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1. Introduction

1.1 Family business characteristics

1.1.1 The importance of the family business

There is no doubt thdamily busiressegplay a prominent role in theorld economy If
one takes into account their total number as well as their total contribution towards the
employment and national produxctf most countri es, itdéds cl ear
one of the most ingrtant types of organizatioAccording to some estimataheir shardies
in a range ob0 to 964 of all companiedepending on the country and the definition used
(Ifera, 2003. Similar findings result from a study executed by Grant Thornton (2002¢dBas
on a survey questioning more than 8.000 business owners around the world, it was found that
71% of the respondents Asia, 69% in Europe and 90% in the United Staseive their
business to be a family businessdetailedoverview of the importancef family businesss

in 26 countriess given in Figurel.l1.

Also in Belgium the family owned business dominates the economic landS=ayszal
studies showthat 70 up to 80% of alBelgian companies can be considered family
businesss which altogeter generate more than half of the GNP (Donckétebeke, 1992
Grant Thornton, 2002; Ifera, 2003They should be seen as companies going from small
corner stores to large multinational corporations that all share the common premise that the
decision makg and operations of the firm are influenced by the owning farmlyhe first
place one can think of successfuiblicly listedcorporations likeColruyt, Bekaert,UCB or
Van de Velde that are mainly controlled by a strong business family who owrge &t of

the firmbs shesideskhseselargd conperatiens,,family firms are even more



represented in the group of smalind mediunrsized enterprises In fact, the Belgian
economy strongly depends dimese fismalleo organizations, given thdéss than 1% of all
companiesin Belgium employ more than 250 peopl&/e will therefore focus on these
privately held smailand mediurrsized businesses in current doctoral research, as will be
described further on in this chapt@verall, the abovefigures which clearly illustratethe
prevalence of the family busineshould alreadygive some indicationvhy research othis

type of organizations relevant and necessary.

Figurel.l: Importance of the family business basedselfperception%)
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1.1.2 The heterogeneous character of the family business

Despite tle size of the family business sector, the field itself is still relatively mew

organizational researchiven thatthe wosl fi f a mi | pnlylmecasionally appeared in



the literature before the 198080 some extent, this can be explainedttwy fact thatamily
business data istherdifficult to gather because companies have no obligation whatsoever to
disclose informaon on the involvement of the family in the busineasd sincemany
business familiesire very keen ontheir privacywhich restricts their communication on the
ownership structure of their compailyloren, 2002 Moreover, researcherdiave always
experieiced important difficulties in identifying the exact factors that differentiate a family
business from a nefamily business, which resulted in the application of several family firm
definitions making it quitecomplicatedto compare various studies. Buiea today,after
almost three decades of effortesearchers haveot succeeded in developing a uniform

family firm definition.

Table 1.1 gives an overview odomefamily firm definitions that have beemsed inthe
literature as well as the fundamergabn which they are baseth general, iive different
criteria can be differentiated which are eiths@paratelyused or in combination in theted
definitions. h the first placeit concerns thguestionwhether the ownership ia handsof a
family, as darge proportion of the shares in hands of family members enables them to control
the companyThe second criterioratherlooks at the managemeunitthe companyit refers to
the degree of family involvement in the management tasthis reveals the eent to which
the family can direct the activities dfie businessThe third criterionconcentrates othe
commitment of the family to the busineasd the presence of shared valuasd vision
between both subsystemBhe fourth criterionconsiders the seperceptionof the business
owners/managensy questioning itthey regard their compargs a familybusinessFinally,
someauthorsassesshe family character of a comparbased orthe existence of auccessor

within the family,as this assurdabe tranger ofthe firm fromone generatioto the next



Tablel1.1: Overview of family firm definitions

Barnes and Hershon,
1976

Controlling ownership is rested in the hands of an individual or of the member
single family.

Carsud, 1994

A closelyheldfirmdés owner ship and o

anemoti onal Kinship groupbo

policy

Chua, Chrisman and
Sharma, 1999

The family business is a firm governed and/or managed with the intention to
and pursue the vision of the firm held by a domineoalition controlled by
members of the same family or a small number of families in a manner t
potentially sustainable across generations of the family or families.

Daily and Dollinger,
1992

Two or more individuals with the same last name weredisis officers in thg
business and/or the top/key managers were related to the owner working
business.

Tagiuriand Davis 1996

A business in which two or more extended family members influence the dir¢
of the business through the exercise dfiskip ties, management roles,
ownership rights.

Donckels and Frohlich,
1991

Family members in one family own 60% or more of the equity in the business

Gallo and Sveen, 1991

A business where a family owns the majority of the stock and has totablcontr

GEEF, 206

A firm, of any size, is a family enterprise, if:

1. The majority of votes is in possession of the natural person(s) who estak
the firm, or the natural person(s) who has/have acquired the share capital
firm, or their spouses, pae nt s , child or chil dr enf¢(
2. The majority of votes may be indirect or direct.

3. At least one representative of the family or kin is involved in the managem
administration of the firm.

4. For listed companies: person who establishediaed the firm or their families
or descendants possess 25% of the right to vote mandated by their share cap

Handler, 1989

An organization whose major operating decisions and plans for leads
succession are influenced by family members serviigé management or on th
board.

Lansberg, Perrow and
Rogolsky, 1988

A busi
ownership.

ness in whi ch me mber s of a

Litz, 1995

A business may be considered a family firm to the extent that its ownershi
managerant are concentrated withinfamily unit, and to the exterits membersg
strive to achieve and/or maintain irtseganizational familybased relatedness.

Rosenblatt, de Mik,
Anderson and Johnson
1985

A business in which majority ownership or controklwithin a single family ang
in which two or more family members a@ at some time werdlirectly involved
in the business.

Shanker and Astrachan
1996

- Broad definition: the family has effective controltbE strategic direction and th
business isntended to remain in the family;

- Middle definition: former criteria + the founder or descendant runs the comps
- Narrow definition: former criteria + the business has multiple genera
involved, has direct family involvement in daily operations] das more than on
family member with significant management responsibility.

Stoy Hayward, 1989

A firm meets at least one of the following criteria:

- More than 50% of the shares are owned by one family;

- At least 50% of management are from one family;

- A significant number of members of the board are from a single family.

Ward, 1987

A firm that wi || be passed on for
control.

Westhead and Cowling
1998

Seven family firm definitionsare identifiedthat take mto account one or more

the following elements:

- Perceptionof chief executive/managing directdnairman to be a familfirm;

- Majority of ordinary voting shares are owned by members of the lasiegie
family group related by blood or marriage;

- One or more of thenanagementeam is drawrirom the single dominant famil
group who owns the business;

- The company has experienced awnership transition tosecondor later
generation family members




One of the reasons which complicate the developraga uniform family firm definition
can be found in the fact that a family firm should be regarded as a system. The most
frequently cited work in this respect is the modeTagiuri and Davis (1996) which portrays
family firms by means of the overlapetween the subsystems family, management and
ownership asrepresented in Figure 1.2he threecircle-modelincorporates the view théte
unique characteristics of a family business result from the interaction between these three
subsystems, where eachtlbese characteristics can be a sourdeeofefitsand disadvantages

for the family, owners and employees.

Figurel.2: Threecircle-model

Tagiuri, Davis (1996), p. 200

Moreover the above insightsincreased the awareness among researchers that the
chaacteristics of the family type of organization need to be analyzed by identifying various
degrees of family influence in a company. In that sense, an interesting contribution was made
by Shanker and Astrachan (1996). Starting from a multidimensionaladamily influence

measured along a continuum, they came to three operational definitions of family firms (a



broad, middle and narrow definition) ranging from low to high levels of family involvement

in a companysee Table 1.1)

Based on the work of @hker and Astracha(l996), Astrachan,Klein and Smyrnios
(2002 developedand validated (Klein, Astrdian, Smyrnios, 2005)he F-PEC scalewhich
furtheremphasizethe heterogeneous character of farfiilgns. The authorsake into account
three dimensioner subscalein order tomeasue the influenceof the familyin the business
In particular they distinguisha power dimension, an experience dimsion and a culture

dimensionas illustrated irFigurel.3.

Figurel.3: The FPec scale and its dimensgon

F-PEC
Power Subscale

Ownership Governance Management

Board Members Management

Holding

Family & Nonfamily Family & Nonfamily

F-PEC
Experience Subscale
I
I I

Generation Generation Active Generation Active on Number of Contributing
of Ownership in Management the Governance Board Family Members

F-PEC
Culture Subscale

Overlap between Family Values

K Family Business Commitment
and Business Values

Astrachan, Klein, Smyrnios (2002), p.-81

The power dimension examines to what extent the family participates in the oaghal
firm and is represented in the management team and in the board. sBdsmt
representationf family membersn the management and in the bodha subscale also takes

into accountthe indirect family representationthrough nonfamily memberswho were



appointed bythe family. The experience dimensiaog related to the succession aspect of the
family business as #&xamina which generatiomwns the compangndwhich generatiomas
managerialcontrol over the firm. Additionally, it alsoevaluates the number démily
memberghatcontributes to the business-inally, the culture dimensiotries to assess to what
degee the values of the family and thasiness overlapndto what extent the family is
committed tothe company.Taking into accounthese three dimensionthe FPec scale
provides an attractiveinstrument to measure thaversity of family influence thatan be

found in a business.

A similar contribution was made byhlaner (2005) who developed a family orientation
index based on the Guttman sc¢alBy combining different dimensions related family
ownershipandmanagemenintentionto transferthe conpany to the next generatioand the
determining of strategy by the family, a singlealewas created measuring family influence
specificallyin the context of smalto mediumsized firms.Through this scale the author tries
to respond to the family busss definition problem by presenting a tool which integrates the

multidimensional nature of famiipwvolvementin a company.

Starting fromthe fact that one will hardly be able to develop a uniform family firm
definition in the future given the variousays in which a family can have an impact @n
businessa number ofresearchers recently claimed tlaatinterestingstep in getting more
insight into the heterogeneous character of family firms concerrdetredopment of a family

firm typology (Westhead,Howorth, Cowling, 2002; Chrisman, Sharma, Taggar, 2007;

! According to Uhlaner (2005, p. 42he Guttman aling techniquéioffers a method for combining different
dimensions or criteria into one index and tests whether these criteria can be ordered according to difficulty.
Additionally, it tests whether the more difficult criteria define subsets of caseath& cont ai ned or
within the subsets defined by the more easily met criteria.



Vought, Baker, Smith, 2008)n literature, some studies have already been developed in this
direction. Birley (2001) e. g. found a di st
Aj ugagl e rusinessesrhasédyon the attitude of ownanagers with regard to several
statements measuring the influence of the family in the busi@esthe other handharma

(2002) distinguishedfamily firms by relying on thehreecircleemodel of Tagiuri and Davis
(1996).By analyzing the position of internal stakeholders in the tbiete-model as well as

the number of stakeholders in that positié®,categories diamily firms could badentified

Dyer (2006) develogd four types of family firmsy startingfrom the idea that certain family

factors in a company can lead to agency benefitsimpdrtantassets, while other family

factors create costs and are liabilities to the fiBy.analyzing the extent to which these
agency costs and family assets and liadd occurin the company, a distinctiowas made
betweenhe fAcl an family firmo, the Aprofessiona
firmo anidnt ére it e dAnbtlrenexdmple doricerns the workWwesthead

and Howorth (2007Avhich differentiated betweeseveral types dlamily businessebased on

company ownership and management structures as well as company obj8stivaking

into account the ownership of the firm which can be diluted within or outside the family, the
managemenwhich is either or not dominated by the family, and the importance of financial
versus noffinancial objectives in the firnthe authorsnanagedo identify six conceptualized

types offamily businesses.

Given te latter study which focuses on firm atijees, as well as the view dagiuriand
Davis (1992 andChua, Chrismanmand Steier(2003) which brings forward thgoals can be
seen as a driving foe in directing company behaviat,should be cleathat especially the
goals of a family business quide a fruitful path towards the categorization of family

businessedn that sense, several authors bring forward that fafmitysar enét excl us



wealth maximizing organizations, batso care abounhoneconomicgoalsand the needs of
the family (eg. Sharma, Chrisman, Chua, 199%strachan, Jaskiewicz, 2008; Eddleston,
Kellermanns, Sarathy, 2008)Vhen describing family business behavi@searchers should
therefore incorporate the idea that family firmsually pursue a combination diamily
orierted goals next to business oriented go&@lsrrent doctoral research watart from this
view by takingthe goal orientation of thdamily businessnto considerationn order to get a
better knowledge ofhe heterogeneous charactertbifs most common fon of business

organization.

1.2 Family businesssuccession

1.2.1 The challenge of the family business transfer

The transfer ol company, andpecificallythe succession of a family busingsssince
many years a welliscussed topic inrganizationaliterature. Tk vastinterestin this subject
can be explained bthe fact thasuccessiomoncerns a specific phase whiobnfronts many
family firms, andwhich, besi@sthe foundation of the compangan be regardealsone of the
most difficult steps in the life cycle of a organization One of the reasons lies in the
complexity of the successioprocess whichoften goestogetherwith much emotion and
conflicting family interestsDue tothe overlapbetweenthe family and théousiness system
emotional tensinscanarise, which especiallgecome apparert the moment of the family
business transferThis manifestsitself for example inconflicts or rivalry between the
successor and the incumbent or other (non)family memlarsMassis, Chua, Chrisman,
2008) but also in emotional problems of the foundeno needs to let gahe company
(Sharma et al., 2001Moreover,many business leaders also deal with the difficult question
whet her to keep the business iIin thesd@mily i

hand it over to external owners/managers (Royer et al. 2@I8Yhe other hand lot of



family business leaders often realize too late that the succession can not beasstiled
notice but entails planning and preparation during sevgears (Sharma, Chrisman, Chua,
2003) In this respectLambrecht (2005) evedemonstratethat a family business transition
over generations should be seen as a lifelong and continuous prirceks/eloping his
explanatory model, the author explains suecess factorsf family business succession for
the individual, the family and the business. In additiotimn@ factoris added tandicate that

succession should be seen as a process that never ends.

Taking the above insights into consideration, ibidtd be no surpriséhat many family
firms are unsuccessful in transferring the ownership/management to next generation family
membergMiller, Steier, Le BretorMiller, 2003). The latterclearly results fromJS figures
that havebeendescribed byBirley (1986), Ward (1993 and Kets de Vries (1993Yhey
found that about one third of family businesses survive into the separatationand that
only 10-15% makes it into the third generatigh.study from the United Kingdom leads to
the same conclusion. 246§ family businesses are transferred to the second generation and

merely 14% survive to the third generation (Stoy Haywae89).

Furthermore many (inter)national organisationsand governments inseveral countries
have shown an increasinginterest forthe succession issueThey realzte that, beside
stimulatingentrepreneurshifgadingto the start upof new companies, th&urvival of existing
organizationss even more importanin that sensegntrepreneurshipust also baeen in the
light of busines people who are prepared to take osrd carryon existing venturg since
they significantly contribue to the economic growth of a countag well(Westhead, 2003
According tofigures published by the European Commission (2003, 20@6gxpeced that

the coming ten years one third of all European companies will be transferred to the next

1C



generation. On average this comes 9,600 small and mediwsized companies per year,
which altogether generataore than2.8 million jobs. Similar findings resli from national

data. TheUnited KingdomSmall Business Service identified one third of SME owners as
vulnerable to ageelated transfer failure. IBermanyaround 354,000 companies are expected

to be handed over in the next five yearsFtancethe trarsfer potential is estimated around
600,000 enterprises for the next decade. If we extrapolate these estimates to Belgium, it is
expected that more tha200,000 SMEs will be involved in a business transfer in the
following ten yeargLambrecht, Naudts, 200.7Overall, these thoughtand figures should
alreadymake clear whypusiness succession comprises a very big challenge for many family

controlledcompanies and why research is warranted in this field.

1.2.2 Intergenerational differences in the familyusiness

In addition tothe overview in the previous sectiometimportance of family business
succession also results from several definitions described in TAbResearcherkke Ward
(1987), Shanker and Astrachan (1998)sthead and Cowling (1998),da@hua, Chrisman
and Sharma (199%specially pay attention to the transfer of the family firm as they regard
the involvement of next generation family membersas of thedistinguishing facta in
comparingfamily- and nonfamily firms. Wh a t 6 s, in differemtiating between several

types of family firms, the generational situation can be an important criterion as well.

In that sense, the book of Gersick et al. (1997) should be mentioned as it brought many
insights to the literature by describing #wolution of the family business over tingtarting
from the threecircleemodel of Tagiuri and Davis (1996%ersick et al. extend thigew by
adding a separate developmental dimensionirTinedel which again indicates the large

variety of firms in theamily business sectois illustrated in Figurd. 4.
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Figurel.4: The threedimensional development model
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Gersick et al. (1997), p. 17

Besides the family dimension which is subject to change due to parenthood, marriage,
retirement or other issueaffecting the family, and the business dimension which goes
through several stages from stapt to maturity, especially the ownership dimension is worth
mentioning as it is closely related to the generational evolution in the family firm. With
respect tahe latter,a family firm can undergo three general stages starting with the founding
owner or couple holding the shares, after whom sibling partners may jointly own the firm, and
finally ownership passes tothird- or nextgeneratiorcousin consortiumni which ownership
is widely dispersed throughout the familihe authors show that a family firm in each of the
stages has its own characteristics and needs to deal with specific challenges, meaning that
differences can be expected in the behavior of fafirins in hands of different generations.
They further add that this sequence of ownership stages is not fixed as family business

succession should not always lead to greater complexity. The latter view is also demonstrated
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by Lambrecht and Lievens (2008)h o br i ng forward that Apruni
even be considered as a valuable way to create family harmony and increase business

performance.

Next to the work of Gersick et al. (1990ther studiesalso found evidencethat family
firms differ according to the generation in chargeid et al.(1999) e.gbring forwardthat a
family firmds objectives can change as it de
that a distinction can be made between family firms where the business sathes the
family, andfamily firms where the family rather serves the business. Based on these thoughts,
they found that nextgeneration family firms are often more orientesvards thefamily in
comparison with firsgeneration companie€n the othehand, Schulze, Lubatkin and Dino
(2003) and Kaye and Hamilton (2004) describe the varying risk preferences of family
businessleadersif the company progresses from one generation to the next. Kaye and
Hamilton (2004) e.gmentionthe fact that second geration family members are often more
risk averse and have a higher fear of losing control comparddutalers as they are
expected to cherish tHfamily wealth they inheritedrom their parentsWith regard to the
study of Schulze, Lubatkin and Dino (Z&), it is shown that the riskattitude of private
family firms changes over generations due to the ownership dispersion that can accompany a
family business succession. In that sense, especially sibling partnerships were found to use
less debt, and thuwilling to bear less risk, compared to contrajlimwners and cousin
consortiums, since they are characterized by increased levelossf aversion and
misalignmentamong family members Finally, the work ofDavis and Harveston (1999)
points to the chang@ pattern of conflicts that is apt to occur in different generations of
family firms. They bring forward the idea of

presence of the founder even after the succession has taken place. Since such a swtession ¢
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be regarded as incomplete, an increased level of conflicts between the founder and the
descendants can be expected in these family firms, which can harm the success of the

business.

Despitethe importance of generational differences suggested bymier of authorsthe
family business literature is still rather scarce with respect to this issue, which calls for
additional researchthat investigate the impact ofvarious generations on the behavior of

family firms.

1.3 Aim of current doctoral research

If one observes the past family business literature, it becomes clear that manyhstuelies
focused on thedistinction betweerfamily and nonfamily firms in different areas like
performance, finance, strategy, .éBy following this procedurepne inheretly assumes that
the family business populationan be regardeds a homogeneous group with equal
characteristics and similar behaviétowever,the need to bettasnderstando what extent
family firms differ from oneanotherstill remains(Chrisman, Shana, Taggar, 2007)The
overall aim of airrent doctoral researcls thereforeto increase our knowledge on the
distinguishing characteristics of family firmly adopting a heterogeneity approach in

analyzing these organizations.

Starting fromthe literatue overviewin the previous sectionsn thevarious aspects of
family involvementand the family business succession issudéwafold methodwill be
followed. In a first stepthe diversityof the family firm will be investigatedbased orthe
degree of fanty and business orientatioof the company A second step wilconcernan

analysis of the differences between family firms by taking into account the transfer of the
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family firm over generationsThe focus will more specifically lie on the impact of these
differing family firm characteristics on the behavior of family firms by investigating the
performance and capital structure tbese organizationsThis will allow usto get more
insight into the questions whether the goaéntationand theintergeneréional successiormf

family firms can help in explaining why some companies perform better or are financed

differently than the other.

In chapter 2 we will investigate the goals that drive family business belzged ora
framework integrating the ageyntheory (Jensen, Meckling, 1976; Fama, Jensen,h)98®
stewardship theory (Donaldson, Davis, 1991; Davis et al., 1997), and the concept of altruism
(e.g. Eddleston, Kellermanns, 2007). A distinction will be made between a family and a
business orieation by measuring the degree to which family g@add business goals are
being pursued in the compamfter having explained the several concepts used in current
chapter we will try to contribute to the scarce literature on family firm typolodigs
caegorizng family firms based orthe link between the pursuit of family goals and business
goals. This corresponds to the work of Leenders and Waarts (2003) who derived-a four
qguadrant modeby taking into accountarious combinations of a family and a mess
orientation.Furthermore this chapterwill also be directed towards the investigation of the
relationship betweeseveralfamily influence variables anthe goal orientation of a family
f)mas the | iterature shows lating ditmensiomseofamily s a
involvementto goal priorities Finally, the impact of the developdéamily firm typology on
perceivedperformancewill be analyzedn order toverify whetherthe goal orientation of a
family business is an important factor xpéaining differentievels ofperceivedoerformance
Given the controversy that exists regarding the link between performance and family

ownership/managemerthis approachwill answer the need brought forward in literature that
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the heterogeneous charaotéithe family firmshould be takemto account in order to come

to a better understanding of this relationship (Miller, LetBnMiller, 2006).

Chapter 3will focus on the distinction betweerariousgenerations of family firms by
studying to what extd these generational differences have an influence on the financing and
growth behavior of family firmslt will start from the ideaforwarded by researcherfike
Ward (1987, 1999), Gersick et al. (1997Reid et al. (1999), ett¢hat the needs of a falyi
firm and their family members, together with their risk attitude and family orientation can
significantly change as family businesses develop over generatMmwwill first take the
existing capital structure literature and its relevant variablesaicdount in order to examine
how a family busi nes sthegensratien in ahdrge dféghb tcompasy a f f
In addition we will investigate whethethe generational situation &soan important factor
i n expl ai ni n gate&inaflyj smaadbsy chpltermgevaf many family firms lies in
the accommodation of the path of growth to the availability of financial means in order to
maintain control within the familywe will alsotake the relationship between financing and
growth behaviointo accountThis will be accomplishedy usingthe concepts of internal and
sustainable growtlHiggins, 1977; Kyd, 1981; Demirge€unt, Maksimovic, 1998)as they
allow measuringa  f i rmés growth <capacity in relatior
Through this analysis mothe consistency of the finangeowth pattern over different
generations of family firms, we try et more insight intéhe opposite results that are often

found in past studiesnd tocontribute to the extafidmily businessuccessioniterature

In chapter4 he I mpact of the succession event or

and performance is studied by relying on panel deté answers the need brought forward

by Miller, Steier, and Le BretoMiller (2003) thatbusiness transfers in general, and family
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business successions more specifically, are a big challenge for any economy that merits
further investigationOur method differs from the approach in cteaB which is based on a
crosssectional comparison of ddrent generations of family firms, and therefore only
provides indirect evidence of the effects of succession on family firm behavior. Current
chapter tries to identify the direct transitional effects based on a longitudinal study of family
business sucession by taking into account financial information of the company before and
after the transferln order toclearly identify the changes in family firms going through a
succession, a matching procedure will be followed by making comparison to a group of
similar family firms from the first generation that\Venot yet been involved in a succession
(Barber and Lyon 1996). The chapter will also investigate the distinction between family
business successions in figgneration family firms and those in na@dneration family

firms, as several authors have shown that a transfer from the founder to the second generation
can be different from that occurring in later generations (e.g. Didaiveston1998,1999;
Schulze, Lubatkin, Dino 20@3 Villalonga and Amit2006).In this way we want to gain a

better knowledgef the impact of one of the most important events in the life cycle of family

firmson their financial structure and performance.

Finally, chapter fwill give a summary and conclusion of the main aesbresultsof this
doctoral thesisas well as an overview of our main contributicisthe existing family
business literaturdn addition,we will discuss the main limitations of current research and
make some suggestions how to further improve oulyses in the futureThis thesis will
conclude byindicating some implications of our findings fpractitioners and governmental

institutions
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1.4 Data gathering process

1.4.1Sample

In order to test our research questiahat will be further developeth the following
chaptersdata from two distinct sourcegere used.Non-publicly availableinformation was
taken froma largescale written survegent out to 2.500 Flemish (northern part of Belgium)
companies. Thisamplewas constructed based on the-Bakt database of Bureau Van Dijk,
containing detailed financial information on more than 300.000 Belgian businesses. Several

criteria were used in order to derive our survey population.

In afirst step someectoravereomitted from the populatiqresgecially those involved in
the financial sectofNaceBel code 657), in the educationadector (NaceBel code 80rnd
in the social sectofNaceBel code 75, 8®9). We further selected only small and medium
sized businesses with total employment betwg@rand 250 employeedlicro-firms (less
than 10employeek were ignored, as thegften lack a high degree of formality in their
organizational structure and management (Gray, Mabey, 2B0&)ly, only limited liability
companies were selected, given ttiese firms represent the major legal form of companies

in Belgium. This resulted ia total population of 1537 companies.

Since the questionnaire was specifically developed for measuring family influence in an
organization, firms that absolutely lackany form of family involvement would hardly be
able to complete the survey. For this reasmty potential family firms were selected based
on four additional criteria. Two are related to the name ofdinectors and the company
name, and the other tware based on address informati&y investigating whether two or

more company directors had the same family name, or whether the company was named after
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one of its directors, we indirectly had imdicationof the occurrence of family involvement in

thes firms. A company wagurther expected to be a family firm if two or more directors
resided on the same address, or where at least one of the directors resided on the business
addressAfter manually screening these 15,137 firmbnost 54% of theompanes(8,146)

were found to correspond to at least one of these four criteria, meaning that they could be
regarded as potential family firmBinally, in alaststep a randorsample was drawn out of

these 8146 potential family businesses in order to arriva group 62,500 companies.

1.4.2 Degyn of the survey

A four-pagepostal surveyvassent to the managing directors of th@sgd0companiesn
September 2008n a covering letter the respondents were kindly asked to catepe this
doctoral study byilling out a questionnaire that would only take 10 minutes of their valuable
time. In addition, we assured thaonymity andtonfidentiality of the survey information, and
we provided an incentive by promisirignd eventually sendingg research report hich
would allow them to compare their own answers with the mean values of hike ot
respondentsFinally, we included a postage paid reply envelope which made it possible to

return the completed questionnaire free of charge.

The questionnairgvas subdiviled in seven sectior(see Appendix 1)The first section
was related to the involvement of the family in the business. It contained questitims on
perception of being a family businefise percentage of ownership in hands of the family, the
total numbe of family members that were actively involved in the business, and the
composition of the management teamrbgking a distinction betweethe total number of

family- and norfamily managers. In additiont,was asked which generation managed/owned
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the bisiness, in what year the most recent management/ownership transition occurred over

generations, and whether the founder was still actively involved in the company.

The second section was about the corporate governance of the firm. Questions were
related o the existence of a governance board, the composition of the board {faendlys
nonfamily members), the frequency of board meetings, and the generational situation of the
family board members. We further asked whether the company had a writtericspltega
family charter, and a forum where the fantlyuld regularly discuss the role of the family in

the business and solve family conflicts.

A third section was oriented towards the
managingdirectors.It addressed issues like the total number of shareholders (faraigus
nontfamily shareholders), the bond between family shareholders, and the number of family
shareholders that do not hold the position of employesagingdirector or board member.
Additionally, questions were included on the total numbemahagingdirectors, as well as
their age, gender, and length of tenure. Ifrttenagingdirector(s) belonged to the family, we
went more deeply into their generational and family situation (ergbau of children, age of
eldest child, number of children actively involved in the company). Finally, we adkeither
the directors already considered the succession of their business, and assessed the time span in

which they expected to retire.

The fouth section dealt with the culture of the businddse respondents were asked to
express to what extent they agrded a scale from3 to +3 on ten different propositions
which were related tthe commitment of the family to the business. It allowedouassess

whether the family and the business stldhe same values, whether the family supgithe
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decisions taken by the company, if family membeese proud to belong to the business and

werewilling to make great efforts in order to contributetethf i r més success, et

The following two sectiors were oriented towards the goals of the family business. In
section five the respondents were questioned on the degree to Ydrich scale from3 to
+3) several goa could beregardedas one of the maigoals of the company. Thgpalitems
were related tdhe increase of the financial value of the businése, gowth of the sales
figure of the businesshe maximization of profit,the siccessful business transfer to the next
generationthe peservationof family control and independendie mnimization of family
conflicts, etc. In sectiorsix, we further evaluated (on a scale fredto +3) to what extent the
respondents were satisfigdth the realization of theamegoals as describad sectionfive.
By following this approachwe were able to measure therformanceof the family business

in a subjective way

The last sectiomvas about the financing of the busineBle questionassessd whether
the company experienced constraints in finding retiefinancial means for supporting the
growth of the business, if the bank recently rejected financing requests by the company, if the
company itself recently refused to attract bank financing, and the extent to which one or more

family owners/directorsupplied a loan to their company.

1.4.3 Financial statements information

Besides the information contained in the survey, additional data were collected in the form
of publicly available archival dat&or this purposethe BelFirst databasevas used as a
second source of information in current doctoral research as it contains detailed financial

informationon all Belgian firms. For all the companies in sample information on industry
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as well agalance sheet and proéihdloss account figureaweregaheredover several years,
which enabled us to analyze the financial performance and capital structure of the firms
corresponding tahe main research questions that will be investigated in the following

chapters.

1.44 Description of theresearch data

After the first roundof the survey being held in September 20@G9 completed
guestionnaires were received. Howevarprder tofurtherimprove the response rate of the
survey,a second round was organized in November 2006 by sending out the questi@annaire t
those that had natooperatedn the first round This resulted in an additional 225 answers
bringing the totapopulation of respondents a group 0604 companiesThefinal response
rate 0f20.16% that was obtained after the two rounidsn line with other studies addresgin

managing directors in SMEs (Peargahra, 1991Geletkanycz, 1997).

In order to assess the presence of-response bias, we compared the firms that
responded to the first round of our questionnaire against those that ¢edperthe follow
up survey. No significant differences could detectedbetween thse two groups of
respondents with respect to the size, industry, age, and location of the company. We also
compared these business characteristics between the respaomdsgrid the 2,500 firmi
our sample With respect to all these variables, the group of respondents had similar
characteristics to those of tlsampleof 2,500 firms.As a result, it is expected that ron

response bias is not a major conceraunstudy.

Tablel1.2 presents the profile of the companies in data setWhen looking at the size of

the companies, 80% of the firms have a maximum total assets figure of 5 million euro. If we
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further take the total employment into account, a large majoritgeofitms (89%) have less
than 50 full time employees. &Alsolearn thattwo thirds of the companidga our data set
have been in business for more than 25 ya#ith regard tandustry most companies (62%)
are in the manufacturing or trade sector, while remaining firms are equally distributed
among the construction and services sector. Finally, ald@8stof the companiegre located
in Antwerp, Eastand West Flanders. A smaller numberfiains comefrom the provinces

Flemish Brabant and Limburg.

Tablel.2: Profile of firms

Total assetd <1 mio EUR 1-2mio EUR | 2-5mio EUR | 5-10 mio EUR | > 10 mio EUR
95 142 157 59 42
(19%) (29%) (32%) (12%) (8%)
Employment’ <20 FTE 20- 49 FTE 50-99 FTE O 1AB
275 166 39 15
(56%) (33%) (8%) (3%)
Age <10 years 10- 24 years 25-49 years 50-99 years O 100
27 130 165 125 29
(6%) (27%) (35%) (26%) (6%)
Industry Manufacturing Construction Trade Services
157 99 147 92
(32%) (20%) (30%) (18%)
Location Ead Flanders | West Flanders Antwerp Flemish Brabant Limburg
96 134 152 43 67
(19%) (27%) (31%) (9%) (14%)

4Total assets based on 2006 figures.

®FTE: employment in full time equivalents based on 2006 figures.

In order to identify the family firmsn our data setwe started from the several family
firm definitions and their criteria described earlier in Table We chose to apply a broad
definition as suggested by Westhead and Cowling (1998) by taking into account the
ownership situation of theompanyandthe perception of the managing directas. stated in

the questionnaireg family is regarded as bloa@lated and idaw family membersThe 504
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companies in oudata setould all be regarded as family businesses since they had 50% or
more of the shares owned by members of the family and/or a managing director who
perceived the company as a family businés26 companiesonly one family member was
actively involved in the company, meaning that the large majority of the firms had two or
more family members who substantiacontributed to the companye.Qg. as an employee,
shareholder or directprin that sense, using such a broad family firm definition in current
doctoral research better allowed us to investigate the heterogeneous chérteiamily

type of organization and identify which factors contribute to the differentiation of these

companies from one another.

In the following chapters, théata sebf 504 family businessewiill be used in order to
answer our main research quessiorlowever, depending on the presence of missing data
with respect to the various research variables, some observations will be excludedefrom
study. The final dataet will therefore differ according to the various analyses and will be
described morenidetail in the chapters concern&hapter 2 will focus on theategoriation
of family firms based on the goakientationof a family business. Chapter 3 will be oriented
towardsthe analysis of intergenerational differences in family fir@sapter 4 v deal with
the transfer of a family business by taking the succession event itself into consideration.
Finally, Chapter 5 will conclude by giving a summary of the main research results as well as

some limitations and implications of current doctoraéegsh.
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2. Family business goal orientation and itsnpact on perceived

performance’

2.1 Introduction

After more than two decades of extensive research on the behavior of family firms,
academics still have little knowledge of the differing characteristicgiis most common
form of business organization in the worlChrisman, Sharma, Taggar, 200By
emphasizing in the past the comparison of family firms with theirfaonlial counterparts,
one inherently treated the bulk of the family business populas one homogeneous group
with equal <characteristics and similar behayv
past family business publications conflicting results still prevail with respect to the question
whether companies gain an advaetéigm family influence. The overall aim of this study is
thereforeto follow a heterogeneity approach in characterizing farbilginesses by taking

i nto account the firmsd goal orientation

Several authors state thgbals can be seen as a drivingc®in directing company
behavior,makingof them an important first step in considering the creation of a family firm
theory (e.g. Tagiuri, Davis 1992 Chua, Chrisman, Steie2003). Moreover, fi family
business researchers want to devedopha theory,they shouldtake into consideratiothe
main organizational theorieend adapt them to the family business situafidyer, 2003).

The first aim of this study is therefore to analyze the goal setting of family firms based on
theoretical grounds. By startinigom a framework integrating thegencytheory (Jensen,

Meckling, 1976; Fama, Jensen, 1B83the sewardshiptheory (Donaldson, Rvis, 1991;

% This chapter is cauthored with Eddy Laveren and Lorraine Uhlaner.
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Davis et al., 1997)and the concept of altruism (e.g. Eddleston, Kellermanns, 2007), we will
investigate the goalthat drive family business behavior. A distinction will be made between
a family and a business orientatioyy measuring the degree to which family goals or business
goals are being pursued iime company. The latter will be evaluated by questioning
respndents about the importance they attach to faorgntedgoalsandbusinesoriented
goals. One could expect that family firms mainly pursuing intrinsic rewardsfdikely
independence ancbntrol will behave differently than those striving fousines growth or

profit maximization

Probably one ofthe most important and basic step conducting any form of scientific
research and in developing theasythe classification or ordering of objects (Carper, Snizek,
1980; Doty, Glick, 1994)For this eason, we will go deeper into the goal setting of a family
businessdy investigating the link between the pursuit of family goals and business goals in
order to categorize family firms. This corresponds to the approach followed by Leenders and
Waarts (200 who il lustrate the existence of a
combinations of a family and a business orientation. Starting from their insights, our second
aim is to analyze whether one can differentiattween several types of family firntsy
investigating the relationship between the pursuit of family and business goals based on
theoretical grounds. In this way, we try to contribute to the scarce liter@tuf@mily firm
typologiesand go beyond thempirical classificationghat can be dund in past family

business research.

In addition, nost researchers agree that the one thing that is unique to family businesses is

family influence, often referred to with the concept of familinédabbershonWilliams,

1999 Habbershon, WilliamsMacMillan, 2003. The latter describes the bundle of resources
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and capabilities a firm has as a result of family involvernfeeteral studies are in this respect
oriented towards testing the effect oistkoncept on business behavior, where a distinction is
made betweedistinctive and constrictive familinesincethe influence of thefamily on the
business can lead to benefits as well as disadvantbigegever, a study othe family
business | iterature | e alinkingvarolsdirmensiohseofargily s a
involvement to goal priorities. A thirdim of this studyis therefore directed towards the
analysisof theassociatiorbetweerseverafamily influence variables anthe goal setting of a
family businessWe will relate variousspecs of family influenceto the goals being pursued

in the company, principally based on the valuable dimensions provided byRbesEale
(Klein, Astrachan, Smyrnio2005). This will allow assessing the extent and quality of a
fami |l yés i nfnéss, aml whether theseafamilyirgluence variables explain why a
companyis characterized by a family and/or a business orientafdmwill also study the

link between various dimensions of family involvement and the developed family firm
typology and arlgze whether family influence variables can help in explaimihg a family

firm belongs to one type or another

Finally, the controversthat existgegarding the link between organizational performance
andfamily ownership and managementao€ompanycdls for additional studies that take into
account the heterogeneous character of the family firm (Miller, Le Bidilber, 2006).
Especially with respect to thelationship betweea family firm typologybased on the goal
orientation of a company andetperformanceof a firm, little is known. Afourth aim of this
study therefore concerns increasing our knowledge on this relationship by following an
alternative approach in measuring company performance. All too often family firms are being
compared with nonfamily firms solely based on financial ratios (Sorenson, 2000;

Athanassiou et al. 2002 hrisman, Chua, Sharma, 2006hrisman, Chua, Kellermanns,
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Chang, 200y We abandon this idea by stressing differenicegperceivedperformance
between family firmswherethe latterwill be researched by means of both financial and non
financial performance indicators measured in a subjective way. It will allow us to empirically
verify whetherthe goal orientation of a family business is an important factor in iexpya
differentlevels ofperceivedperformance. In this way, we hopedain more insight intohe
conflicting results and ideagsgarding family business performartbat can be founth past

empirical research.

This chapteris structured as follows. la first step the literature damily businesgoals
typology and performanceill be explained. This will lead to théormulation of testable
hypotheses. Nextwe will provide information aboubur researchvariables andmethod,
followed by an overview of the main results. Finallya discussion together with some

concluding remarks regardimgir findings will be included in a last section.

2.2 Literature review and formulation of hypotheses

2.2.1 Theoretical background on familyusiness goals

If family business researchers want to develop a theory of the family firm, the most
obvious method consists in examining the main organizational theories (Dyer, 2003). In this
respect, Jensen and Mecklingbs (1976) agenc:
extensively used frameworks in explaining organizational behavior. An agency relation is one
in which a principal delegates authority to an agent to perform some service for the principal.

The key feature of all agency relations is that once principatgydid authority to agents,
they often have problems controlling them, because agents' interests often differ from theirs,
and agents often have better information about their actions than do principals. More

specifically, by measuring the amount of agecogts between owners and managers, and
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between bondholders and shareholders, academics were able to account for differences in
performance and capital structure decisions in companies. With regard to businesses where an
overlap exists between the owner andnager, Jensen and Meckling found evidence that
there are almost no agency costs in these firms. Also Fama and Jensen (1983b) and Daily and
Dollinger (1992) state that family firms are indeed an efficient type of organization given

their lower exposureotagency costs due to the overlap of ownership and control.

However, other studies show that this high:
businesses, and that agency costs do become significant for this type of firms (e.g. Schulze et
al., 2001; GomezVlejia, NunezNickel, Gutierrez, 2001). In this respect, saintrol,
executive entrenchmeraisymmetric altruisnand exploitation of minority shareholdease
often mentioned as main causes of inefficiencies in the family firm. The problesalfof
control relates to the fact that private family ownership frees the company from the discipline
imposed by the market, which increases the chance that-omarexgers will take actions that
Aharm themsel ves as wel | as p. 48)sExecutve o u n d
entrenchment describes the idea that executives can hold their jobs past the point where it is
beneficial to owners, e.g. by manipulating information or making themselves irreplaceable.
According to GomeMejia, NunezNickel and Gutierre2001, p. 84)it can occur in the
family business since fAemotions may <col or [
which reduces mon intadditiannaljruisen fcdn e definedeas & teais thad
positively links the welfare of an inddual to the welfare of others (Bergstrom, 1995).
Parents e.g. are generous to their children because they love them, but also because they
would harm their own welfare if they acted in any other way (Becker, 1981). However,
altruism can cause agency costst is asymmetric in nature, meaning that it can create

dysfunctional behavior when parents have the incentive to be too generous towards their
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chil dren. I n that sense, t he pandegqlyshéir acti o
children, whicheventually harm their own welfare (Schulze, Lubatkin, Dino, 2003b). Finally,
Poutziouris (2006) and Millemand Le BretonMiller (2006) bring forward that family
ownership can induce agency costs if minority shareholders are exploited by dominant family
shareholders who neglect the interests of the former. Overall, the above examples should

make clear that agency problems do exist in family businesses.

Besides these contradictions in literatutesre is also some debatbout themportance
of the agencyheory in explaining family business behavior (e.g. Greenwood,; Zit&ma,
2004; Chrisman, Chua, Litz, 2004Vhen applying this theory, researchers inherently take on
the assumption that rational economic outcomeswi&althmaximizationis one of themain
goalsof a businesgdowever, especially in family firm setting additional factorseed tdbe
included which to a large extent relatethe fact thaindividuals in afamily businesa r e n 6 t
exclusivelyselfserving and alseare abouhoneconomicbenefitsand the welbeing of the
family (Sharma, Chrisman, Chua, 1997; Chrisman, Chua, Litz,;2Z09&, 2003; Chrisman,
Chua, Sharma, 2003Vesthead, Howorth, 2006Astrachan, Jaskiewicz, 2008; Eddleston,
Kellermanns, Sarathy, 2008t is more likelythat they pursue the maximization of a utility
function that is made up of both financial and 4fimancial goals. This idea becomes clear
when considering that family firms consist of at least two important subsysiemihe
family and the business. élose relationship exists between these two parts, where both the
family influences the business and the businefisencesthe family. Byemphasizing only
(financial) business goathe family in itsbroad sense is being neglectethich illustrates the
importance of takinghe desires of botlthe business and the famiigto account (Chua,

Chrisman, Steier, 2003).
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In this respect, many authors pay attention to the reciprocal or symmetrical aspect of
altruism in the family busines®.g. Karra, TraceyPhillips, 2006 Eddleston, Kellermanns,
2007; Lubatkin,Durand, Ling, 2007). It should be differentiated from asymmetric altruism
which strongly focuses on the dark side of altruisesulting from the seléerving behavior of
family members (Corbetta, Salw, 2004) Reciprocal altruismspecifically assumes that
family members have a collectivistic orientatiand that theypromote the family bond by
fostering |l oyalty, i nt er dependetermeprospenty ¢ o mn
(Ward, 1987; Eddlesty Kellermanns, 2007). As such, reciprocal altruism may explain why
family owners/managers are often, besides pure financial suex&ssmore motivated by
creating family harmony opursuing goals likefamily independence andecurity. When
integrating hese thoughts into agency theopne comes to a different interpretation of
agency costs in a company. If famityanagerglecide tosafeguard the independenaiethe
family in the businessr deliver a job to family members, this should not be regarded as
inefficiencies per se, given that family owners can consider family harmony or family control
as major elements of their goal §€hrisman, Chua, Litz, 2004) his should make clear that
sources of agency costs in family firms do not fully correspondh whbse found in

organizations without any form of family influence (Chrisman, Chua, Sharma, 2005).

Based on all these ideas in literatutds obviousthat the agency theory only delivers a
parial explanation of family business behavior. Thereforeyesal authors suggest
supplementing agency theory with a complementary theory like stewardship theory which
better allows for takingnto account these nefinancial family orientedjoalsandreciprocal
altruistic thoughts Qorbetta, Salvato, 2004Chrisman, Chua, Sharma, 200%Yesthead,
Howorth, 2006). Stewardship theory was first introduced by Donalaisdbavis (1991) and

Davis, Schoorman aridonaldson (1997). ktarts fromthe idea that individuals in a company
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arenot pr e dserving buatmatthieiymotsses Isupport those of the compamd go
beyond purely economic goals (Zahra et al., 2008here in agency theory the focus lies
more on extrinsic motivation of individuals serving themselves, stewardship theory stresses
more their intrinsiamotivation. Especially in the family business case this seems interesting
since many family members are characterized as altruistic, often feel strongly committed to
the business and believe that it is their responsibility to see the business prosfestdidd
Kellermanns, 2007). Also Corbetta and Salvato (2004) regard the pursuit -ecooomic

goals and the presence of altruistic thoughts as important determinants of stewardship
behavior which increases parganizational behavior, although they futtstate that it can
coexist with the seléerving behavior assumed by the agency theory. In that sense, Chrisman,
Chua, Kellermanns and Chang (2007) bring forward the idea that family managers could be
seen as a combination of both agents and stewldatdse, it should be clear that thencept

of altruism together with théocus on familyorientedgoals next to business oriented goals
needto be incorporatedn order to come to a better understanding of the family form of
organization(Chrisman, Chua, Zah, 2003).We will therefore start in thistudyfrom the

idea of value creatignwhich implies autility function containingboth financial and non
financial goals instead ofpure financial wealth creation in family firmshased on the

premises and comginentariness dheagencyandstewardship theory

2.2.2 Family business goals and typology identification

Family businesses can be considered as complex entities, sinteisi form of
organization the business system is to some extesmttwnbed with tle family systemin
accordance with theiork of Carper and Snizek (198@)e believe that one way of tackling
this organizational complexity lies in the classification or ordering of objects, as it can deliver

a parsimonious structure for explainitize behavior of family firms.Indeed, a has been
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claimed by a number of authors (e.g. Dyer, Handler, 1994; Sharma, 2002; Westhead,
Howorth, Cowling, 2002 Chrisman, Chua, Kellermanns, Chang, 2007; Chrisman, Sharma,
Taggar, 2007; Vought, Baker, Smith, 2008he distinction of several types of family firms
would be an important step in getting more insight into the heterogeneity of family firms.
Moreover, Sharma (2002) states that a good classification scheme should start from both
theoretically and practicallyiffiering and resembling characteristics of the family business. In
this respect, Doty and Glick (1994) explain that one in fact should make a distinction between
empirical taxonomies and theoretical typologiekhe development of organizational
taxonomiesis often based on empirical results lacking any theoretical ground. A good
typology however, is one that should be able to construct one or more ideal types of
organization by relying on theory, and one tsladuld betestable. Only then the construction

of typologies can be regarded as strong theory, as it allows the specification of nonlinear
relationships among constructs which can then be used to ptieeicariance inseveral

dependent variables.

With regard to this study, we are particularly intéedsin categorizingfamily firms by
using family and business goals in explaining organizational behavior. As stated by Tagiuri
and Davis (1992) and Chua, Chrisman, and Steier (2003), goals can be seen as a driving force
in directing company behavior, makj of them an important first step in the identification of
a family firm typology and eventually the creation of a family firm theory. Furthermore,
Sharma, Chrisman, and Chua (1997) claim that studies on goals and objectives are strongly
needed. Theya@nt to the fact that knowledge is still limited if it comes to understanding the
complex mix of goals in family firms, and that these insights could substantially broaden our

view on family business behavior.
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In literature there have been some attemiptereating family firm typologies, although
they are rather limited in number. A first example is the work of Dyer (1986) who developed
a typology of business, board, and family cultures in order to predict successful leadership
succession in the familigrm. Ward (1987)recognized thexistenceof afamily and business
orientationin the family business order todifferentiate between famifirst family firms
where the business serves the family, and busiivssgamily firms where the family rather
serves the businegsersick et al. (1997) distinguistifamily firms in terms of the ownership
dimension, where they describe the development of a family firm over time from the founding
owner or couple, to aibling partnershipand finally to a cousitonsatium. Birley (2001)
categorizedamily firms on the basis of family involvement in the firm resulting in a three
cluster solution, i . e. Afamily ino, Afamily
relied in her study on the stakeholderppiaag technique to identify more than 70 categories
of family firms with a varying extent of family involvemeribyer (2006) developed four
types of family firms byanalyzing the extent to which agency costs, family assets and family
liabilities occur in he company. A distinction was made betwderet Acl an f ami |l y f
Aprofessional family firmo, t h eintefesten famiynd po
f i r Fmally, Westhead and Howorth (200recognized the existence of six types of family
busnessedased on the objectivélsatare emphasized n t he company as wel

ownership and management structure.

Although some of these studies take into account the priorities and goals of a campany
order to derive varioustypes of family businesses, theto some extent suggest that the
preference for a family or a business orientation in a company should be seen as an either/or
scenario, or as a choice between two extremes of a continuum representing the priorities of a

company (Reid et gl 1999; GarcidAlvarez, LopezSintas, 2001). HoweverUhlaner,
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Dekkers andVerheul (2003), and Leendeend Waarts (208) go beyond this idea of
distinguishingfamily orientedfrom business oriented family firms by claiming thdtusiness

orientation anda family orientation are not nessarily negatively correlated. In that sense,
Leenders and Waart s (2003) devel oped a inf
combinations of a family and business orientatiomheir model is illustrated in Figure 2.1

ard shows the existence of four types of family firms by measuring the level of family and

business orientation (weak versus strong), [

fhobby salondo and dAfamily |ife traditiono.

Figure2.1 The family busines space

A
House of Family Money
Business Machine
Business
orientation
Hobby Family Life
Salon Tradition
Family
orientation

Leenders, Waarts (2003), p. 688

In what follows, we will start from the idea of analyzing several combinations of a family
and a business orientation, and additionally use the premises of agency and stewardship
theory and the concept altruism in order to identify a family firm typologyVe define
family orientationas the extent to whichmportanceis attachedin the companyto family
oriented goalsand business orientatioas the extent to whicimportanceis attachedto

business oented goalsln other words, if a company is characterized by a high family
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orientation it strongly pursues family oriented goals, and if it has a strong business orientation

it strongly pursues business oriented goals.

As described abovet shouldbe pasible fora family firm to combine a strong family
orientation with a strong business orientation. In faoits first type of family firms is
especially interesting to study, as they could be regarded as ideal family Tinegamily
members in these oganies are highly committed to the family as well as to the firm given
their high importance attached to both family and business oriented goals. This mainly
corresponds to the symmetrical type of altruism as described by the stewardship perspective,
sine this behavior reinforces family member soé
business and encourages them to achieve the business objectives (Zahra/A 2@@8nd
type of family firms contains those that strongly pursue business goals tottimeedée of
family goals. As these family firms care less about the needs of the family, the low levels of
altruism in these companies may result in-seliving behavior which can increase conflict
among family members (Eddleston, Kellermanns, 2007). Ehawor of this type of family
firms therefore complies more with the agency perspective. Thirdly, some family firms attach
high importance to family goals but less to business goals. In these companies, a too high
focus on t he f aming ntd acconnetbedpsorities of theobusiness @ d
engender the asymmetrical type of altruism in the company. As this could create agency
problems related to setfontrol, freeriding and shirking, it can eventually harm the welfare of
both the family ad the firm (Schulze et al., 2003b). Finally, a last type of family firms could
be characterized by a low attention paid to both family and business goals. To some extent,
they can be regarded as the least favorable type of business as they care |ld¢bg aleedis

of the family as well as the business. These companies do not take advantage of the fact that
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the family can create value to the business and that the business can help to let the family

flourish.

In the remainder of this chapter, we will talkkee tabove considerations into account in
order to test several hypotheses that will be developed in the following sections. They will be
based on the general idea thia¢ pursuit of family goalsloesnot exclude the pursuif
business goals in a companpdathat a &mily firm should beable to pursuevarious

combinations o family andabusines®rientation.

2.2.3 Family involvement and family business goal orientation

In family business research there is general agreemernthe fact that all family
budnesses, whether small corner stores or large multinational corporations, share the common
feature that the decision making and operations of the firm are influenced by the owning
family. This family influence is the one thing thatunique to the familypusinessand could
be regarded as a resourcethe business. In literature, thisniquebundle of resourceand
capabilities resulting from family involvements of t en call ed Afamil i n
introduced by Habbershon and Williams (1998¢cording to Chrisman, Chua and Steier
(2005) family influence is a necessary condition for familiness, although it is not sufficient
since it must be exploited in order to create specific benefits or disadvantages for the
company. They further state tr@tecan identify the differendimensions of family influence
by using the components of thePlEC scale developed by Astrachan, Klein and Smyrnios
(2002). Via the channels of power, experienc

influence on a bisiness can be measuf&dein, Astrachan, Smyrnios, 2005).
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The power dimensiononcerns thextentto whichthe family participates in the capitai
the firm and is represented in the management team and in the BOdwedexperience
dimensionis relat&l to the succession of the family business agaminea which generation
ownstontrok thefirm. It also evaluates the numberfamily memberghat contributeto the
businessFinally, the culture dimensioassesses to whdegree the values of the faynand
the business overlapndto what extent the family is committed tioe companyln fact, as
described by Uhlaner et al. (2007, p. 276), the lati®ensioncan be regarded as an owner
commitment scale which forms an aspect of relational governandewhich can be defined
as ANAthe degree to which owners as a group
identificati on ©Overalltthese thifea dinrensibaseep/t wrwen 6a f ami |y
and willingness to influence the direction afbusiness, as well as the depth to which a

familydéds influence is |Iikely to affect busin

As a consequencthe importance and strength of this family influence factor leads one to
suspect that it will alsde associated witlthe extentto which either family oriented or
busines®rientedgoals are being pursued in a company. Nevertheless, a thorough stiuely of
family business literature learns thahly a small number of family business studies
investigate the link between family inffnce variables and the priorities and goals of a family
firm. Starting f r g BasuW2004@uygests(tHa@ndly-fiyst frmssang ht s
be characterized by a reluctance to sell shares tdamoity members or to allow nefamily
members to th management tearlext to that,Westhead and Howorth (26Danalyze the
relationship between the management and ownership structure of a family business and the
objectives of the company. They find that family firms with a higher proportion of family
drect ors more frequently cite objectives |I|ike

pass on the business to the next generati onc
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member so is also positively apydrecorsantfandily wi t h

members in the management te&mally, researchers like Cromie, StephenaodMonteith
(1995)and Reid et al(1999)further claim that family firms evolng from the first to the
second and subsequent generations often becomefamoity orientedthan first-generation

companies

Based on this literatureve expect that family firms will attach more importance to family
orientedgoals for each increase in the level of family influeitcéhe company measured by
means of the levadf family ownership, the number of family members in the management
team, the number of family members actively involved, and the generation managing the
company On the other hand, in the literature overview in the previous section, the idea was
broughtforward that a familyrientationwill not excludea businessrientationin a company
(LeendersWaarts 2003; Uhlaner, Dekkersyerheul 2003). In that sensee expecthatthe
higher importance attached to family goals in family firms characterizexdHigher level of
family influence, will not necessarily mean that less importance will be attached to business

goals in the company. We therefore coméhtofollowinghypotheses

Hypothesisla: Higher levels of family influencén a company will be ass@ted with a

higher importance attached to family goals

Hypothesis b: Higher levels of family influencen a company will not be associated

with a lower importance attached to business goals

2.2.4 Family business goal orientation anmérceivedperformance

An important researclhjuestion in family businesstudiesis about the performance of

family firms, i.e.do they perform better in comparison with Aflamily firms. If so, one often
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concludes that in this type of compathe influence of the family gids a unique advantage

to the businesshard to imitate. As a result, researchers are convinced of the importance of
differentiating between family and ndamily firms in organizational studie€ontrary to this

view, severalstudies bring forward the ida that family firms do not have ageneral
competitive advantagg ue t o t he f @omes| Rodes 1998khitilebacte 2004e
Venter, Kruger, 2004 Chrisman, Steier, Chua, 2008As described by Habbershand
Williams (1999) and Habbershon, Williamend MacMillan (2003), researchenseed to
discriminate between distinctive and constrictive familiressethe impact of thefamily on

the businessshould not always be favorable. In that sensethe controversythat exists
regarding the link between ongaational performance andamily ownership and
management ad companyshould make clear that the heterogeneous character of the family
firm should be taken into account in order to come to a better understanding of this

relationship (Miller, Le BretoiMiller, 2006).

An obvious step in acknowledging the absence of a common family firm advantage is to
discern between different types of family firmaghich, given the subject of thgtudy will be
based on thémportance attached to family afisinessorientedgoals. This answers the
need brought forward by Sharma, Chrisman and Chua (1997) to get better knowledge of how
the goals that are chosen in the family firm affect performance, and to what extent family
firms perform betteif they pursuethe traditonal goals and objectives of néamily firms,
than the unique goals and objectives of family businegaashermore family business
researchers are recently becoming aware of the fact that one should also sttidgnuial
performance in family firmsgiven that wealth creation is not the sole goal of these
companies (e.g. Soremg 2000;Athanassiou et al. 200Zhrisman, Chua, Sharma, 2005

Chrisman, Chua, Kellermanns, Chang, 200/ey claim that using the same performance
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measures in family firmas in other types of organizations, is less useful to family owners
and managers who need to deal with both econamimoneconomic goals when making
decisiond. These family owners and managatsoneed to direct their efforts at other than
purely tradgtional financial performance targets (Daily, Near, 2000}this respect, Chrisman,

Chua and Litz (2004) propose to measure the performance in terms of the goal set of a family

firm.

Starting from the work of Rutherford, Kuratko and Holt (2008) whidasures perceived
financial performance by means of the satisfaction of the respondents with several financial
performance indicators, current study will go one step further by taking into account the
multidimensional nature of performance. By analyzingcewed performance based on the
extentto which family business leadease satisfied with the realization e€onomic as well
as noreconomicgoalsin the company, we are able to assess both the familygo@mmomic)
and business (economic) performandetle firm. More specifically, w define family
performance as the degree to which the managing director is satisfied with the achievement of
family oriented goals, and business performance as the degree to which the managing director

is satisfied with thachievement of business oriented goals.

When referring to the typology that was described earlier, it can be expected that the
various types of family firms will not all perform equally. Especially those firms that strongly
pursue both family and busise goals will probably be the most successful ones as they could
be regarded as ideal family businesses. Taggch high importance to boflamily and

business needsyhich enables theno create a positive environment in which the family

% In fact, any firm could have goals thga beyond economic goals. Ansoff (1979) e.g. showatfitms interact
with various stakeholders as they are part of a community, meaning that they havecsooimic duties as
opposed to purely financial duties.
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thrives and thebusiness flourishesThis is mainly in line with the symmetrical type of

altruism as described by the stewardship perspective, since this behavior reinforces family
member sdé involvement and participation in t
consicer the effect of their actions on the firm (Zahra, 2003; Kellermanns, Eddleston, 2004).

This further corresponds to the findingsGdrlockandWard (2001) who claim that, although

a difficult challengdor any family firm, succesdepends on being able tombinethe goals

of the family system and the goals of the business sygtemlso brought forward by Chua,
Chrisman, and Steier (2003), a sustainable family business is one where a synergistic and
symbiotic relationship exists between the family arellibsiness. The family must try to add

value to the business in a manner that is hard to accomplish without family influence, and the
business should perform in a way that engenders value for the f&aggd on these ideas

we come tothe followinghypotte ses on the relationship betw

orientation and the perceived performance of the:firm

Hypothesis 2a: Family firms will realize the highest levels of family performarica

strong family orientation is accompanied by a strongnass orientation in the company

Hypothesis 2b: Family firms will realize the highest levels biisinesgperformancef a

strong business orientation is accompanied by a strong family orientation in the company

2.3 Researchmethodology

2.3.1Data

In this study we will start from our data set of 504 family businessé®swever, or the
purpose of the analysewe omitted9 respondents from the research population due to the

anonymous character of these firfiis results in a final sample of 495 companie
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As we are aware of the fact that collecting data from the same source in the same survey
can result in common method biagea p p| i e d H adfaocia resi @larman, 1w e
described by Podsakoff and Organ (1986). Exploratory factor analysadl the variables
used in this studyesulted in &-factor solution, where the first factor accounted for only
27.5% of the variance. Although this analysis does not completely rule out the possibility of
common method bias, it does diminish our conderra common method factor. Hence, we

conclude that common method variance is not a major issue in current study.

2.3.2Measures

Given the subject of thistudy respondents were questioned on the importance they
attach to several familgusinesgyoals wihich are often mentioned ine literature and which
can be placed within the ager@nd stewardship framework. They are listedTable 2.1

together with some descriptive statistics.

Table2.1 Items used to measuraportance obusiness and family gtsa

Factor

. Mean Median Std. dev.
loadings
Business goals (Cronbac U = . 1.88 2.00 .78
1. Increase of the financial value of the business 72 2.01 2.00 .94
2. Growth of the sales figure of the business 79 1.84 2.00 .96
3. Maximization of profit .78 2.06 2.00 .94
4. Increase of the market share of the business .66 1.61 2.00 1.23
Family goals (Cronbacho U = . 1.20 1.25 1.17
5. Successful business transfer to the next genera T7 1.47 2.00 1.62
6. Preservationf family control and independence T7 1.58 2.00 1.50
7. Minimization of family conflicts .73 1.68 2.00 1.43
8. Provision of work to family members .65 0.07 0.00 1.73

Note: All eight items indicate thextent to which respondents attdnfportance tathe specificgoals measured
onascalefo3 to +3 (from finot at all o to Ato a very high
Business goals represents a summated sdateh is calculated by taking the average of the scores (fBoto

+3) on all four business goal itenmfamily goals represents a summated sedilieh is calculated by taking the

average of the scores (fro®to +3) on all four family goal items.
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Respondents were asked to what extent a ligigift goals could be regarded as one of
their main goalsbased on a sevguoint Likert scaleangingfrom -3 to +3.Four of themcan
be considered as businesgentedgoals, wheras the otherfour are more related to the
family. In that sense, the latter family goal items to some extent represent the altruistic
thoughts towards the family in the company, as they measure the extent to which importance
i's attached t o Alltédghtiteinsawerelsybfiected to erepxatory factor
analysis with arimax rotation, which resulted in a tf@actor model, exg@lining more than
56% of total variance. No significant cre#sadings could be detected. As describedablé
2.1, Cronbachoés al pHdand 33respedaivell, indidatongl sownd leveld of . 7

internal consistency.

With respect tahe analysioon perceivedperformancewe follow the view of Chrisman,
Chua and Litz (2004) who suggest measuring the performance in terms of the goal set of a
family firm. We thereforeasked the respondents to what extent they are satisfied with the
realization of tle business goals and family goals as described in Babl8y following this
approach, both financial and néinancial performance could be measured in a subjective
way by relying on the level of satisfaction as perceived by the main family shareholder
(managing director). Again, a sevpaint Likert scale ranging fron8 to +3 was used. The
answers were subjected to an exploratory factor ana{ysth varimax rotation), which
resulted, as expected, in a two factor solution explaining 67% of overalhgar Again, no
significant crosdoadings could be detected. To check reliability of this factor model,
Cronbachdés alphads were <calcul ated, whi ch
performance, to .77 for family performance respectively. Theofdoadings together with

some descriptive statistiese describedh Table 2.2
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Table 2.21tems used to measuperceivedusiness and familgerformance

Factor

. Mean Median Std. dev.
loadings
Business performance (C U = . 1.33 1.50 1.09
1. Increase of the financial value of the business .86 1.45 2.00 1.28
2. Growth of the sales figure of the business .88 1.49 2.00 1.22
3. Maximization of profit .87 1.19 1.00 1.32
4. Increase of the market share of the business .79 1.22 1.00 1.16
Family performance (Cro U = . 1.18 1.25 1.00
5. Successful business transfer to the next genera 74 .99 1.00 1.38
6. Preservation of family control and independenc: 72 1.53 2.00 1.23
7. Minimization of family conflicts .79 1.37 2.00 1.35
8. Provision of work tdamily members 74 .76 0.00 1.23

Note: All eight items indicate thextent to which respondents are satisfied with the achievemém specific

goals measuredonascalefre® t o +3 (from Atotally dissatisfiedo to
Businessperformanceepresenta summated scalehich is calculated by taking tteverage othe scores (from

-3 to +3) on all four businegserformancetems Family performancerepresentsa summated scalevhich is

calculated by taking the average of the ss¢feom-3 to +3) on all four familyperformancetems

In addition, f family business researchers wantatmalyze the influence of the family in
an organization, they can relyn the F-Pec scale developedby Astrachan, Klein and
Smyrnios (2002). The skais a standardized instrument that enables the measurement of the
extent and quality of a familyés influence

experiencend culture.

Power is firstly measured by looking at the proportion of family nmemkn the
management tean(proportion of family in managementBesides that, we also have
information available regarding the proportion of sharehéhands of family members. As
92% of the companies in our sample were totally owned by family menmbeasiing that no
external shareholders were involved, a dummy variable was created indicating total or partial
family ownership(family ownership) With respect texperience, we questioned on the one
hand which generation of family members was activelplved in the management of the
firm (2" vs. T generation and "8vs. T generation) and on the other hand whether the
founder still took part inactively managing the companffounder involvement) These

variablesare included in the analyseéby usng dumnies Another variable related to th
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experiencesubscale considers the total number of fammigmbers actively involved in the

company (family members actively involvedy this gives more insight into the complexity

of the family business. Finallythe culture subscale is based on the family business

commitment questionnaire developed by Carlackl Ward (2001) toanalyzethe overlap

between family values and business values, as well as the commitntaetfarily to the

businesslt is a measuref family influence since it is expected that families that are highly

committed to the business are more likely to have a substantial impact on the b@iffess.

and Jennings (2005) however, recently suggested some slight adaptations to the culture

dimension by reconsidering some items of this scale in order to better emphasize the extent to

whi ch

t

he

company i s managed

t

o help real

items of the original subscale, in order to replace them by two nevs.itE€he questions

related to this subscale can be foundable 2.3

Table2.3: Items used to measui@mily culture

Fac_tor Mean Median Std. dev.
loadings
Family culture (Cronbachos o = . 2.07 2.30 .88

1. Your family and your company share the same values .57 1.82 2.00 1.44

2. Your family members feel committed to the company .80 2.15 3.00 1.19

3. Ypur fgmlly members support the company in discussions 84 294 3.00 1.04
with friends, enployees and other family members

4. Your family members are proud to be part of the company .84 2.28 3.00 .99

5. Your fa_mlly m_embers are very concerned about the fate o 85 230 3.00 1.01
the family business

6. Your farmly members agree with the policy, the plans and 74 206 200 1.06
goals of the company

7. Ypur family understands and supports the decisions taker 78 197 200 1.09
with regard to the future of the company

8. Your family memberare willing to make extra efforts
compared to other employees to guarantee the success o .81 2.13 3.00 1.21
company

9. Your company contributes to serving the interests and ne 65 186 200 124
of the family

10. Yourfamily contributes to realizing the goals of the 83 193 200 127

company

Note: All tenitems indicate thextent to which respondents agree with the spegifipositionsmeasured on a
+3 (from Atat alyl mgdiesadgreed to
Family culturerepresents summated scalehich is calculated by taking theverage othe scores (from3 to
+3) on allten family culturdtems

scale from-3
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The answers to these ten culture itebesed on a seveoint Likert scalerangingfrom
-3 to +3 were subjected to an exploratory factnalysis (EFA) with arimax rotation. A
single factorwas extracted accounting for 60% of overall variance, with factor loadings
ranging from .3 to .&b. Cronbachoés al phaegtats.B2 which, sased ul t ur
onHaretabs (2006) r u D, suggedts athighulendl of anfernal cbnsistency.
Culture will therefoe be integrated into our analgsbased on a summated scémily
culture), which is calculatebly taking the averag®r ead respondenof the scoresffom -3

to +3) onall ten items.

The variables measuring family influence will be included in the regressions on family
business goal orientation in accordance with hypotheses 1a and 1b. In addition, they will also
be integratd in the regressions on perceived performance, since it can be expected that the
degree of family influence will be related to family and business performance as well. With
regard to the generational situation in a company, we can e.g. assume that atfiem o
second or third generation will probably be more satisfied with the realization of family
oriented goals as it already succeeded in retaining family control and independence over
generationsMoreover since family culture measures the overlap betwthe values of the
family and the business and the extent to which the family is committed to the business, it can
also be expected that companies with high levels of family culture will be more satisfied with
the realization of both family and businessented goals. We further suppose to find a
negative relationship between family ownership and business performance since the presence
of external shareholders could force the company to focus more on higher profitability and
growth figures, which can imease the level of satisfaction regarding the realizatidghesfe

business goals.
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Finally, somegeneralcontrol variablesare integrated into our analyses. They concern
business characteristics like age, size and industry.ig\geeasured by taking théfdrence
of 2006 and the year of foundatidhis included in all regression analyses as it is expected to
be significantly correlated with the variables measuring foundand generational
involvement, which makes it necessary to control for this vigriaborder to determine the
true association between intergenerational succession and the dependent Yarlables
addition, &e isintegratedby means of thenatural logarithm ototal assetsn 2006 We
especially assume to find a positive relationdiepveen size and business performance, since
managing directors of larger firms will probably be more satisfied with the achievement of
business oriented goals, as the achievement of these goals enabled them to bring the firm to
its current size. Moreovedarger firms can benefit from economies of scale which can
increase the level of satisfaction regarding the realization of business goals like maximizing
profitability or increasing the financial value of the compath respect to industry, three
dumnmny variables are created based on the MNeale code. They correspond to the
manufacturing, construction, and trade sector. The services sector is used as reference
category.It can be expected that companies in a more traditional and fragmented industry
(eg. construction) will focus less on business oriented goals like increasing the market share
or the sales figure of the company, which can lead to a negative relationship between this

industry and the importance attached to business goals.

Descriptive stistics andcorrelations of the variables used in this study are shown in
Table2.4. When analyzing the figures, it is surprising to find a rather low correlation figure

between the number of family members actively involved in the company and the iproport

* Statistics show thdirst generation companiese significantly younger thasompanies oftte second and third
generation Also with respect to founder involvement, it is found that firms in which the founder is still actively
involved are significantly younger than those in which there is no active founder involvement anymore.
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of family members in the management team (i.e. .04). This could be attributed to the fact that
actively involved family members include a broader category than just family managers (e.g.

family shareholders, family employees, etc.). Moreover, famibpgrtion in the management

is a relative measure of family influence, meaning that in some companies a large absolute

number of family managers only represents a minority of a large management team.

Table2.4 Descriptive statistics antbrrelations

Variables Mean SD 1 2 3 4 5 6 7 8 9 10 11 12
1. Business goals 188 .78

2. Family goals 1.20 117 417

3. Business performance 133 1.09 .35 .327

4. Family performance 118 1.00 .34° .66 .39

5. Company age 4358 3398 -06 -03 -04 .05

6. Log size 776 108 .12° .07 .19° .07 .23

7. Family culture 207 .88 38 48 26" 527 .02 .09

8. Proportion of family in

79 29 -00 .18 -01 .13° -177 -38 147
management
9. Family ownership (dummy) 92 27 01 .16 -03 .13 -02 -13° 10 23

10. Family members actively 547 516 02 10 03 12 15 225 12 04 .03
involved

11. Founder involvement 43 550 .08 .04 .03 -01 -52° -15° 07 .1I .01 -07
(dummy)
12. 2%vs. F'generation (dummy .47 50 .02 .08 .03 .02 -24° 02 01 .05 .00 .12° .04
13. 3%s. ' generation (dummy .30 46 -05 .02 -04 .10 64" 12" 02 -07 .05 .08 -55 -62°

Note: * p < .05; ** p < .01.

Business goals represents a summated sdatsh is calculated by taking the average of the scores {Baim +3)

on all four business goal itemBamily goals represents a summated segdiech is calculated by king the
average of the scores (froid to +3) on all four family goal item&usiness performance represents a summated
scalewhich is calculated by taking the average of the scores (fBoto +3) on all four business performance
items. Family performane represents a summated soaldch is calculated by taking the average of the scores
(from -3 to +3) on all four family performance items. Company isgaeasured by taking the difference of 2006
and the year of foundation. Log size is the natural Idgaribf the 2006 total assets figure. Family culture
represents a summated scaleich is calculated by taking the average of the scores (f8oto +3) on all ten
family culture items Proportion of family in management measures the proportion of familybersnin the
management team. Family ownership is a dummy variable indicating total (M0%grtial (< 100%) family
ownership. Family members actively involved measures the total number of family members actively involved in
the company. Founder involvemt is a dummy variable indicating whether the founder still takes part in actively
managing the company@vs. ' and 3° vs. I generation are dummy variables that take on value 1 if the
company is managed by the second or third generation respgctive O if it is managed by the first generation.

2.3.3Testing procedures

Besides exploratory factor analysised in this studyour results will be validated by
following the approach described by Gerbing and Hamilton (1996). Given the importance

attached to family and business goals in this research, they will be subjected to a confirmatory
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factor analysis based on maximum likelihood estimatiothat way, we will to some extent

be able to assess the degree of genehdligeof the modeldevelopd in this study.

Multivariate regression and multinomial logistic regression will be the primary techniques
used to tesbur hypothesesBoth multivariate regression analysisdamultinomial logistic
regression analysis will be implemented for testingvh@at extent the various dimensions of
family influenceare associated witthe pursuit offamily goalsand business goals, and for
testing whether these family influence variabtes help inexplainng why a family firm
belongs to one type or anothdvliultivariate regression analysis willlso be used to
investigateour hypotheses with respect tize influence of family firmgoal orientationon

family andbusiness performance.

2.4 Results

2.4.1 Family firm typology

Before testing our hypotheses, this sattvill focus on the link between family goals and
business goals in order to identify a family firm typology. Interesting findings can albeady
derived fromthe statistican Table 2.1 Given mean figures for each of the business goal
itemsthat all lieabove 1.6Gand medianvaluesof 2.00 (on a scale fron3 to +3) itdéds cl e
that on average all companies in our sample strive in a medium to high levelaforial
goals like profit maximization, sales growth, increase in financial value, and a tiseirn
market share. If the summated scale of business goals is being siid@dis calculated by
taking the average for each respondent of the scores {§am+3) on alfour business goal
items the same conclusion holds. Here, an overall meamwefigan be found of 1.88,
indicating that the family firms in our sample are to a large extent concernedeaiiting

business goaldn fact, & brought forward b¥otey (2005) and.ee (2006)this is no surprise
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as afamily business isn some way fored to be efficient due to market competition. As the
companies in our sample clearly mrénonprofit organizations, it seems logidhat they are

to a large extent driven towards finandakinesgoals.

If we turn to the family goalsiye comemore orlessto the same conclusion. Almost all
mean and median figurd®e around 1.8 and 2.@ respectively, indicating medium tugh
levels of family goals being pursued in the companies of our satdpieever, Bble 2.1
further makes clear that the goal ofopiding work to family members is characterized by
diverging statistics compared to the other family goals. Apparently, respondents agree less on
the pursuit of this specific godkem in their company, given its much lower mean (0.07) and
median (0.00)figure and its higher standard deviation @).71f we further calculate the
summated scale damily goalsby taking the average for each respondent of the scores (from
-3 to +3) on alfour family goalitems avalueof 1.20 can be found, which indicatésat most
family firms also strive for noffinancial family oriented goals like family harmony,
independencgea successful company transfer to the next generation and provision of work to

family members.

Apart from these insights, additionfihdings resit from Table 2.4, whichshowsthe
bivariate Pearson correlation figures for the variables included in our analyses. For the
companies in our sample, the pursuit of family goals proofs to be significantly positively
relaied to pursuing business goals, heven by the correlation figure of .4Inh other words,
our results give evidence of the fact that striving for business goals and striving for family
goals should not be seen as an either/or scenario, minsgamily firms seem to be able to

combine bothtypes of goalsThis therefore supports our main idea brought forward in this
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study thatthe pursuit of family goalsloesnot necessarily exclude the pursuit of business

goalsin a company

Starting from these empirical findings and the theoretical dvaonk supplied by the
agency and stewardship theanyd the concept of altruisrwe are now able to categorittes
family firms in our sample. Corresponding tahe four-quadrant modebs described by
Leenders and Waarts (2B)Q a family firm typology will be developedbased on the
importance attaadto family and/or business goals. In that way, gabeyondthe traditional
classificationof family-first versusbusinesdirst family businessesasa family firm also ha
the opportunityof pursuing botha family anda businessrientation However, since a large
majority of the companies in our sample are oriented towards the pursuit of both family and
business goals (see Table 2.1) and singigraficant positive correlatioaxists betweethese
family and business goalsach family firm will be assigned to one of the four quadrants
based on the standardized factor scorefaonly and businesgoals These factor scores are
derived from the exploratory factor analysis as described in Table 2.1. The akshik

analysis is presented in Figure 2.2.

Figure2.2 Importance attached to family goals and business (f@aat®r scores)
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As Figure 2.2 makes clear, four types of family firms can be identifibd first family
firm typeis formed by those firsithat attactighimportance to business goalst in a lower
degree tdamily goals(upper left quadrantAs these firms care less about the needs of the
family, they are characterized by lower levels of altruism, which can increase tisersai
behavior among family members in these fitrds group of 110 companies in our sample
corresponds to this specification. decondtype consists of121 family firms thatstrongly
pursuefamily goals contrary tdusiness goal@ower right quadrant)in these companies, the
needs of the business are given less priority and more attention is given to the needs of the
family, which could engender the asymmetrical type of altruism due to problems -of self
control, freeriding and shirking by family members. A thirgpe of family firms concerns
101 companies in the lower left quadrant. They attach little importance to both family and
business goals. Finally, faurth type is composed 0f46 family firms thatachievehigh
scores orboth family and business godlgoperright quadrant)The behavior of these family
firms complies more with the symmetrical type of altruism since family members in the latter
group are highly committed to both the family and the business, making of them an ideal type

of family firm.

In order to check whether the four types of family firms significantly differ from one
another with respect to their factor score on family goals and business goals, we perform a
multivariate analysis of variance (MANOVA). The results are presented in Tabl@5.
table shows that the four types are significantly different regarding their factor score on
family goals and business goals, givervdfues of 277.80 and 286.76 respectivdly.
addition posthoc testsarecarried out in order to detect where exatily differences among

the four types of firms occur. Based on either the Dunnett's C test (no homogeneity of
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variancesassumepor the Tukey method (homogeneity of variana@ssumeyleach type of

firm is compared with each of thkereeremaining types, bgalculating the mean differences

in factor scores forboth family goals and business goafs can be observed, all types
significantly differ from one another, except for type 2 vs. type 4 and type 1 vs. type 3 with
regard to the factor score on familgais, and type 1 vs. type 4 and type 2 vs. type 3 with
regard to the factor score on business goals. Specifically for type 4 family firms this means
that they are only significantly distinct from type 1 firms based on their family goals score,

and that thg only significantly differ from type 2 firms based on their business goals score.

Table2.5. Manovaresults (dependent variables: family/business daater scorg

Family goals factor score Business goals factor score

Mean Difference SE Mean Difference SE
Type 1 vs. Type 2 -1.62%** .09 1.64%* .08
Type 1 vs. Type 3 -.20 A1 1.64%* .08
Type 1 vs. Type 4 -1.75%** .08 .06 .08
Type 2 vs. Type 3 1.42%* .08 -.00 .08
Type 2 vs. Type 4 -13 .05 -1.58%** .07
Type 3 vs. Type 4 -1.55%** .08 -1.58%* .08
F-value 277.80%** 286.76***
N 478 478

Note:*** indicat es statistical significance a¥d

The dependent variabfamily goals factor score measures the standardized factor score on the family goals
factor. The dependent variablrusiness gals factor score measures the standardized factor score on the business
goals factorType 1 to type 4 represent the family firm typology containing four types of family firms, where
each of these four types is compared two by two.

In the following sectias, the above insights will be used in order to investigate the
association between various dimensions of family involvement and the orientation of a family

firm as well as the impact of the developed family firm typology on perceived performance.

2.4.2 Family involvement

In order to analyze the link betwegarious dimensions of family influence atiee goal
orientation of a family business, we will first start frarmultivariate regression analysis

where loth the summated scales of family goals and lessingoals are integrated as
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dependent variables. The independent variables consist of the several dimensions measuring
family influence, together with some control variables which are related to company age, size,

and industry. The results are presente@iahle2.6.

Table2.6.: OLS regression results (dependent variables: family/business goals)

. Family goals Business goals
Variables B SE B SE
Constant -1.436*** 514 1.079*** .362
Controls
Company age -.002 .002 -.001 .001
Log size .060 .053 .043 .037
Manufacturing -.119 .148 -.046 .104
Construction -.325%* 161 - 376%** 113
Trade -.073 151 131 107

Family influence
Family culture H545%** .057 337+ .040
Proportion of family in managemen .485%* .201 -.074 142
Family ownership A413%* .187 -.044 131
Family members actively involved .014 .026 -.020 .019
Founder involvement 174 .138 .050 .097
2"vs. T generation A66*** .146 .038 .103
3ys. I generation A484** .210 -.020 .148

R2 .265 .203

Adjusted R2 .244 181

F-value 12.598*** 8.932%**

N 433 433

Note: *** ** * indicate statistical significance at 1, 5, and 10% respectively.

The dependent variable family goals represents a summatednstealeis calculated yotaking the average of

the scores (from3 to +3) on all four family goal items. The dependent variabiginess goals represents a
summated scalehich is calculated by taking the average of the scores {8otm +3) on all four business goal
items. Conpany ageis measured by taking the difference of 2006 and the year of foundation. Log size is the
natural logarithm of th@006total assets figure. Manufacturing, construction and teadehree industry dummy
variables where the services sector is usedeference categorffamily culture represents a summated scale
which is calculated by taking the average of the scores {Boim +3) on all ten family culture itemBroportion

of family in management measures the proportion of family members in #magament team. Family
ownership is a dummy variable indicating total (100&)partial (< 100%) family ownership. Family members
actively involved measures the total number of family members actively involved in the company. Founder
involvement is a dumyn variable indicating whether the founder still takes part in actively managing the
company. ¥ vs. T and 3 vs. T generation are dummy variables that take on value 1 if the company is
managed by the second or third generation respectively, anti®ifianaged by the first generation.

A first conclusion that can be drawn out of this table concernalibencef significant
figures with regard tanmostfamily influencevariablesin the regression obusiness goals.
Only the family culture variablés positively correlated withthe extent to which business
goals areemphasizedn the companyMoreover the samesignificanteffect of this variable

can be found with respect to family goal$is seems to suggest thmmpanies where the
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family largely shares the same values as the business attach more importanceféaonibgth
andbusinesgoals. If we further take the other family influence variables into consideration
in the regression on family goaladditionalfindings result.A transfer of the copany to
nextgeneration family members for instanisepositively related tothe degree to which
family goals are being pursued. This indesa that nexgeneration family firms are
characterized by a higher importance attached to family gaks for the family ownership
variable, asignificantpositive effect can be detected. This means that family firms where all
shares are in hands of family membpay moreattention to family goals compared to their
counterpartsvhich arenot fully owned by the fanty. This seems quite logat; since external
shareholders can prevent family members from striatigngly for the wellbeing of the
family. With respect to the proportion of family members in the management team a
significant positive relationship can beund too, which means that family firms with a high
presence of family members in the management team attach more importance to family goals.
Finally, family firm complexity measured by the total number of famigmbers actively
involved in the companys not associated witlthe extent to which family or business goals

are being pursue®verall, these results already indicate that hypothesis 1a can be accepted,
given the significant positive relationship that can be found between most family influence
variables and the pursuit of family goals in the company. In addition, since almost none of the
family influence variables are associated with the importance attached to business goals, we
can also accept hypothesis 1b. Apparently, the stronger orientati@mds the family in

firms characterized by higher levels of family influence is not accompanied by a lower

orientation towards the business.

Given the above analysisn the relationship between family involvement and family

business goals, and the idéination of a family firm typology in the previous sectjowe
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will now go one step further bwynalyzing the association betwe#me variousfamily
influence variablesand the developed family firm typologylhis should enable us to gain
more insight intothe question whether several family influence variables can help in
explainingwhy a family firm belongs to one type or anothBs accomplish this, multinomial
logistic regression analysis is used, where family firm typology semgethe dependent
varidble. The independent variables consist of #&veraldimensions measuring family
influence together with some contrehriables which are related tmmpanyage, size, and
industry. To estimate the fit of the model, we examined the variable signifidaneés and

the pseudo R? (Nagelkerke), where the latter reaches a figure of .318. Apart from family
culture (at the 1% level) and to some extent the proportion of family members in the
management team (at the 10% level), none of the family influence leariptoved to be
significantly associated with the developed family firm typology, meaning that they are not
able to classify a company into one of the four types of family firms. However, in order to
more fully understand the link between family influereed typology, we explore the
significance levels of the individual parameter estimbtesomparing each of the four family

firm types two by twoThe resultof this analysis arpresented ifable2.7.

Table 2.7 indicates that family firms charactediz®y high levels of family culture have a
higher probability of belonging to a type 4 family business compared to the other three types.
This seems quite logical, given thaingpanies characterized by a high ovedapamily and
business values (family kture) proof to be the ones that also attach high importance to both
family and business goals. We further find that firms with a high proportion of family
members in the management team have a higher probability of being a type 2 instead of a
type 1 or tpe 3 family business, but also a higher probability of being a type 4 instead of a

type 1 or type 3 family business. However, when comparing type 2 and type 4 family firms,
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the proportion of family members in the management team does not seem to leecatiahf
factor. With regard to the other family influence variabtég, probability of belonging ta
specifictype of family firm is not significantlyelated toanyothervariablemeasuringamily
influence. We only find that firms which are fully owdeby the family have a higher
probability of being a type 4 family firm compared to a type 1 or type 3 family business, and
that the number of family members actively involved in the company proofs to be positively

associated with the probability of belang to a type 2 compared to a type 3 family business.

Table2.7: Logistic regression results (dependent variable: family firm typology)

Type Type Type Type Type Type
Variables 1vs.2 1vs.3 lvs. 4 2vs. 3 2vs. 4 3vs. 4
B SE B SE B SE B SE B SE B SE
Constant 2172 1642 -1.759 1.511 6.103" 1724 -3.931° 1.706 3.932° 1720 7.862" 1.831
Controls
Company age .006 .006 .002 .006 -.003 .006 -.004 .007 -009 .006 -.005 .007
Log size .086 .165 129 .163 -203 .160 .043 .176 -289 159 -332 176
Manufacturing -420 452 -168 456 140 430 253 479 561 420 .308  .467
Construction -1.144 535 -1.184" 537 -296 533 -.040 489 .848 452 .88  .497
Trade 215 461 817 480 371 432 597 5% 157 443  -440 509
Family influence
Family culture -474" 188 391" 174 -1.224" 217 866"  .192 -7507 221 -1.616" .228

Proportion of family 1,346
in management ’

Family ownership  -.488 552 -047 483 -1.317° .618 440 587 -830 .672 -1.270 .662
Family members
actively involved
Founder involvemen 412 419 283 445 024 412 -128 435 -388 379 -260 .441
2"vs. P'generation -335 448 -121 465 -255 424 215 480 .080 414 -134 471
39ys. F'generation -474 626 -285 648 347 629 189 652 821 .602 632  .676

610 -059 595 -1.149° 587 1.281° 645 191 .609 -1.090 .643

-091 .074 .077 .090 .012 .080 .168 .088 .103 .071 -065 .093

Nagelkerke R2 .318
G } value 147.610"
N 417

Note:***, ** * indicate statistical significance at 1, 5, and 10% respectively.

The dependent variabige family firm typology containing four types of family firms, where each of thesetjpas

is compared two by twaCompany agés measured by taking the difference of 2006 and the year of foundation. Log
size is the natural logarithm of t2®06total assets figure. Manufacturing, construction and tesdehree industry
dummy variablesvhere the services sector is used as reference catégonjly culture represents a summated
scalewhich is calculated by taking the average of the scores (fro +3) on all ten family culture items
Proportion of family in management measures th@gution of family members in the management team. Family
ownership is a dummy variable indicating total (100%) partial (< 100%) family ownership. Family members
actively involved measures the total number of family members actively involved in theampmpounder
involvement is a dummy variable indicating whether the founder still takes part in actively managing the company.
2" vs. F'and 3 vs. I generation are dummy variables that take on value 1 if the company is managed by the
second or thirdjeneration respectively, and 0 if it is managed by the first generation.
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Besides the fact that Table 2.7 gives insight into the logarithmic values of the odds figures
(the ratio of the probability of belonging to one type versus the probability of betphgi
another type) of the two by two comparisons between types of family firms, it also enables us
to calculate the probability figures corresponding to each of the four types (Allison, 2005). If
this is accomplished specifically for the variable familytare, it can e.g. be found that
companies with a high level of family culture have 51% chance of being a type 4 family firm,
24% chance of being a type 2 firm, 15% chance of being a type 1 firm, and 10% chance of
being a type 3 firm If we follow the sane procedure with regard to the variable proportion of
family members in the management team, it is shown that companies with a high proportion
of family in management have 42% chance of being a type 2 family firm, 35% chance of
being a type 4 firm, 12% amce of being a type 3 firm, and 11% chance of being a type 1

firm®.

Overall, the result®f Table 2.7 should lead to the conclusion that most of the family
influence variables are not able to explain why a certain family business belongs to a specific
family firm type and not to the other three types. Although some effects could be detected
with regard to the family orientation of a family business (type 2 or 4 versus type 1 or 3), no
association could be found with regard to the level of family influeartd the business
orientation of a company. This means thdamily business has some opportunity of moving
from one quadrant to the othefherefore, these findings provide further support for
hypothesis 1la and 1b and for the main argument brought frwahis study that aafmily

firm should beable to pursugarious combinations @ family anda busines®rientation.

® The chance obelonging to type 1 is calculated a$%*/ (1 + e-?** + €%%+ %19 = 0.15, the chance of
belonging to type 2 as’é>’/ (1 + e* "%+ -#*+ g%19 = 0.24, the chance of belonging to type 3 48'® (1 +
gl gl2244 60759 = 0,10, This leads to a chance of belonging to type 4 8.151 0.24i 0.10 = 0.51.

® The chance obelonging to type 1 is calculated a&'& / (1 + -9 + €19+ 199 = 0.11, the chance of
belonging to type 2 as€*/ (1 + @191+ ™%+ 19%) = 0.42, the chance of belonging to type 3 &% (1 +

gh0904 gl1494 H19% = 9 12, This leads to a chance of belonging to type 4 8.117 0.42i 0.12 = 0.35.
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2.4.3 Perceivedgrformance

A last step in this study deals with investigating whetherfamily firmtypologyleads to
perceivedperiormance differencedVe will try to answer the question whether one family
firm type is more successful than the othfes.has been mentioned previously, performance is
measured in a subjective way by means of the level of satisfaction of the managitay dire
with regard tahe fulfillment of family and business goals. Therefore, the dependent variables
in our multivariate regression analysis include both family and business performance, where
the family firm typology as well asthe various dimensions dfmily involvementand
variables related to age size and industey @sed as independent variablBggarding the
family firm typology, threedumny variablesare created, where typé family firms, those
that attach high importance to botamily and busiess goalsare taken as a reference
category.Consistent with the literature and in line with hypothesis 2a and 2b, we expect this

fourth type of family firms to perform very wellhe results are shown Table 2.8

Table2.8 shows thattiethreedummy variableswhich characterize type fype2 and type
3 family firms compared to typé family businessegyive evidence of aignificantnegative
effect of thesehree family firm typeon family and businesperformance. This indicates that
type 4 family firmsindeedrealize the highest levels of satisfactregardingthe fulfillment of
both family and business needél/ith respect to family performance the table shows that in
type 2 family firms the strong orientation towards the family does not guardn@deghest
levels of satisfaction regarding the fulfillment of family goals. Only when the strong family
orientation is accompanied by a strong business orientation (type 4) the highest level of
family performance can be realized. The same conclusiors hwith respect to business
performance. In type 1 family firms the strong business orientation does not result in the

highest levels of satisfaction regarding the realization of business goals. Only when the strong
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business orientation is accompanied kstrang family orientation (type 4) the highest level
of business performance can be realizggharently,combininga strong family with a strong
business orientatigmresults in the highest overall level of satisfactisimceoverly stressing
family need contrary tobusiness needsnd otherwiseseens to have a restrictive effect on
both family and business performandéoreover, as expected, companies pursuing neither

family nor business goals (type 3) realize the lowest levels of perceived performance.

Table2.8 OLSregression results (dependent variables: family/business performance)

. Family performance Business performance
Variables B SE B SE
Constant .726* 433 413 .560
Controls

Company age -.001 .002 -.002 .002
Log size -.014 .042 79%** .055
Manufacturing -.106 116 -.152 151
Construction -.063 128 .180 .166
Trade -.125 121 .078 .156
Family influence
Family culture .382%** .051 .159** .065
Proportion of family in managemen -.073 .159 .049 .205
Family ownership .093 .145 -.276 .188
Family members actively involved .003 .021 -.021 .027
Founder involvement 101 .108 -.024 .140
2"vs. T generation 277 115 .001 .149
3ys. I generation AT 1R .165 .016 213
Typology
Type 1 vs. type 4 family firm -.900*** 114 -.502*** 147
Type 2 vs. type 4 family firm -.372%** 107 -.494%** 139
Type 3 vs. type 4 family firm -.976*** 123 -.838*** .159
R2 412 170
Adjusted R2 .390 139
F-value 18.662*** 5.485%**
N 415 417

Note: *** ** *indicate statistical significance at 1, 5, and 10% respectively

The dependent variable familyerformancerepresents a summated scalbich is calculated by taking the
average of the scores (frof8 to +3) on d four family performancdatems. The dependent variabbeisiness
performanceepresents a summated scat@ch is calculated by taking the average of the scores ({8atim +3)

on all four businesperformancdtems. Company age measured by taking thfference of 2006 and the year

of foundation. Log size is the natural logarithm of #¥®6total assets figure. Manufacturing, construction and
tradeare three industry dummy variables where the services sector is used as reference Eataggrgulture
represents a summated scadaich is calculated by taking the average of the scores (fBotn +3) on all ten

family culture items Proportion of family in management measures the proportion of family members in the
management team. Family ownershimislummy variable indicating total (1009¢3. partial (< 100%) family
ownership. Family members actively involved measures the total number of family members actively involved
in the company. Founder involvement is a dummy variable indicating whetheouhdef still takes part in
actively managing the company“®s.  and 3 vs. T generation are dummy variables that take on value 1 if
the company is managed by the second or third generation respectively, and 0 if it is managed by the first
generaibn. Typology is represented by three dummy varialthestake on value 1 if the company is a type 1,
type 2 or type 3 family firm respectively, and 0 if it is a type 4 family firm.
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The analysidurther makes clear that family cultufgas a significant ptive impact on
family and business performanad&s has beestatedbefore, a higher level of family culture
indicates ahigheroverlap of family and business valyesghich could explain why culture
positively affectsboth family and business performancén addition, the results show that
intergenerational succession in the family fisgems to have significantpositive effect on
family performance. Given that two of tHeur family goal items are closely related to
succession ie. successful businessransfer and preservation of family control and
independence), is no surprisdghat second and thirdgenerationfamily firms show higher
levels of satisfaction with respect to family goals, as they already gave proof of succeeding in

retaining family catrol andin going through a family business transfer over generations

Overall, aur analysisprovides support for the idea that type 4 family firms could be seen
as ideal family firms giverthat success in a family business depends on being able to
combhne astrongfamily with a strongbusiness orientatiolBased on these empirical results

hypothesis 2a and 2b can be accepted

2.4.4Validation of the model

In order to validate oufindings some further analyses were being applied to assess the
degree ofgeneralizability of the results found in this studge Appendix 2)In a first step,
we follow the approach as suggested by Gerbing and Hamilton (1996). Starting from a
random split of our total sample in two sub samplge again appl exploratory faabr
analysis (EFA) to one half of our sample, where the otherifghrt of a confirmatory
approach (CFA)Thisallows validating our modeas presented in Figure 2\8hich provides

the basis for this research. By randomly dividing our sample in twaxippately equal parts
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by means of SPSSsub samples were derived containingd 2d4nd 2% observations
respectively. The first sub sample wagainsubjected to EFA. As with the complete sample,

the same twdactor model was found (family goals versus bussngoals)explainingmore
than54% of total varianceNext, CFA based on maximum likelihood estimation was applied

to the second sub sample ofl2&ompanies. A chsquare value 084.657 with probability

level of .AL5 was found. Other model fit indicatorssulted in figures of 824f or 672/ d f |,
for CFI, and .03 for RMSEA. If thesefigures are being compared with the -ofit values
()] / df < 2, CFI > .95, RMSEA < .05 or .07)
we can conclude that ouesarchmodel as presented Figure 2.3 fits the data very well.

This, therefore, gives some indication of the validity of the results found in this study.

Figure2.3 Family versus business god(SFA)

goalvalue goalshare

goalgrowth goalprofit

Business
Goals

goalcontrol goalconflict goalfamworl k
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Secondly, the figures in Table 2.4 indicated thaignificant positive correlation exists

between family and business goals, and between family and business performance
respectively. In order to allow for this correlation between factors, analyses were repeated

based on principal components factor gsial with a promax instead of a varimax rotation.
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Promax makes use of an oblique rotation technique in order to obtain a factor structure
without imposing conditions of orthogonality (Kim, Mueller, 1978). However, conducting
this factor analysis with promarotation produced the same results as before. Even with
regard to the categorization of family firms based on standardized factor scores, the same
fourfold typology could be identified, with a similar effect on family and business

performance as descritbén Table 2.8.

A third check refers to a potential multicollinearity problem in analysesdue to the
fairly high correlatios of .64 betweencompanyage and the thirdversus firstgeneration
dummy; -.55 between founder involvement ath@ third versus firstgeneration dummyand
-.52 between founder involvement and company dgeorder to consider this potential
problem of multicollinearity, we calculated the variance inflation factors (VIF) for all the
independent variables in our regression mad€&€he highest value in our analyses equaled
3.9, which is far below the commonly accepted value of 10 used to indicate multicollinearity
concerns (Hair et al., 2006). We nevertheless replicalleaur analyses by excludingpth
founder involvement andompany age from our regressions. However, sinaféects could

be detectedwhich again provides support fitre results foundh this study.

Finally, the analyses in Table 2.7 and 2.8 indicate that we in fact have a partial mediating
model, since familyinfluence has some effect on perceived performance through the
mediating factor family firm typology, next to a direct effect of family influence on perceived
performance. As this induces a potential endogeneity problem, a partial solution lies in
estimatng the analyses of Table 2.7 and 2.8 simultaneously based on structural equation
modeling (SEM). SEM allows analyzing the hypothesized relationships within the context of

the entire model, and therefore is an attractive choice when testing mediatindegasiabe
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all the relevant paths are directly tested, and complications such as measurement error are
directly incorporated into the model (Baron, Kenny, 1986). When integrating all variables
into SEM, including family firm typology which is measured byamg of a dummy variable

with value one if the firm is a type 4 family firm and zero otherwise, an acceptable model fit
can be found for both the family and business performance model. Moreover, similar results
are detectedas before, since type 4 familyrrfis indeed realize significant higher levels of
family and business performance compared to the other types. Overall, the SEM analyses to
some extent show that the endogeneity problem will not seriously distort the results found in

current chapter.

2.5 Digussion and concluding remarks

By starting from the premises of both agency theory and stewardship thedrthe
concept of altruismwe were able taet more insight into the goal setting of a family
business As many times acknowledged in previous reseah , family busi ne
exclusively profitmaximizing organizations striving for the ultimate goal of shareholders
value. In fact, they are often found to care even more for the wellbeing of the familgt In th
sense, agency t loé&lyexplairafinilybasiness beliavior, avtiich eallstfor
additional theories to better understand this most common form of business organization. An
often suggested solutiom this respectlies in the stewardship theory, which has been
proposed by sevdrauthors to complement the agencgnfrework, since it do accounts for
the altruistic thoughts anthe pursuit of noreconomic goals which are frequently diagnosed

in the family business.

Since goals can be seen as a driving force in directing compaayitefiragiuri, Davis,

1992; Chua, Chrisman, Steier, 2003), the companies in our sample were questioned on the
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importance they attach to family and businegentedgoals. In that way, a distinction could

be made between a family and a business orientdi@sed on the degree to which family
goalsandbusiness goals are being pursued in the comparaddition, we tried to gain more
insight into the question whethtre pursuit of family goals excludéhe pursuit of business
goalsin a company by invegiating the relationship between a family and a business
orientation. Statistics clearly showed that family goals and business goals are not negatively
correlated and therefore, should not be seen as an either/or scenario. Morgover, b
theoretically and empcally analyzing various combinations @f family and a business
orientation we were able tadentify a fourfoldfamily firm typology. In line with the findings

of Leendersand Waarts (208) and Uhlaner et al. (2003), we found evidence that the
traditional classification of family-first versus businesdirst family businessegloes not
entirely cover the family business populatiasa family firm shouldalso hae the possibility

of pursuingneither or both family and business oriented goals

By further integrating several dimensions &mily involvementinto our study, we
managed to detect interesting relationships between various family influence variables and the
orientation of a family firm. Higher levels of family involvement due to increased yamil
ownership and family membership in the management team were found to be positively
related to the pursuit of family goals. Also with respect to the generational situation in a
business this same conclusion holds true. Succession from first to subggnerations of
family members is associated with a higher orientation towards the famtlyat sense, our
findingsmainly correspond with those &@romie et al. (1995), Reid et §.999) Basu(2004)
and Westhead and Howorth (2006). However, with ikgarthe relationship between these
family influence variables and business goals no significant effects could be detected. This

means thathte stronger orientation towards the family in firms characterized by higher levels
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of family influence is not necearily accompanied by a lower orientation towards the
business. This conclusion also resulted from the anatysithe association betwedhe
various family influence variablesaand the developed family firm typology, where it was
found that most of the faily influence variables are not able to explain why a certain family
business belongs to a specific family firm type and not to the other three types. Overall, these

findingsled to the acceptance of hypothesis la®nd

If a family business indeed ha®me opportunity of moving from one quadrant to the
other by altering the importance attached to family versus business goals, a lagastep
oriented towardsanswering the question whether a family business would favor from
belonging to a specific familfirm type compared to the othgipes In that sense, especially
the companies that succeeccombininga strong family an@ strongbusiness orientation are
expected to performery well, as they create a setting where both the family and the business
can flourish. The latter view was clearly empirically demonstrated by relating family firm
typology to family and business performansicethe highest levels of overall satisfaction
could be detecteith those companies whebethfamily and business maitts were given high
attention (type 4 family firms)This provides support for the findings Gfarlockand Ward
(2001), and Chua, Chrismaand Steier (2003)As a result, hypothesis 2a and 2b were

accepted.

Overall, the main conclusion of this study istthe identification of a family firm
typology based on the goal orientation of a company should be seen as a valuable way for
better understanding family business behavior. By following this approach, evidence was
found that combining strongfamily orientation witha strongbusiness orientatioftype 4

family firms) contributes to the success of both the family business and the business family
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Indeed, as brought forward by Zahra (2003), and in line with the stewardship perspective, the
behavior of thes family members that are highly committed to the family as well as to the
firm mainly corresponds to the symmetrical type of altruism which stimulates family
members to cooperate and work together in order to realize the objectives of the business. On
the other hand,ytpe 2 family firms (high family orientation, lowbusinessorientatior) could

be regarded as companies where the family factor gets too much attention, distracting the
company from the basic reason of existence, i.e. developing a successfuinacbusiness
activity. In that sense, the asymmetrical type of altruism that is expected to be found in these
firms could lead to inefficiencies which in the end can harm both the family and the business
(Schulze et al., 2003b)Type 1 family firms (ow family orientation, highbusiness
orientatior) could be considered as companies whirefamily is somewhat discriminated
against the business, therefore not fully taking advantage of the influence the family can bring
to the businesdMoreover, in linewith Eddleston and Kellermanns (2007), the low levels of
altruism in these companies could result in-seliving behavior which jeopardizes the family
bond and the commitment towards the firfiilmnese findings should make clear thging to
combine a stnog family with a strong business orientatioould be interpreted as a best
family business practicdn this way, eferring to the work of Habbershand Williams

(1999) and Habbershon, Willianasid MacMillan (2003), ral distinctive familiness coulle

seen in the light of being able ®ncourage symmetric altruistic behaviorthe company

which will allow family members to fulfill botHfamily and business needs. Only then, a
company will fully succeed irreapng the benefits of family involvement as samurceof

competitive advantage.
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3. Intergenerational differences in family firms: Impact on capital

structure and growth behavior’

3.1 Introduction

The interest in family business studies has increased rapidly over the years, leading to a
distinctive legtimate field of study in organizational research. As both academics and
practitioners have become aware of the importance of these firms for the world economy,
considerable effort has been put into research that improves our knowledge of family business
behavior and of the varying extent and nature of family involvement in a firm. Astrachan,
Klein, and Smyrnios (2002) for instance developed tHee€ scale as an instrument for
assessing family influence in a company based on three subscales: powernespanc
culture. With respect to the experience subscale, the authors focus on succession in the family
business, which can be of great value for a firm given the experience brought into the
company by various generations of family members. Also Gersiak €997), Ward (1987,
1997a), and Schulze, Lubatkin, and Dino (2§08ay special attention to the generational
evolution in a family firm. Overall, they share the view that the needs of a family firm and
their family members, together with their risttitade and family orientation can significantly
change as family businesses develop over generations. Taking into account the importance of
generational differences in family firms suggested by a number of authors, this study wants to
contribute to the terature by capturing the central idea of a heterogeneity approach in family
business studies (e.g. Klein, Astrachan, & Smyrnios, 2005; Sharma, 2004; Dyer, 2003; Tsang,
2002). As such the first aim of th&tudyis to distinguish between different genesas of

family firms and to analyze whether these generational differences have an influence on the

" This chapter is cauthored with Eddy Laveren ardn Jorissen
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financing and growth behavior of family firms. By supporting and recognizing this view, we
no longer treat the majority of the business population as onederaous group with equal

characteristics and similar behavior.

The extant literature provides evidence that family firms are complex entities, since in this
form of organization the business system is to a large extent intertwined with the family
system and because they pursue a combination of both financial anfinaocial goals
(Sharma, 2004Chrisman, Chua, & Sharma, 2008/esthead & Howorth, 2007). In this
respecta bigchallengefor family firms lies in the accommodation of the path of growth to
the availability of financial resources in order to maintain control within family boundaries
Referring to the work of Ward (1997a) and Carlock and Ward (2001), an interesting measure

to assess a family firmbs f hgmadgowtmbdehadordfuat i o

family firms can be found in the fAsustainat
firmds growth capacity in relation to the a\
us to gain more insight into the influendeoa f i r més capit al structu

on the growth realized by the company (Higgins, 1977; Kyd, 1981; DerAkgit &

Maksi movi c, 1998) . Exampl es of previous stu
growt ho t o t h etind aaemstill rather bcarsei Thezefore, the second aim of this

study is to further refine previous insights into the financing and growth behavior of family
firms by wusing this concept of PAsustainabl e

consstent over different generations of family firms.

With the analysis of the consistency of the finagoewth pattern over different

generations of family firms, we also try to provide an understanding for the opposite results

that are often found in pastudies regarding the capital structure and growth behavior of
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family firms. Moreover, through this study we indirectly contribute to the extant business
transfer literature by providing evidence of the effects of an intergenerational succession on

the financing and growth behavior of a family firm.

This chapteris structured as follows. First, we start with a literature review resulting in the
formulation of testable hypotheses. Next, we provide information about the resedach
measures, and the sstical methodology. Finally we present the results, and conclude with a
discussion of the implications of the findings, together with some suggestions for future

research.

3.2Literature review andformulation of hypotheses

3.2.1Financing behaviorof family firms

A survey of the finance literature shows that up till now several capital structure theories
have been developed. As described by Titman and Wessels (1988), Harris and Raviv (1991),
Fama and French (2002), and Frank and Goyal (2003), mostl cstpitsture theories start
from the tradeoff or pecking order approach. Both aoesome extennspired by the agency
theory (Jensen & Meckling, 1976) which points to the conflicts between debtholders and
shareholders and a reduction of the free cask fimblem resulting from the use of debt.
Next to that,potential bankruptcy costs as well as the deductibility of interest payments are
also taken into account in many studies in orddradeoff the costs and benefits related to
debt financing to detarine the optimal capital structure in a compafiy.alternative capital
structure theory, known as the pecking order model, has been developed by Myers (1984).
This model is based on the concept of information asymmetry between the firm and the
investor. As transaction costs arise for each new issue of securities ofichedyill prefer to

finance their investments first with retained earnings, then with debt, and finally with equity.
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In this way, the firm's level of debt is not driven by tradoffjcogs and benefits of leverage,
but rather by the firm's desire to minimize information asymmetry costs in raising external

finance.

Capital structure models based on the traffl@r pecking order concept are often used to
empirically determine the optimahpital structure in large as well as small firms. However,
in the family business literature and SME literature we do find additional approaches to study
the capital structure of these specific firms. Researchers like Barton and Matthews (1989),
Hutchinson (1995), and Romano, Tanewski and Smyrnios (2001) take into account
managerial preferences for understanding the level of indebtedness of these firms. In this
sense, the authors point to the #aking propensity, the values and goals of the
owner/manageas they all affect the debt position of the firm. Given that many entrepreneurs
pursue a safe and secure busi nes gemstatedic wa n't
choices, theyprefer to finance the firm's needs from internally generatedsfuather than
from external debt in order to maintain flexibility and control in their decisiaking. We
will take this capital structure literature and its relevant variables into account in order to

examine how a f ami |l y ebteddbyimeegenerationalaiffeechcesof deb't

When studying different generations of family firms, an often cited work in this respect is
the book of Gersick et al. (1997), in which the authors describe the development of ownership
in a family firm over time, fom the founding owner, to a secegeneration sibling
partnership, and finally to a thiar latergeneration cousin consortiumccording to the
authors, family firms going through this evolution could experience better conditions in
seeking debt financé&rom financing institutions if the transition of the firm from one

generation to the next is managed successfully. In that case, these companies will be able to
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build on longterm and solid relationships with their bank, giving them the status of more
reliable debtors. In line with this view, the study of Le Brekdiler and Miller (2006)
analyzes the importance of lotgrm relationships between family firms and external
stakeholders like bankers for financing opportunities. Given that the family nanstake in

these companies, they have higher incentives to meet current and future obligations. Another
idea is brought forward by Blanddazagatos et al. (2007) who describe the increasing
weakness of family ties and problems of opportunism and altragen the course of
generations. The authors found evidence that family members who are not actively involved
in the business will put pressure on the family business leaders to increase the leverage,
because debt can serve as a governance mechanismediaes the harmful effect of
managerial opportunism. Building on these studies, one could expect higher amounts of debt

in the capital structure of negeneration family firms.

However, other authors like Anderson, Mansi and Reeb (2003) claim that taerdhman
consider the transfer of a family business from the founder to the next generation as harmful
to their wealth. In their article, they start from the agency theory, which states that agency
costs can arise due to asymmetric information betwearhsblders and bondholders. Given
that the selection of a new business leader is mainly based on the existence of family ties, the
succession in family firms can involve less qualified fourdkscendants, resulting in a
detrimental effect on the companynih & AmoakoAdu, 1999). Authors also observe that
an increase in the number of active and passive shareholders can be expected after succession,
leading to higher dividend payout ratios and less attention for the reinvestment of retained
earnings (Schwas 2005). Furthermore, as more persons like brothers and sisters, aunts and
uncles, cousins and-laws get involved in the business, inteamily conflicts and rivalry

could arise as shown by Davis and Harveston (1999), and Harvey and Evans (1995). These
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authors identified a pattern of rising conflict with each succession in a family business.
Moreover, Beckhard and Dyer (1983) and Paul (1996) suggest that these conflicts are a major
contributor to family business failur@s a result, it is expected thagbt holders will provide

less capital to descendamuntrolled family firms, unless higher interest yields can be
incurred, which can ultimately lead to lower levels of debt in the capital structure ef next
generation managed family firms compared tortf@indercontrolled counterparts. So we

observe conflicting views with regard to the debt levels offustsus nexgjeneration firms.

In contrast to these supply constraints confronting -gereration family firms, many
researchers also take into agnt the demand side of the capital market in studying family
firm financing behavior. Several authors found that most owners of family firms are reluctant
to engage in debt financing (e.g. Sonnenfeld & Spence, 1989; Ward, 1997a; Miller & Le
Breton Miller,2005). Over time, when the company starts to prosper, they avoid an excessive
level of indebtedness. If cash is generated, it will mainly be used to reduce the amount of debt
in the capital structure of the company. This preference for internal finasgpyprts the
familyéds strong desire to successfully tran:t
as a way of safeguarding the wealth, the security and the tradition of the family. Failure of the
company woul d be seen saameanda hugd lasg df thenlifewoftk t h e

once created by the founder.

Finally, with respect to the ownero6s desce
that successors of the founder consider financial sunk costs in their decision making. Given
that hey usually have invested large amounts of capital for buying themselves into the
company, they have a lower willingness to undertake risky activities. This corresponds to the

work of Kaye and Hamilton (2004) who identified that descendants usually aneilk#sg to
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take risk and have a higher fear of losing control compared to their parents. As they care more
about wealtkpreservation instead of further weatftreation, this can result, amongst other
things, in a lower debdriented capital structure. €ke observations and findings should lead

to the conclusion that lower levels of debt can be expected from the momegenexition

family members get involved in the company. On the basis of the extant literature we
therefore formulate the following hgghesis, which is in line with the demand side literature

and part of the supply side literature:

Hypothesis 1: First generation family firms will have higher levels of debt in their capital

structure compared to secerahd third generation family firms

3.2.2Growth behaviorof family firms

A review of the literature (e.g. Evans, 1987; Cabral, 1995) shows the existence of two
basic theories for explaining the main determinants of firm grotvfirst well known theory
i n this r espec taw,iwich Gtatésrthat tiiesrate(ofl @gddvth Jof a firm is
independent from its size, meaning that both small and large firms will on average grow at the
same pace. For decades, this model has been part of many empirical studies, where
researchers mainly comteo t he concl usion t hat Gi brat s L
relationship that is often found between both variables. A second theory that is frequently
cited in literature concerns the model derived by Jovanovic (1982) which describes the
change in gowth over the life cycle of the firm. By highlighting the role of learning in an
organization, the author found an inverse relationship between growth and age, which means
that older firms are expected to realize lower growth rates compared to younuer Ifir
addition, we can also make reference to Penr

that , according to the Aresource based vVview
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over time determine t he f iorkof®avidssdnietlali (R0Op2),t o e x
Delmar et al. (2003), and Delmar and Wiklund (2008) investigates the growth dynamics of
small businesses. They come to the conclusion that several demographic characteristics can
have an influence on growth, such as the age, industry affiliation and growth motivation

of the firm.

With respect to this study, evidence can be found in the family business literature that also
i ntergenerati onal di fferences are an i mport e
However, different results can be found in this literature regarding the question how
intergenerational differences affect growth. Zahra (2005) and Fernandez and Nieto (2005)
found that when new generations of family members become actively involved in the
company, wealth increase and strategic renewal become more important. The underlying
argument is that with each succession in a firm, new family members bring fresh knowledge
and insights into the company, which positively affects the incentive to innovate,
internationalize and grow. However, Kellermanns and Eddleston (2006) come to the opposite
conclusion. They find no significant impact of generational involvement on corporate
entrepreneurship. For this reason, they claim that entrepreneurs can be fowssd adicro
generations of family firms, and that first generation companies do not necessarily become

more or less entrepreneurial over time.

In contrast to these findings, other researchers indicate that a negativycléfesffect
exists with respect to ¢hgrowth level realized by the family firm. Ward (1987, 1997a) for
instance starts from the complex interactions between the family and the business to show that
family firms can differ according to their promulgated goals and priorities, which shift over

time. As a result, there are family firms where the business rather serves the family- (family
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first companies as well as family firms where the family rathserves the business
(businesdirst companiel In accordance with this model, evidence was dbtimat first
generation family firms are more business oriented in comparison with subsequent
generations, and that firms with a business orientation have a higher capacity to grow (Dunn,
1995; Cromie et al., 1995). Reid, Dunn, Cromie and Adams (1999)tlissel same ideas to
suggest that firsgeneration family firms grow at a faster rate compared with subsequent
generations of family firms, and that for the latter type of firms family goals (family
orientation) become molienportant compared to firggeneation companiesThese findings

also correspond to the study of Martin and Lumpkin (2004) who found that with regard to
successive generations entrepreneurial orientation tends to diminish and family orientation
seems to prevail, as stability and inherime concerns become the b
drivers. Similarly, McConaughy and Phillips (1999) claim that second and later generation
family firms invest less in capital equipment and R&D, and exploit less new technologies and

markets, leading to slowgrowth compared to foundeontrolled firms.

Finally, interesting conclusions can be drawn from Gersick et al. (1997), who state that
with each succession in a family firm there is an increased chance for ownership dispersion
and a multiplication of the umber of family members involved. Starting from this
observation, Miller and Le BreteMliller (2006) suggest that slower growth can be expected
as family firms progress over generations. According to them this is driven by the increasing
demand for divideds as family businesses enter second or later generations, thus strongly
reducing the availability of financi al me an
growth. In line with these findings, several authors found evidence that irg@estation
family firms a serious increase in information asymmetries between owners and managers can

be identified, resulting in a high level of conflict, rivalry and managerial opportunism in the
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company, which might be detrimental for growth (e.g. Fama & Jens88a Iellermanns &
Eddleston, 2004; Blaneblazagatos et al., 2007). According to Ward (1997b), these conflicts
among family members can be seen as one of the main reasons behind the stagnation of a
family business. Based on the majority of these reseduclies who expect lower growth

figures in nextgeneration family firms, we hypothesize that:

Hypothesis 2:First-generation family firms will realize higher levels of growth compared

to secondand third generation family firms.

3.2.3Link betweenfinancing and growth behavior

So far we have discussed prior literature in which the financing behavior and growth
behavior of family firms have been studied as individual research variables. However, in the
SME- and financing literature a number of articles banfound which focus on the complex
relationship between investment, financing and profit distribution decisions and the growth
rate of a company (e.g. Rajan & Zingales, 1998; Michaelas et al., 1999; Berggren et al., 2000;
Becchetti & Trovato, 2002; Carpter & Petersen, 2002; Watson & Wilson, 2002; Hall et al.,
2004; Oliveira & Fortunato, 2006). Referring to the research of Carpenter and Petersen
(2002), and Oliveira and Fortunato (2006), the internal finance theory of growth can be
mentioned which focuseon the relationship between financing constraints and growth. As
many small firms have limited access to external capital, the authors state that the growth of
these firms will be constrained by the availability of financial means internally generated by
the company. Moreover, in the case of owner managed firms, this relationship between
financing and growth can become even more important due to the fact that many
owners/managers have a strong preference to keep ownership and control of the firm in the

fami | y 6 s Bdmenn&d Matthéws, 1989Berger & Udell, 1998; Jordan et al., 1998;
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Hutchinson, 1995; Romano et al., 2001 this respect, Poutziouris (2001) points to the fact
that a majority of the family bunsalniesstssedos aisn
want to maintain the status quo and prefer to retain independence and control, which results in

a heavier reliance on internally generated funds for financing their growth.

In order to examine the link between financing and growth behasaise the concept of
Asustainable growtho. This concept, also kno
growth, is well described in both the academic literature and practitioner journals. The most
referenced version of the concept goes liadKiggins (1977) and Kyd (1981) who defined it
as the annual growth rate that is consistent with the firm's established financial policies, given
that the company wants to maintain a constant dividend payout ratio and capital structure

without issuing nevequity. It can be obtained by starting from the following equation:

D = g * Assets, 1 Earnings* by (1)

where Qrepresents the amount of borrowing needed at time t if the firm is to grow at a rate of
O,andhi s the proportion of the firmbés earnings:s
reinvestment. The formula clearly shows that the external financing need is the difference
between the required amount of investment, for a company growingpatant, and the

internally available resources for investment, given a constant dividend payout ratio.

Based on formula (1) two different estimat
can be calculated, i.e. the internally financed growth rate andustainable growth rate.
With regard to the internally financed growth rate, it is assumed that no external financial
means are used. This implies that growth is funded by exclusively relying on retained

earnings, meaning that new debt finance and capiedases are not taken into consideration.
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Thus, by equating o zero and solving the equation fqr the internal growth rate can be

derived as follows:

IG; = b * Earnings/ Assets; (2)

In accordance with @mirgu¢gKunt and Maksimovic (1998) one can also derive the
sustainable growth rate (SG) which expresses the maximum growth rate that can be financed
without resorting to external equity finance and without altering the current capital structure.
T h u s the grawéhgate that can be realized when the firm uses internal resources and an
amount of debt financing that keeps its total debt to assets level constant. Again, capital
increases are not taken into consideration. SG can be calculated based on fbyrbyla
equating Rto the growth rate at time t multiplied by the amount of borrowing at tithe t

Solving the equation for; gesults in:

SG = Iy * Earnings/ Equity.1 3)

With the use of equations (2) and (3)efus information can be obtained on financing
decisions taken in a firm in order to realize growth by comparing the actual realized growth
rate with the internal and the sustainable growth level respectively. A graphical representation
of these relationssigiven in Figure8.1. A company growing at a rate below or equal to the
internal growth rate is able to fund its growth by exclusively relying on internally generated
financial means (field A). If the actual realized growth liesb@tween the internal dn
sustainable growth rate (field B), the firm will need additional external finance like debt to
fund its growth. However, these firms will use less debt so that their debt ratio will fall below
its current level. If higher growth than the sustainable growte is realized (field C), the

management of the firm can consider different options like issuing new equity, reducing
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planned profit distributions (dividends), or increasing the anticipated use of debt finance
above the actual debt ratio, giventheé¢ enr pr i seds current financi

the capital markét

Figure 3.1:Comparison oéctualgrowth andinternal/sustainablgrowth
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Maximum growth if only Maximum growth if internal
internal finance is used and + debt finance are used.
dividend payout ratio is held Dividend payout ratio and

constant. debt ratio are held constant.

Although the concept has not been widely empirically researched, Ward (1997a), Carlock
and Ward (2001)andMishra and McConaughy (1998gscribe this concept as an interesting
measure to assess a family firmdéds financi al
want to keep control within the family, a major issue in these firms is the accommmodfatio
the growth path to the availability of financial resources. Investment opportunities might arise
that need funding beyond the level that is feasible without causing any loss of family control,
or beyond the current level of indebtedndssthis respet, interesting conclusions can be
drawn from the analysis of companies in which the actual growth rate exceeds the internal or
sustainable level. Given that in companies in which a higher growth is realized than the
internal or sustainable growth rate dawnal amounts of leverage will become necessary to
fund their activities and investments, this will lead to a higlmebability of financial distress
and loss of control. Therefore, the excess growth in a company (above the internal/sustainable

growthrate)is a valuable measure for assegshe level of risk tolerancélthough we are

8 As the use ofexternal equity financing proved t®e extremely exceptionand since dividend payments are
rather low for our sample firms, it will be assumed in this study that external financial means correspond to debt
finance.
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aware that risk encompasses many aspectshugspecifically focus on control risk in the
family business in accordance with the study of Mishra and McConaughy (1999),

analyzing the external financing need of the company resulting from growth.

Referring to the literature on intergenerational differences in family firms, Reid et al.
(1999) start from the idea that family orientation becomes more important as famiy f
developtos how t hafti riasfta nfiilryms 0 are more reluctant
as family control can dilute, even if it was in support of growth. They further suggest that
these firms wild./ finance skryowtelx treatntad r sforuam
like debt or venture capital. In the same sense, Schulze, Lubatkin and Dina) (@68&ibe
the changing risk attitude if ownership gets dispersed among various family members of a
privately held family business based twe tassumption that with each transition of a family
firm to the next generation there is a high chance of equity ownership becoming more diffuse.
As this can lead to a divergence of interests between shareholders who serve on the boards of
these closehhdd firms, family owners will find it prudent to reduce financial leverage, as
increased corporate risk has a direct effect on the safety of their personal investments. The
effect of this sukbptimal capital structure is that the rate of firm growth isdirdimited to

the growth rate of internallgenerated capital.

Building on the extant literature, we want to gain insight in whether or not various
generations of family firms differ with respect to their level of risk tolerance. For that reason,
we will compare the actual growth rates of the companies with their internal and sustainable
growth levels. In line with other studies that confirm the increasing risk aversion and fear of
losing control as family firms progress from one generation to the egxtReid et al., 1999;

Schulze et al.,, 20@8 Kaye & Hamilton, 2004), we expect to find thiwe level of risk
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tolerance, measured by the differendetween the actual growth rate and the
internal/sustainable growth levels respectively will vary acrosermgdions. Therefore, we

hypothesize with regard to the relation between growth and financing behavior that:

Hypothesis 3a:The level of risk tolerance, measured by the difference between the actual
growth rate (AG) and the internal growth rate (1G),irstfgeneration family firms will be

higher compared to secorahd third generation family firms.
Hypothesis 3b:The level of risk tolerance, measured by the difference between the actual
growth rate (AG) and the sustainable growth rate (SG), indaseration family firms

will be higher compared to secoerahd third generation family firms.

Figure3.2: Framework of analysis

Information asymmetry
between shareholders and
bondholders

Managerial choice
- risk-attitude

- need for control

- values and goals

Generational
involvement

Information asymmetry
between shareholders and
managers

The framework of analysis is presented in a graphical way in Fig2reThe figure
summarizes the hypotheses developed is thiapterregarding the impact of different
generations of family firms on the debt level, growth level and the difference between the
actual growth and internal/sustainable growth. In addition, the figure sthewsain drivers
which can explain why gerational differences are expected to occurthie growth and

financing behavior of family firms based dhe empirical literaturedescribed above. It
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mainly concerns factors such as changing information asymmetries between shareholders and
bondholders and diween shareholders and managers, as well as changing managerial
preferences or choices, where the latter specifically refers to the risk attitude, need for control,

and values/goals of the family managers.

3.3 Research rathodology

3.3.1 Data

In this study we will start from our data set of 504 family businesBesides the survey
information, data omgrowth rates, debt levels, and other finansifrmationwere collected
for all the companies in owlata sebver the period 200@005.However, br thepurpose of
the analyses we omitted 18 respondents from the research population due to the anonymous
character of these firms or due to missing information related to the generational situation.
Moreover,since financial figures in this study are investighover the period 20e2005,61
family firms were omitted as they were involved in a business transfer from theaditke
second generation or from the secotal the third generation in the period after the year
2000. In this way, clear generatiomiferences can be identified betwethe firms, without
being affected by any spurious effects resulting from a business transfer within the firm on its
financial figuresin the period of analysidfter these omissions, we obtainediraal sample

of 425companies.

Table 3.1 presents the profile of the companies in our sample. A total of 110 companies
can be identified as firgieneration family firms, 186 as secegeneration family firms, and
129 as third or later generation family firms. In almost &list-generation family firms the
founder is still actively involved, whereas in secoadd thirdgeneration family firms this

involvement drops to 41% and 2% respectivi@@gnerational and founder involvement are
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measured in 2006)With regard to the fim characteristics agémeasured in 2006and
dimension(measured in 2000Wwe learn that in our sample a rising pattern in the number of
years of operation and the size of the company can be identified when comparing different
generations of family firmskirst generation family firms have been in business on average
for 19 years, whereas secerghd third generation family firms have 36 and 79 years of
operation respectively. With regard to the size of the company measured by means of total
assets, we fith that the mean figures increase frarB83 million euro t04.95 million euro.

When looking at industry differences, secoadd thirdgeneration family firms seem to be
more oriented towards the manufacturing and construction sector, wheregerfgshtbon

family firms are more concentrated in the services sector. All these differences in age, size,
industry, and founder involvement prove to be statistically significant. We will control for

these variables in our analyses.

Table 3.1:Profile offirms

ch - 1% generation 2"generation 3 or later generatio F Chi-square
aacteristics o o e LI
Family firm  Family firm Family firm value value
Number of firms 110 186 129
Founder involvement (proportion) 103 (94%) 77 (41%) 3 (2%) 204.8***
Industry (proportia):
manufacturing 28 (26%) 62 (33%) 43 (33%)
constructior 18 (16%) 42 (23%) 23 (18%) 11.9*
trade 34 (31%) 49 (26%) 46 (36%)
services 30 (27%) 33 (18%) 17 (13%)
Company age (mean) 19 36 79 189.4#+*
Total assets (mean) 1,830,550 3,654,320 4,950,310 5.5%**

Note: * p <.10; ** p < .05; ** p < .01.
Company age is measured by taking the difference between 2006 and the year of foundation.
Total assets (in euro) is measured in 2000.

3.3.2 Variables

Dependentvariables. In order to test our firshypothesis the level of indebtedness

represents the proportion of total debt to total assets, averaged over the peri@d@R01
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Total debt was chosen as dependent variable in accordance with the concept of sustainable
growth, which takes into accountethotal level of external financing resulting from financial

as well as notfinancial debt and short term as well as long term dedottesting hypothesis

2, which relates to the realized growth rate, average annual growth in total assets over the
same fve year period is taken into consideration. The choice to measure assets growth instead
of sales growth is due to the absence of sufficient sales figures for all firms, as for Belgian
SMEs the disclosure of sales figures is voluntary in their financiesents. However, as a
robustness check, hypothesis 2 will also be tested based on sales growth using those
companies in the sample that voluntarily disclosed their sales figures. Regarding our last two
hypotheses 3a and 3b, a third dependent variableunssathe difference betwedine mean

annual assets growth atite mean annual internal growth over the period 2R0Q5 in the

firms growing faster than IG. For the last dependent variable the difference is taken between
the mean annual assets growth amel mhean annual sustainable growth if the firm realizes a

higher growth rate than SG.

Independentariables. In this study, family firms are categorized as firstecond, or
third-generatiormanaged companies. For this purpose we rely on the questmrthair
assesses which generation at that moment was actively involved in the management of the
firm. Firstgeneration family firms are defined as companies managed by the founding
generation. In secondand thirdgeneration family firms members of the sedo and the
third- or later generation respectively manage the company. By creating two dummy

variables, secondand thirdgeneration family firms are compared with their figetneration

counterparts. As past st udi e sakefintoratchuatrthe s u g g e

influence of the founding family member on family business behavior (e.g. Davis &

Harveston, 1998, 1999; Kelly, Athanassiou, & Crittenden, 2000; McConaughy, Matthews, &
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Fialko, 2001), information on active founder involvement inrttenagement of the company

is also included in our study. The data in Tahleindicate that especially secegdneration
family firms can be differentiated according to their presence or absence of founder
involvement. For this reason, an interactiomte¢hat measures the impact of the founder in

these family firms is added to our analyses.

In addition, variables revealed by the extant literature as significant drivers for a
companyos | evel of i ndebtedness andables.exces s
Corresponding to Titman and Wessels (1988), Fama and French (2002), Carpenter and
Petersen (2002), and DemirgKant and Maksimovic (1998), the following control variables
are introduced: earnings before interest, taxes, depreciation and anwrttiaitied by total
assets (profitability), fixed assets to total assets (tangibility), annual growth in total assets
(assets growth), the standard deviation of cash flows to total assets (variability), and dividend
payments to total assets (dividends).tWexception of variability, all these variables are
averaged over the period 202005. We further use two control variables related to growth
objectives and supply side financing constraints based on the survey responses. Growth
objectives are measureg Imeans of a-point Likert scale variable which identifies to what
extent sales growth is one of the firmbés ma
by using a dummy that takes on value 1 if the bank recently rejected a credit request of the
company.The fact that the latter two control variabbeg® measured at the end of the period
of analysis(2006), limits the interpretation of the effect of these variables. In that sersse,
more appropriate to talk about associations betweelattieetwo variablesand the dependent

variableshan pure causeffect relationships
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Finally, referring to the work of e.g. Romano et al. (2001), Harris and Raviv (1991),
Titman and Wessels (1988), Evans (1987), and Delmar et al. (2003) we also included some
general business characteristics like age, size and industry which could have a significant
influence on the variables under study. Firm age is measured by taking the difference between
2006 and the year of foundation. Size is included by means of thalnaterithm of total
assetsn 200Q With respect to industry, three dummy variables are created based on the
NaceBel code available in Bétirst. They correspond to the manufacturing, construction,
and trade sector. The services sector is used asnefecategory. Descriptive statistics and

Pearson correlations of the variables used in this study are shown irBRable

Table 3.2: Descriptive statistics and correlations

Variables Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 13
1. Total debt/ttal assets .65 .22
2. Assets growth .08 13 167
3. Actuali internal growth A1 13 367 947
4. Actuali sustainable growth .17 .34 38" 33 39
5. Company age 4522 3535 -26" -21" -22" -a17
6. Log size 753 112 -14" -33" -37" -28° 30"
7. Profitability .15 .09 -19° 12 -16" -10 -18" -13
8. Tangibility .32 21 .18 .03 .12 .11 -18 -14° 277
9. Variability .04 .05 15" 14" 21" 26" -12 -21" -02 .03
10. Dividends/total assets .01 .03 -17" -05 -12 -16 .10 .27° .40° -13 .05
11. Financing constraints .06 24 14 -05 .01 .05 -05 -00 -11 -06 .04 -.02
12. Growth objectives 1.84 9% 03 .07 -02 -12 -12Z -01 .08 .05 -02 .02 .04

13. 2%vs. T generation dumn .44 50 -07 -08 -07 -06 -23° 00 .01 .01 .04 .01 -08 .02
14. 3%s. ' generation dumm .30 46 -16" -15" -19° -14 67" 22" -12 -09 -07 .12 -04 -12 -59°

Note: * p <.05; * p < .01.

Total debt/total assets represents the proportion of total debt to total assets averaged over the p&tfb2001
Assets growth represents the average annual growth in total assets over the per@@080Qdtual i internal

growth measures the difference between the mean annual assets growth and the mean annual internal growth
over the period 2062005 in the firms growing faster than IG. Actualsustainable growth measures the
difference between the meanraal assets growth and the mean annual sustainable growth over the period 2001
2005 in the firms growing faster than SG. Company age is measured by taking the difference between 2006 and
the year of foundation. Log size is the natural logarithm of thé 26fal assets figure. Profitability measures
earnings before interest, taxes, depreciation and amortization divided by total assets averaged over the period
2001-2005. Tangibility measures fixed assets to total assedsagedover the period 2002005. \ariability
represents the standard deviation of cash flows to total assets over the peri@@®O0Rividends/total assets
measures dividend payments to total assets averaged over the periel0@B0TFinancing constraints is a

dummy variable that takesn value 1 if the bank recently rejected a credit request of the company, and 0
otherwise. Growth objectives are measured by means gfadnt Likert scale variable which identifies to what
extent sales growth is onenwotf dthealflio mos mbdsih obgryt |
and 3 vs. I generation are dummy variables that take on value 1 if the company is managed by the second or
third generation respectively, and O if it is managed by the first generation.
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3.3.3 Testilg procedures

The hypotheses developed are tested with multivariate regression analysis to identify
differences in the financing and growth behavior of firsiecond and thirdgeneration
managed family firms. The total sample of 425 family firms is takém consideration for
testing hypothesis 1 and Bowever, due to some missing values with regard to variables like
company age and log size, a final data set of 377 companies is taken into account for testing
hypothesis 1, and 372 companies for testipgothesis 2. Moreover, since we are particularly
interested in companies that experience an external financingfareesstinghypothesis 3a
and 3b, two suisamples are derived containing 262 and 163 family firms respectiMedy.
first contains only thee firms that grow faster thdheir internal growth rate, and the second
consists of firms that grow faster than their sustainable growth Agign, due to some
missing values with respect to company age and log size, the final data set used in the
analses consists of 236 and 143 firms respectively. Finally, in oodezduce the influence
of outliers in ourregression analyses, we excluded the most extreme 1% cases of the

dependent variables from further examination

3.4 Results

3.4.1Financing behavor

The results of the regression analysis which tdssfirst hypothesis in relation to the
financing behavior of family firmsare provided in Tabl&.3. The results indicate that the
impact of different generations of family members managing the aoyrgrathe level of debt

is significant. Compared to firgfeneration firms, secondand thirdgeneration family

°® We examined the seitigity of our results by both including outliers in our analyses, as well as winsorizing
extreme values at thd'and 93" percentiles. The results of these regressions show that similar significant effects
can be found with respect to the variables meag generational involvement.
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businesses have a significantly lower debt rate (at the 1% and 10% level respectively) in their

capital structure ofkix to eight percentage pus. With respect to founder involvement

however, no dissimilarities in financing behavior exist between segeneération firms in

which the founder is still actively involved, and those in which the management is solely in

hands of the descendants of tbender.

9C

Table 3.3: OLS regression resulidependent variable: total debt/total assets

Independent variables B SE Beta

Constant .755%** .088

Controls
Company age -.000** .000 -.152
Log size .004 .010 .019
Manufacturing -.089*** .030 -.193
Construction -.024 .034 -.043
Trade -.005 .032 -.010
Profitability - T45%** 2117 -.305
Tangibility 223 .052 .220
Variability .367* 193 .090
Growth .138 .087 .078
Financing constraints .088** .042 .098

Intergenertdonal differences
2"versus 1 generation -.078*** .030 -.178
3"“versus 1 generation -.063* .036 -.135
Founder * 2° generation .037 .031 .065

R2 .254

Adjusted R2 227

F 9.508***

N 377

Note:B, unstandardizedoefficient; SE, standard error; Beta, standardized coefficient.

*p <.10; * p <.05; ** p <.01.

Total debt/total assets represents the proportion of total debt to total assets averaged over
the period 2002005. Company age is measured by taking the differdratween 2006

and the year of foundation. Log size is the natural logarithm of the 2000 total assets figure.
Manufacturing, construction and tragee three industry dummy variables where the
services sector is used as reference categoofitability measures earnings before interest,
taxes, depreciation and amortization divided by total assets averaged over the period 2001
2005. Tangibility measures fixed assets to total asaetsagedver the period 2062005.
Variability represents the standard dsion of cash flows to total assets over the period
2001-2005. Growth represents the average annual growth in total assets over the period
2001-2005. Financing constraints is a dummy variable that takes on value 1 if the bank
recently rejected a credit neest of the company, and 0 otherwis®\&. 'and ¥ vs. T
generation are dummy variables that take on value 1 if the company is managed by the
second or third generation respectively, and O if it is managed by the first generation.
Founder * 3% generation measures the interaction effect of tHe/& 1% generation dummy

and a dummy measuring active founder ineohent in the management of the company



With regard to the control variables we observe that more profitable firms use less debt
finance, which seems quite logikas these firms have a higher capacity to fund their business
internally. Also a significant positive effect can be found with respect to the ratio of fixed
assets to total assets. The rationale underlying this effect isatigible assets can serve as
collateral, which results in lower agency costs of debt. With respect to cash flow variability,
which serves as a proxy for business risk, a significant positive effect is found. Apparently,
companies with more volatile cash le take up higher levels alebt in their capital
structure. According to Myers (1977) and Michaelas et al. (1999) this can be explained by the
fact that firms with a higher business risk have lower agency costs due to lower
underinvestment problems, whidhcreases their ability to attract higher levels of debt
Finally, firms experiencing financing constraints prove to have higher debt levels. This result
probably stems from the fact that companies were questioned about this issue at the end of
2006, meaimg that their answers are based on their past use of debt, which is exactly
measured by the dependent variable in our model. In that sense it & thgicespecially
highly levered companies experience the highest financing constraints in attraditimnad
amounts of debt. Overall, the above results provide support for hypothesis 1 stating that next
generation family firms have lower levels of debt in their capital structure and therefore have

a more conservative financial behavior compared tediesieration family firms.

3.4.2Growth behavior

The regression results with regard to our second hypothesis, which relates to the actual
growth rate in different generations of family firms, are presented in Bahl&@he results in
the tableprovide evignce that family firms evolving from the first to the second generation,
and subsequently to the third generation, seem to face slower growth in their total assets. A

significant effect offour percentage points can be identified between -fiestd next
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generatioamanaged family firms, even after controlling for busiredated variablesApart
from a significant positive association between growth objectives and the actual growth rate,
the data further indicate that founder involvement, the realizatidmgbf profit figures,and
financing constraints are not significantly related to the realized growth ratiesfirms of
our sample. Overall, this results in the acceptance of hypothesis 2, which states that first

generation family firms grow faster coamed to their nexgeneration counterparts.

Table 3.4: OLS regression resultdependent variable: actual growth

Independent variables B SE Beta

Constant 27 2%** .044

Controls
Company age .000 .000 .020
Log size -.028*** .005 -.278
Manufacturing -.010 .016 -.041
Construction .003 .018 .012
Trade .003 .017 .011
Profitability .075 .063 .060
Growth objectives .014** .006 125
Financing constraints -.031 .023 -.067

Intergenerational differences
2" versus T generation -.042% 016 -.184
3“versus 1 generation -.041% .020 -173
Founder * 29 generation .008 017 .029

R2 .164

Adjusted R2 .138

F 6.415%**

N 372

Note:B, unstandardizedoefficient; SE, standard error; Beta, standaad coefficient.

*p <.10; ** p <.05; *** p < .01.

Actual gowth represents the average annual growth in total assets over the peried 2001
2005.Company age is measured by taking the difference between 2006 and the year of
foundation. Log size is theatural logarithm of the 2000 total assets figure. Manufacturing,
construction and tradare three industry dummy variables where the services sector is used
as reference categorirofitability measures earnings before interest, taxes, depreciation
and amdization divided by total assets averaged over the period-200%. Growth
objectives are measured by means ofpint Likert scale variable which identifies to what
extent sales growth is one of the efyihighmés mai n
e x t e Rinadcig constraints is a dummy variable that takes on value 1 if the bank
recently rejected a credit request of the company, and 0 otheriises. ' and 3" vs. &
generation are dummy variables that take on value 1 if the cgmipananaged by the
second or third generation respectively, and O if it is managed by the first generation.
Founder * 3 generation measures the interaction effect of tAg21% generation dummy

and a dummy measuring active founder ineahent in te management of the company
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3.4.3Internal and sustainablegrowth

In order to investigate the relationship between financing and growth behavior, the
concepts of internal and sustainable growth are integrated into our analyses, as they can
deliver insidnts into the risk tolerance of a company, and thus whether the firm is willing or
not to increase its debt rate for seeking growth. For this purpose actual, internal and
sustainable growth figures are being compared by integrttmglifferences betweehedse
growth ratesinto a regression analysis. Tal8é& shows the regression results based on a
group of family firms that grow faster than their internal growth rate and a group that grows

faster than their sustainable growth rate.

The results of the it model indicate that intergenerational differences are significant in
explaining the difference between the actual growth rate and the internal growth rate. For both
second and thirdgeneration family firms that grow faster than their internal groaté, the
extent to which they exceed this internal growth rate, proves tivdgercentage points
lower compared to firseneration companies. The results further show that also profitability
the ratio of fixed assets to total asseted dividend payents to total assetsgnificantly
influence the dependent variable. Less profitable and more esypéakive firms as well as
those that pay higher dividendgow at rates that require them to attract higher amounts of

debt finance. With respect tounder involvement no significant effect can be found.

The results of the second model, where the dependent variable is the difference between
the actual growth rate and the sustainable growth rate, are also presented iB.5I abhe
results indicate thiaespecially secondeneration family firms exceed less their sustainable
growth rate compared to firgeneration family firms. In thirgieneration family firms this

effect does not prove to be statistically significant. Based on these regressionsgepte acc
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hypotheses 3a and 3b, which state that the level of risk tolerance, measured by the difference
between the actual growth rate and the internal/sustainable growth rate differs according to

the generation managing the company.

Table 3.5: OLS regressignsults- dependent variables: acttiainternal/sustainable growth

Model 1 Model 2
Actual - internal growth Actual - sustainable growth
Independent variables B SE Beta B SE Beta
Constant AT70** .051 .840*** 229
Controls
Company age .000 .000 .021 -.000 .001 -.005
Log size -.038*** .006 -410  -.059** .029 -.205
Manufacturing -.031* .019 -.128 -.103 .075 -.147
Construction -.040** .020 -.144 -.166* .085 -.203
Trade -.027 .020 -.109 -.143* .086 -.185
Profitability - 517**=* .087 -397  -.951* 438 -.203
Tangibility .098*** .034 181 213 139 .146
Dividends .832%** .230 .245 .708 1.418 .046
Intergenerational differences
2" versusl®™ generation -.047% .019 -.209 - 147* .085 -.222
3 versus 1 generation -.051** .022 -.209 -.128 .097 -.182
Founder * 2° generation .010 .020 .036 -.006 .082 -.007
R2 .310 A77
Adjusted R? 276 .108
F 9.148*** 2.565*+*
N 236 143

Note: B, unstandardizedoefficient; SE, standard error; Beta, standardized coefficient.

*p <.10; * p <.05; ** p < .01.

Actual i internal growth measures the difference between the mean annual assets growth and the
mean annual interhgrowth over the period 2082005 in the firms growing faster than 1G. Actiial
sustainable growth measures the difference between the mean annual assets growth and the mean
annual sustainable growth over the period 2205 in the firms growing fastehdan SG Company

age is measured by taking the difference between 2006 and the year of foundation. Log size is the
natural logarithm of the 2000 total assets figure. Manufacturing, construction anchteatieee
industry dummy variables where the servicestor is used as reference categdtofitability
measures earnings before interest, taxes, depreciation and amortization divided by total assets
averaged over the period 208005. Tangibility measures fixed assets to total assetsagedver

the peiod 20012005. Dividends measures dividend payments to total assets averaged over the
period 20032005.2"vs. T'and 3 vs. I generation are dummy variables that take on value 1 if the
company is managed by the second or third generation respectinel if it is managed by the

first generation. Founder *'2generation measures the interaction effect of fe< 1% generation

dummy and a dummy measuring active founder irmalent in the management of the company

Overall, the tests of hypotbis 3a and 3b reveal that negdneration family firms have a
lower risk tolerance as they allow for further growth in their company (i.e. when AG > IG or

AG > SG), but to a lower degree than figeneration family firms. Nexgeneration family
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firms aremuch more inclined to limit their growth in order to avoid irresponsible levels of
risk linked to the use of high amounts of debt. This means thaigeeetration family firms

are less prepared to take higher risks, since for this group smaller incretisesise of debt

in their capital structure can be identified. If they decide to grow beyond their internal level,
they restrict the degree to which this level is surpassed, meaning that they avoid large
increases in additional debt financing. By intemigtthe sustainable growth rate into our
analysis, we further find that particularly firms of the second generation, who want to exceed
their sustainable growth level, and thus willing to increase the current proportion of debt in
their capital structurego less far in raising their debt proportion and risk of control for

funding their growth compared to firgeneration family firms.

3.4.4 Robustness tests

To assess the robustness of our results, we carry out several checks which mainly concern
the use oflternative measures of the dependent and independent va(sddeSppendix 3)
In a first step, we start from the idea that succession in a family firm involves two aspects, i.e.
ownership and management transition (Le Brdibiter, Miller, & Steier, 2004). As the
moment of transfer of management does not always coincide with the moment of transfer of
ownership, and since our results are only based on the analysis of management successions in
the family firm, one way of generalizing the results in 8tigly is to investigate the effect of
transitions in ownership between generations. For 47 companies in our sample, evidence was
found that ownership and management are in hands of a different generation. For this reason
we replicate all the analyses (igebt rate, growth rate, internal/sustainable growth rate) by
using two dummy variables which compare seeamd thirdgeneration owned family firms
with companies in which firggeneration family members own the shares. Overall, the results

of these arlgses are quite similar to those presented in TaBlgédo 3.5. Especially with
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regard to the differences between secamdl firstgeneration family firmssimilar significant
effects can be identified. When differentiating between thardi firstgeneation companies
similar negative effects are found too, although they only proof to be statistically significant

with respect to the difference between the actual growth and the internal growth rate.

In a second step, we use an alternative growth mefsuesting hypothesis 2. Instead of
growth in total assets, total sales growth is taken into consideration based on a sub sample of
198 companies that disclosed sales figures in their financial statements over the period 2000
2005. The analysis revealsetsame significant negative effects of generational involvement
on the growth rate of a company. Again we find, after controlling for various firm
characteristics, slower growth rates for both seecemd thirdgeneration family firms
compared to their fat-generation counterparts. This, therefore, confirms the acceptance of
hypothesis 2. With regard to hypothesis 3a and 3b, we were not able to repeat the analyses
based on the difference between the actual sales growth and the internal/sustainable growth

due to a lack of observations in our two sub samples.

Another check is included in order to validate the results with regard to the second model
in Table3.5. The high standard error for the independent variable dividend payments to total
assets (se = 42) gives evidence of low precision caused by the small variation in this
measure and the reduced size of the sub sample used for testing this model. For this reason,
we exclude this variable and-estimate the model in which the difference between thalctu
growth rate and the sustainable growth rate serves as dependent variable. The results of the re
estimated model confirm those of the analysis where dividend payments were included, which

again leads to the acceptance of hypothesis 3b.
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In addition, we ee aware that our results could be influenced by a potential bias resulting
from Athe regression to the mean effecto, W
values on the dependent variable at one point in time to have smaller values at aestibsequ
time. In order to take this potential bias into account, a procedure was followed as suggested
by Markus (1979). With respect to the anal y:
rate as dependent variables, a-stage least squares (2SLS) my@zh was performed, where
initial values of the dependent variables (measured in 2000) were included in the regression
analysesas control variablebased on instrumentRegarding the debt level in 2000, the
tangibility, growth and profitability (measutdan 2000) were used as instrumental variables,
where the latter also served as instrument for the growth level in 2000. However, based on
these 2SLS analyses, similar effects could be detected of the variables measuring generational
involvementonthedepndent variables debt and growt h,

me a n ewill na lsaved major impact on the results found in this chapter.

Finally, a last robustness check refers to a potential multicollinearity problem in our
models due to thtairly high correlation of .67 between the age variable and the théerdus
first-generation dummy. In order to consider this potential problem of multicollinearity, we
calculated the variance inflation factors (VIF) for all the independent variablesirin
regression models. The highest value in our analyses egB@&dwhich is far below the
commonly accepted value of 10 used to indicate multicollinearity concerns (Hair et al., 2006).
We nevertheless replicated our analyses by excluding companyaageofir regressions.
However, estimates show that both generation dummies significantly affect the dependent
variables in a way that is very similar to those found in TaBl8sto 3.5, which again

provides support for all hypotheses formulated in thidystu
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