succession practices. Education level and inheritance status of the owner-

manager influence only a few succession practices. Most succession awareness and 

planning issues are quite important to most important. A conceptual model of 

importance of succession planning based on three constructs is developed.  

 

Owner-managers prefer successors from family and selecting a relative from outside 

is less to moderately prevalent. Dividing the business among all sons is more 

prevalent than dividing it among daughters and sons. Owner-managers mostly choose 

successors on their own or involve their spouse. The involvement of family members 

in successor selection is moderately prevalent and of outsiders less prevalent. Practice 

of successor grooming is normally intensive or modest and is through a systematically 

designed process. Partial involvement of successors in business is preferred after 

completion of education, while active involvement is preferred after work experience 

outside the family business. Grooming daughters as successors, if no sons are 

available is moderately prevalent to quite prevalent. 

 

About 20% of the owner-mangers do not intend to transfer the management of the 

MSM-FOBE. A model to predict the intention of owner-manager to transfer the 

MSM-FOBE leadership is evolved using ten variables. The most prevalent incumbent 

age range is 70-79 years for reducing active involvement and 80-89 years for 

enterprise leadership transfer. Owner-managers perceive higher difficulty in business 

succession, when there are two partners, business is declining fast and there is no son. 

 

The study, a first overview of the succession practices in Indian MSM-FOBEs, yields 

many significant and actionable findings for all stakeholders. Focused initiatives and 

activities by Ministry of MSME bodies as well as by business, social and family 

business institutions are recommended on the basis of the findings. 
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