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ABSTRACT 

Family ownership is widespread and family owners are often characterized by risk-aversion and a long-

term focus. We separate between founding family firms and non-founding family firms with long-term 

interests to investigate their impact on the financing and investment decisions. From our regression 

models, we can conclude that founding families carry less leverage but invest more in R&D. While the 

leverage results are consistent when put through a battery of robustness tests, the R&D results are more 

volatile. Risk-aversion and socioemotional attachment are used to explain the lower levels of leverage, 

but these fail to explain the higher levels of R&D. The higher levels are believed to stem from the en-

trepreneurial trait inherent in founding family firms. Moreover, other factors are also proven to be of 

importance for these family firms in terms of their financing and investments decisions, e.g. industry 

effects. Having to conform to such factors, the discretion for owner preferences is believed to decrease. 

This study contributes to the existing body of literature by demonstrating the heterogeneity of family 

firms and the importance of differing owner interests. 
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1. Introduction 
1.1 Background and Problem Statement 
During the most recent decade, the notion of firms being widely held, first introduced 

by Berle and Means (1932, p.119ff.), has been questioned. Instead, family ownership, 

often with high concentration of ownership, has been recognized as the most common 

ownership structure in many parts of the world (Claessens et al., 2000; Faccio and 

Lang, 2002). In Western Europe, an estimated 44 percent of the companies are family 

firms (Faccio and Lang, 2002), and families are present in one third of the companies 

in the S&P 500 index (Anderson and Reeb, 2003a). Furthermore, in 63 percent of the 

companies on the S&P500, a family member is found among the top executives or 

CEOs and the family is present in 99 percent of the boards (Ali et al., 2007). 

 

With these new insights, the idea of a separation of ownership and control has been 

scrutinized and, not surprisingly, family firms have received an increased attention by 

scholars (Benavides-Velasco et al., 2013). As the alignment of interests between ma-

jority owners and managers seems to be greater than previously thought, focus has 

shifted towards the conflicts that may arise between large family blockholders and 

minority shareholders. This kind of family firm governance research is growing 

(ibid.). 

 

In many ways, Sweden conforms to these newly discovered views, but bears some 

unique characteristics (Henrekson and Jakobsson, 2005). Many powerful families are 

found in Sweden, e.g. in 1998, the Wallenberg family, through various companies and 

foundations, controlled 40 percent of the market value on the Swedish stock exchange 

(Bebchuk et al., 2000). In Sweden, firms tend to have a controlling owner (Shleifer 

and Vishny, 1997), separated cash flow and voting rights (La Porta et al., 1998; 2000) 

and pyramid ownership (Holmén and Knopf, 2004), despite that the private economic 

benefits of control are considered to be low (Bertrand and Schoar, 2006).  

 

The family firm field of research is still in an emerging phase (Benavides-Velasco et 

al., 2013). A natural starting point has been to focus on differences between family 

firms and non-family firms in terms of e.g. performance (Maury, 2006; Villalonga 

and Amit, 2006). These differences can - at least to some extent - be attributed to the 
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alignment between managers and owners, and to the interests of the owners in these 

firms. For example, families are often seen as long-term owners with long-term inter-

ests (James, 1999). Thus, decisions are taken in line with those values. Clearly, differ-

ences between how family and non-family firms act, exist. In spite of this, we still 

know relatively little about family firms and their attributes (Morck and Yeung, 

2003).  

 

Considering the vast number of family firms, it is only natural to believe that differ-

ences exist within this group. These differences have received little attention by re-

searchers, but recently this heterogeneity has been given further thought. Despite this, 

few scholars have tried to dissect the family firms further. Family firms have been 

seen as a homogenous group and been treated as a black box (Cheng, 2014). Some 

interesting approaches have been taken to separate founding family firms (e.g. Ander-

son and Reeb, 2003b; Villalonga and Amit, 2006) and distinguishing between found-

ing and non-founding family firms (Hamberg et al., 2013). In the latter context there 

is much more to explore. The areas of capital structure and investment decisions have 

been relatively well explored in a general context, but almost omitted in terms of a 

dissection of the family firm. Theory, however, suggests that differences may be 

found. For example, founding families are believed to suffer from under-

diversification (Shleifer and Vishny, 1986; Heaney and Holmen 2008) and have a 

higher level of socioemotional wealth tied to the firm (Gomez-Mejia et al., 2007), i.e. 

non-monetary values (James, 1999), which could affect their decision-making pro-

cess.  

 

As the field of family firm research is growing, more and more blank spots are being 

covered. However, to our best knowledge, nobody has looked at the financial deci-

sion-making process between founding and non-founding family firms. Can we find 

any differences between long-term founding families (hereafter founding families) 

and long-term non-founding families (hereafter non-founding families)? In what way 

do they manage their capital structure? And what kind of investments do they pursue? 

These two questions are often studied in relation (e.g. Myers and Majluf, 1984; Froot 

et al., 1993; Stulz et al., 1996). By opening the black box we hope to shed light on the 

differences between founding family firms and non-founding family firms in the capi-

tal structure and investment decision-making process. 
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1.2 Aim of the Study 
The aim of this study is to investigate whether there are differences in capital struc-

ture and investment decisions between founding family firms and non-founding fami-

ly firms among Swedish public companies. 

1.3 Contribution 
This paper aims at responding to the call by fellow scholars (e.g. Gama and Galvão, 

2012; Ampenberger et al., 2013) to get a better understanding of financial decision-

making in family firms. Looking at the empirical evidence put forth so far, it is fairly 

limited to Anglo-Saxon markets (Gama and Galvão, 2012; Ampenberger et al., 2013). 

Western Europe, has received relatively little attention (Bhaumik and Gregoriou, 

2010; Pindado and Requejo, 2014), and the Swedish market has received even less. 

The Swedish setting should provide an interesting and accessible platform for re-

search, considering the unique traits previously discussed. To the extent of our 

knowledge, this study is unique. 

 

Due to the impact of the financial decision-making process has on firms and the fact 

that it has been overlooked in this context, we find it important to address this re-

search gap. With family firms being so widely occurring, this study should be of in-

terests to a line of stakeholders. The capital structure and investment decisions have a 

substantial impact on business, making the questions we raise interesting to e.g. debt 

and equity investors, financial analysts and scholars in this field of research. Also, we 

hope that by digging deeper into the “family” part of family firms, we can inspire oth-

ers to do the same and take research on this topic forward. 

1.4 Disposition 
The remainder of the paper is structured as follows; chapter two presents a literature 

review covering relevant literature and the theories associated with family firms, capi-

tal structure and investments. Our methodological approach is presented in the third 

chapter. Here, we discuss the quantitative method we have employed and the control 

variables used to ensure reliable results. The fourth chapter contains our results and 

our analysis. The study finishes with some conclusions and suggestions for future re-

search, found in chapter five. 
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2. Theory and Hypotheses Development 
2.1 Opening Remarks 
As concluded in the previous chapter, the idea of dissecting the family firm has hith-

erto not been a top priority among scholars. Thus, previous research on our topic is 

rather scarce and we will need to borrow theory from the field of general family re-

search. To do so, we need not only to discuss the phenomena we are investigating in a 

general context, but also in a family firm context. Applying the theories will allow us 

to see if previous research has to some extent been too aggregated and that some of 

the theories posed, might instead be more applicable to one type of family firms. 

2.2 Family Firms 
The field of family firm research is still young and thus, not all spots have been cov-

ered (Schmid et al., 2008). It would be surprising if all family firms were alike. In 

fact, criticism has been pointed towards the field of family firm research, noting that 

scholars often treat family firms as a homogenous group or a black box (Cheng, 

2014). Various definitions of family firms exist (Gama and Galvão, 2012), suggesting 

that there is no homogenous definition (Harms, 2014). The different definitions of 

family firms have different methodologies and reasoning behind them.  

 

The most common definitions focus on ownership or managerial control. In terms of 

ownership, different thresholds of control have been employed (see e.g. La Porta et 

al., 1999; Claessens et al., 2000; Barontini and Caprio, 2006; Maury, 2006) while oth-

ers have also included a variable for year of founding (e.g. Bennedsen et al., 2007). In 

terms of managerial control, different levels of strictness are employed. Fahlenbrach 

(2009) defines firms where the CEO is the founder or co-founder. Other studies ac-

cept blood relatives or people who married into the family (e.g. Bennedsen et al., 

2007). Involvement through either management or ownership is also found in e.g. 

Anderson and Reeb (2003a) and Villalonga and Amit (2006). The lack of a common 

definition has slowed down the evolution of family firm research (Harms, 2014). 

Holding together these different definitions is that family firms are defined as firms 

where a family is – either through ownership or an active role – in control and thus 

influence the way the firm behaves. Despite different definitions being in place, few 

studies have focused on investigating the differences between different types of fami-

ly owners.  
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2.3 Dissecting the Family Firm 
Investigating the “family part” of “family firms” is believed to carry incremental val-

ue (Cheng, 2014) and the rather newly discovered heterogeneity of family firms en-

courages this. Family firms bear certain characteristics compared to non-family firm 

and differences are also found within family firms. For example, founding family 

firms and non-founding family firms share some characteristics but differ on others. 

Two clear distinctions can be made between these two groups.  

 

Firstly, as the name entails, founding families have at some point founded the firm 

and thus have a great deal of their private wealth invested into it (Anderson et al., 

2003; Mcvey and Draho, 2005; Schmid et al., 2008). In contrast, non-founding fami-

lies have chosen to invest into the company and are thus, in line with other investors, 

more likely to have multiple holdings. Founding families can therefore be said to suf-

fer from an under-diversification due to putting on substantial amount of firm-specific 

risk (Mcvey and Draho, 2005).  

 

Secondly, the bond to the family firm is also at its apex when the firm is owned by its 

founders and when they are also present in the management (Gomez-Mejia et al., 

2007). This effect diminishes over generations, as ownership and involvement move 

from the founding family to the extended family or professionally hired managers 

(ibid.). Associated with this socioemotional wealth is the preservation of family dyn-

asty (Casson, 1989), fulfillment of the need for identification (Gomez-Mejia et al., 

2007), non-monetary benefits and care for the family name (Burkart et al., 2003). The 

risk associated with losing the socioemotional wealth is tied to loss of status and fail-

ure to live up to the expectations of the family (Gomez-Mejia et al., 2007). Given this, 

these socioemotional values should be higher in founding family firms than in non-

founding family firms. 

 

The under-diversification on a private wealth level and the socioemotional ties to the 

family dynasty, translate into more cautious behavior on firm level, since the risk lev-

el of the firm could be seen as a translation of the controlling owner’s preference to 

risk (Mcvey and Draho, 2005). Founding families are more likely to be more interest-

ed in preservation of value rather than shareholder wealth maximization (ibid.).  
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According to Block (2012) founding family firms tend to carry an entrepreneurial ori-

entation, at least when the original founder is in control. Parts of this orientation are 

believed to diminish when e.g. relatives come into the picture (ibid.). Non-founding 

families, however, are believed to lack the entrepreneurial abilities found with found-

ing families (Hamberg et al., 2013). This entrepreneurial trait partially explains the 

superior performance of the founding family firms (ibid.). The long-term ownership 

by non-founding families should yield the same abilities and knowledge of the firm, 

as the founders of a firm posses (ibid.). Thus, the monitoring abilities between the 

founding and non-founding families will most likely not differ (Hamberg and Frank, 

2015). However, non-founding owners acting as professional investors could have 

better access to capital and management expertise. This in turn, could lead to above 

par performance for the firm (Ibid). Research focusing on the characteristics of found-

ing and non-founding family firms remains scarce, despite the differences that have 

been proven to exist. 

2.4 Agency Theory 
2.4.1 The Two Types of Agency Conflicts 
As early as 1776 Adam Smith (1937, p. 700) concluded that issues could arise when 

management and ownership are separated. This was later popularized by Berle and 

Means (1932, p.119ff.) and Jensen and Meckling (1976). A common view of corpo-

rate governance is that there exist two paradigms; the Anglo-Saxon and the one found 

in the rest of the world (Burkart et al., 2003). The former is mainly about the potential 

conflicts between shareholders and managers, while the latter focuses on the conflicts 

that can occur between majority and minority shareholders. 

 

Further, the effects of such a majority shareholder can be positive - the incentive ef-

fect, or negative - the entrenchment effect (Morck et al., 1988). A positive effect ren-

ders value-creation to all shareholders, but the entrenchment effect provides value on-

ly to the entrenched majority owners (ibid.). Thus, the topic becomes interesting when 

investigating family firms and how their interests may impact minority shareholders. 

Both these conflicts are discussed in the following sections. 

2.4.2 The Conflict Between Owners and Managers 
In their groundbreaking publication, Berle and Means (1932, p. 119ff.) observed that 

separation of ownership and control had started to become more widely occurring in 
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the modern enterprise. The owners were no longer the same as the managers and the 

firms were discovered to be widely held. Owners and managers were shown to have 

diverging interests. Fama and Jensen (1983) discuss the roles of these two groups; 

Decision management refers to the initiation and implementation by managers, while 

Decision control refers to the boards process of selecting managers and ratifying and 

monitoring important decisions (Ibid). Put in the words of Fama and Jensen (1983, p. 

314); “[…] the board is not an effective device for decision control unless it limits the 

decision discretion of individual top managers“. Thus, if decisions that are taken by 

management are not in line with the interest of the owners, costs are imposed on the 

latter (Williamson 1964; p. 6ff; Jensen and Meckling 1976; Fama and Jensen 1983).  

 

For the owner to protect his property, alignment of interests are managed through the 

establishments of contracts between managers and owners (Jensen and Meckling, 

1976). Creating the perfect contract is however not feasible due to the substantial 

costs and practical issues behind it (Shleifer and Vishny 1997; Denis, 2001). Research 

on how to subdue the effects of a deficient contractual arrangement has therefore been 

a major focus in previous research. Two main solutions have emerged; incentive 

alignment and monitoring. Research on how to create an alignment of interests in the 

best possible way includes Jensen and Murphy (1990), who discuss the effects of 

stock options and direct ownership stakes. In terms of monitoring, prominent methods 

include shareholders acting as watchdogs and presenting credible threats to manage-

ment or creditors attending to their interests (ibid.).  

 

It has been argued that the agency costs stemming from the separation of ownership 

and control, are in some cases low in family firms (Chrisman et al., 2004). Consider-

ing that families often have a significant stake in the firm (Anderson and Reeb, 2003a; 

Holmen et al., 2007), they have an incentive to monitor management (Jensen and 

Meckling 1976). Also, as shown in e.g. Ali et al. (2007), family firms often tend to be 

a part of management and thus automatically align the interests between the two 

groups. This is not often the case in widely held firms, where a free rider problem ex-

ists (Grossman and Hart, 1980; Holmström, 1982). In a widely held firm, no share-

holder has the incentive to monitor management, since only they incur the cost, while 

the benefits will be distributed among all shareholders.  The quality of monitoring has 

also been argued to be better in family firms rather than in other firms with control-
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ling owners. This, since families often have had a long-term involvement in the firm, 

making them more knowledgeable about the firm and its surroundings (Cheng, 2014).  

 

As seen in this section, families tend to perform well in terms of aligning the interests 

of owners and managers. There is however a risk that the interests of the majority and 

minority shareholders are not aligned, which could impose agency costs on the latter. 

2.4.3 The Conflict Between Majority and Minority Shareholders 
Besides the agency cost stemming from the separation of ownership and control, an-

other conflict exists – the one between controlling shareholders and minority share-

holders (La Porta et al., 1998; 2000). The conflict arises because the controlling 

shareholder might have other interests than shareholder wealth maximization, i.e. they 

try to pursue private benefits at the expense of the minority shareholders (ibid.). This 

is known as the entrenchment effect. These value-reducing incentives can take the 

form of e.g. underinvestment and sub-optimal risk-taking, due to the preferences of 

the controlling shareholder (Fama and Jensen, 1983).  

 

Three mechanisms associated with enabling entrenchment are often mentioned in the 

literature; security design, usage of cross holdings and pyramid holdings (e.g. 

Claessens et al., 2000; Cronqvist and Nilsson, 2003). Security design involves using 

shares with differential voting rights. Thus, shareholders can remain in control with a 

small amount of capital by using shares with superior voting rights. Cross holdings 

and pyramid holdings have similar effects. The literature proposes that the extent of 

control enhancing mechanisms employed by the controlling owner impacts the severi-

ty of the controlling-minority shareholder conflict (Bennedsen and Nielsen, 2010). 

Besides the indirect agency costs due to, e.g. underinvestment and differing risk pref-

erences, there are other methods of entrenchment. The most common examples in-

clude “tunneling” of resources (Johnson et al., 2000), high levels of executive com-

pensation (Johnson et al., 2000; Dyck and Zingales, 2004), pet projects (Jensen, 1986) 

and empire building (Morck et al., 1988). In Sweden, the lower operating perfor-

mance in family firms is not due to tunneling activities, but through suboptimal in-

vestment decisions (Cronqvist and Nilsson, 2003). Family firms consider their reputa-

tion (Anderson et al., 2003), and it is not unlikely that such a care for the family name 

could mitigate the risk of illegal entrenchment. 
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The legal environment is an important determinant for the majority/minority share-

holder relation (La Porta et al., 2000; Burkart et al. 2003; Djankov et al., 2008), and 

the mechanisms enabled by legislation, are essential. Burkart et al. (2003) find that in 

countries with weak minority shareholder protection, involvement by the founder or 

the founder’s family is crucial. In a setting with better investor protection, the moni-

toring effect of large shareholdings is sufficient (ibid.). Leuz et al. (2003) note that 

despite a high legal enforcement, investor protection in Sweden is low. Sweden is 

characterized as a country with substantial transparency with the principle of public 

access to official records (Transparency International, 2014) and the private economic 

benefits of control are low (Bertrand and Schoar, 2006).  

 

Another important determinant that can mitigate the entrenchment effect is involve-

ment. This view gets support from Anderson et al. (2009) who state that board repre-

sentation is associated with good firm performance, given that transparency exists. 

Andres (2008) find that founding-family firms are more efficient in their monitoring 

than other blockholders. The effects are most prominent when the founder is still ac-

tive as the CEO, but remains even when succeeded by another family member or 

hired CEO. Performance is however only better when the founding family also serves 

on the board. In lack of board representation, founding families fail to act as stewards 

of the firm and the firm cannot leverage on the families’ deep relationship with the 

company (ibid.).  

 

Concluded, it is evident that the financing and investment decision are contingent on 

many aspects, e.g. the legal environment, the type of owner, the owner’s preferences 

and whether the incentive alignment or the entrenchment effect dominates. 

2.5 The Capital Structure Literature 
2.5.1 Background 
Modigliani and Miller (1958) laid the groundwork for research in the capital structure 

field. By assuming perfect capital markets and including assumptions such as no tax-

es, no bankruptcy costs, and no information asymmetry, they showed that, in such a 

world, the capital structure decision is irrelevant. Under such conditions, management 

will always focus on increasing shareholder value (ibid.). In addition, the individual 

investor or supplier of capital can adjust, or readjust, the capital structure decision 
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taken by the firm by constructing either a homemade leverage or de-leverage (Ibid). 

The topic of capital structure decisions has been thoroughly studied since the seminal 

paper by Modigliani and Miller (1958). Since then, research has focused on creating 

models that relax one or several of the assumptions that they made (Frank and Goyal, 

2009). From these attempts two central theories have emerged, the trade-off theory, 

and the pecking order theory (Frank and Goyal, 2009; Myers 1984). We cover them 

below. 

 

In their 1963 paper, Modigliani and Miller recognized that when introducing corpo-

rate income tax in the model, the management of the firm could increase firm value 

by increasing the level of leverage. The leverage creates a tax shield, since the interest 

expenses reduces taxable income. However, leverage increases the risk of financial 

distress (Kraus and Litzenberger, 1973; Myers, 1984). From this, the trade-off theory 

has emerged. The theory states that managers must balance the marginal benefit of 

additional debt given by the tax shield, with the marginal cost of increased risk of 

bankruptcy. Thus, the essence is to find the optimal capital structure of the firm. 

 

When relaxing the perfect information assumption and thereby introducing infor-

mation asymmetry, managers have a preferred hierarchy for their choice of financing 

(Donaldson, 1961, p. 57ff; Myers and Majluf, 1984). This is commonly referred to as 

the pecking order theory. Indeed, the firm can, in essence, only finance its invest-

ments in three ways, either through retained earnings, by issuing debt or by issuing 

equity (ibid).  

 

The pecking order theory builds on asymmetric information (Akerlof, 1970), namely 

the fact that management is assumed to have a better understanding and more infor-

mation of the potential investment and growth opportunities than the suppliers of cap-

ital. In the managers’ pursuit of maximizing firm value, they only consider existing 

shareholders. Outside investors, who are assumed to be rational, therefore screen and 

analyze the actions taken by management, since every action signals information 

about the current state of the firm (Myers and Majluf, 1984). Financing through inter-

nally generated funds does not carry a signaling value (Myers, 2011). Issuing debt, on 

the other hand, signals that the investments, which the debt is issued for, will provide 

sufficient cash flow to cover the increase in interest payments. Equity financing is fa-
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vorable when the stock price is high, however, an issuance sends the signal that the 

stock is overvalued (ibid.). 

 

The empirical evidence for the trade-off and pecking order theories are mixed. Evi-

dence has been found for the trade-off theory (see e.g. Shyam-Sunder and Myers, 

1999; Graham and Harvey, 2001) and for the pecking order theory (see e.g. Shyam-

Saunders and Myers, 1999; Romano et al., 2001; Frank and Goyal, 2003). Although 

support is found for both theories, no theory alone can explain the capital structure 

decision, which rather seems to be dependent on other factors, such as firm size due to 

lower transactions costs (Marsh, 1982; Titman and Wessels, 1988; Romano et al., 

2001; Frank and Goyal, 2003; 2009), profitability (Myers, 1977; Kester, 1986; Titman 

and Wessels, 1988; Fama and French, 2002), the amount of fixed assets due to collat-

eral or scrap value (Myers, 1977; Marsh, 1982; Friend and Lang, 1988; Rajan and 

Zingales, 1995), and growth (Shyam-Sunder and Myers, 1999). Lately in one of the 

largest empirical leverage determinant studies, Frank and Goyal (2009) identify six 

core factors; profits and market-to-book ratio are negatively related while median in-

dustry leverage, firm size measured by assets, tangibility and expected inflation are 

positively related. Among these, inflation is deemed to be the least important factor. 

 

The empirical evidence for the theories described is mixed and as shown, other fac-

tors are of importance. This could be due to the assumptions the theories rely on, e.g. 

shareholder wealth maximization. However, shareholder wealth maximization is not 

always the goal (Shleifer and Vishny, 1997), the owner might see to his own interests 

first. Such preferences are an important aspect in the capital structure decision (Berger 

et al., 1997). 

2.5.2 Capital Structure and Owner Preferences 
The capital structure decision is dependent on the ownership of the firm. In widely 

held firms with large information asymmetry, shareholders can use debt as a monitor-

ing device, to reduce the free cash flow available for managers to use at their discre-

tion (Jensen, 1986). Further, the management team now has to negotiate with credit 

institutes, banks and other suppliers of capital that have interest in the firms’ survival. 

One such monitoring device is debt covenants, which put limits on management’s 

discretion (Jensen and Meckling, 1976). Debt can in those cases act as a substitute for 
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otherwise poor monitoring mechanisms within the firm (Easterbrook, 1984). In firms 

with blockholders and low information asymmetry, the personal interests of the 

blockholder are of importance. In these cases, the controlling owner has limited in-

centive to reduce the free cash flow and introduce monitoring devices (Jensen and 

Meckling, 1976). This since there is an alignment of ownership and control.  

 

In the context of family firm research, capital structure decisions have been motivated 

by additional factors. Especially, family firms are often viewed upon as being more 

risk averse (Gomez-Mejia et al., 2007), thus family firms could be believed to carry 

less debt, ceteris paribus. On the other hand, financing through equity means giving 

up control of the firm. 

 

Prior empirical evidence in a family firm context is mixed. Agrawal and Nagajaran 

(1990), who provide the first empirical support on the issue, note that among the zero 

leverage firms in the U.S., most companies were family firms. Croci et al. (2011) in-

vestigate the leverage decision of a sample of European firms and find that family 

firms have a higher preference for debt since it does not dilute control. Mishra and 

McConaughy (1999) find, that the amount of leverage is lower for founding family 

run firms than non-family firms. The results are consistent with Ampenberger et al. 

(2013). Anderson and Reeb (2003b), on the other hand, find no difference between 

family firms and non-family firms in terms of leverage.  

 

No consensus has been reached, but instead, the results seem to differ between differ-

ent legal environments, and between family firms (Gonzalez et al., 2013). The latter 

suggests that the motives between different types of family firms differ. 

 

2.5.3 Capital Structure From a Founding and Non-Founding Family Perspective 
Research on the capital structure topic from a founding and non-founding family per-

spective is scarce. The research that can be found has focused on the differences be-

tween founding family firms and non-family firms. We expect no differences in terms 

of monitoring abilities due to the long-term ownership (Hamberg et al., 2013). Alt-

hough, the literature highlights other areas in which founding family ownership dis-

tinguishes themselves from other types of firms.  
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Firstly, substantial empirical evidence suggests that founding family firms and family 

firms in general are less diversified on a private wealth level than other types of own-

ers (Shleifer and Vishny 1986; Anderson and Reeb, 2003a; Heaney and Holmen 

2008). We argue that the issue of under-diversification is more severe among found-

ing families than non-founding families. Founders have most of their wealth tied to 

the firm (Anderson and Reeb, 2003a), while non-founding families have chosen to 

invest in the firm, and should hence be more diversified. Thus, founding families 

should be more reluctant to increase the financial risk of the firm by issuing debt. 

 

Secondly, founding family firms have considerable socioemotional wealth tied to 

their ownership. That is, they have invested a substantial amount of their time and 

have a strong emotional commitment to the firm (Gomez-Mejia et al., 2007; Villalon-

ga and Amit, 2010). Moreover, the owner of family firms values the utility gained by 

future generations (James, 1999). There should be a stronger emotional attachment, to 

something that has been founded, and turned into a family dynasty, either by the cur-

rent founder, or the family members before him. Furthermore, introducing debt means 

that the controlling family to some extent loose authority and the ability to dictate the 

strategic direction of the firm (Schulze et al., 2003). Considering the arguments 

above, we argue that the socioemotional aspects are stronger in founding family firms 

than in non-founding family firms.  

 

These two arguments point to that founding families should be more reluctant to use 

debt and we therefore hypothesize that; 

 

H1: Founding family firms have a lower degree of financial leverage than non-

founding family firms. 

2.6 The Investment Decision 
2.6.1 Investment Theory of Firms 
Capital structure and investment decisions are often studied in relation and are direct-

ly related (see e.g. Myers and Majluf, 1984; Croci et al., 2011).  As previously stated, 

the firm can, in essence, only finance its investments in three ways; through retained 

earnings, by issuing debt or by issuing equity (Myers and Majluf, 1984). Constraints 



14 

on the financing side – whether it is because of limited access to capital markets or 

due to owner preference – could thus lead to constraints on the investment side (Faz-

zari et al., 1988). Such constraints in financing policy can also be used as a tool to 

control the level of investments made by managers (Stulz, 1990). In lack of retained 

earnings, the owners will have to increase the financial risk by adding debt, or trade 

off personal control for new equity. This could create reluctance towards investing. 

However, investments are needed to maintain its position or to grow, to maximize 

shareholder value. Thus, this dilemma exists for family firms who tend to cherish con-

trol (Gomez-Mejia et al., 2010). Keeping the investment levels at an appropriate level 

is key and there are problems associated with both under- and overinvestment.  

Underinvestment occurs when projects with positive net present values are not under-

taken and thus, costs occur for the shareholders (Myers, 1977; Stulz, 1990). This 

could occur e.g. if the motives are value preservation rather than shareholder wealth 

maximization. Due to the low risk connected with underinvestment, a partial goal 

congruence with debt holders is observed. This is since debt holders do not see the 

benefits of successful investments, but bears the costs of failed projects. Overinvest-

ments on the other hand, are investments in projects with negative or – relative to oth-

er projects – inferior net present value, e.g. pet projects (Jensen, 1986; Stulz, 1990; 

Stulz and Shin, 1998). This, too, leads to costs born by the minority shareholders. 

Besides the amount of investments, the type of investments is crucial. Scholars often 

separate between safe and risky investments (Coles et al., 2006; Croci et al., 2011; 

Anderson and Reeb, 2012). In general, safe investments tend to carry a lower risk due 

to the shorter time-horizon and clear effects of the investments. E.g. the effects of 

building a plant are rather tangible and the costs are taken during the life span of the 

asset. In contrast, risky investments are more likely to fail and carry a higher uncer-

tainty due to the longer time-horizon (Holmström, 1989). Thus, they can be said to be 

more complex. It has been found that smaller firms are less sophisticated when it 

comes to evaluating such risky investments (Graham and Harvey, 2001). Risky in-

vestments can for example be the development of a new product.  

 

Family firms should pursue less risky investments, considering the risk-averse prefer-

ences of family owners (Anderson et al., 2012). Interestingly, family firms are seen as 
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more long-term in their decision-making and could thus be expected to have a higher 

share of risky investment projects than non-family firms (ibid.).  

2.6.2 Investments in Founding and Non-Founding Family Firms 
In terms of investments, differences between founding families and non-founding 

families could arise due to the former have substantial socioemotional and personal 

wealth tied to the firm. They are also more interested in the going concern of the firm 

(Mcvey and Draho, 2005) and could have less access to capital than non-founding 

families (Hamberg and Frank, 2015). These financing constraints and strong interest 

in the family dynasty should take its form in that they are more reluctant to taking on 

high-risk projects and prefer low risk-investments. Furthermore, based on the same 

notion, an underinvestment rather than an overinvestment problem should be ex-

pected. The empirical evidence, although scarce, seems to point in the same direction. 

 

Croci et al. (2011) and Anderson et al. (2012) show that family firms have a more 

conservative approach to risk in terms of their investment decisions. Family firms 

tend to prefer low-risk investments to high-risk investments (ibid.). Block (2012) 

finds that high risk/return investments are positively related to firms where only the 

original founder of the family firm is in control. As other family members are intro-

duced, the entrepreneurial orientation disappears and family firms tend to neglect this 

spending over time. It is also stated that founders have better abilities to monitor the 

process attributable to these investments, relative to other firm owners (Ibid.). Be-

tween the two groups we are investigating, it is doubtful that such a monitoring dif-

ference should exist, considering the long-term family ownership. Moreover, found-

ing owners are less likely to focus on current earnings, but instead, conduct invest-

ments that will yield the best result for the firm in the long run (Anderson and Reeb, 

2003a; He, 2008). Hutchinson (1995) also argues that founding family firms should 

choose low-risk projects due to their under-diversification on private wealth level. In 

other words, founding families seem to take on long-term projects as long as they are 

fairly non-risky. 

 

The review suggests that founding families are in general more risk averse due to hav-

ing substantial socioemotional and monetary wealth tied to the firm.  Furthermore, 

financial constraints could put constraints on the amount of investments. Thus, a more 
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cautious behavior should be expected from founding family firms. For these reasons, 

we hypothesize that;  

 

H2: Founding Family firms undertake less risky investments than non-founding fami-

ly firms 
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3. Our Approach 
3.1 Overall Research Design 
Our hypotheses will be tested using a regression model in line with e.g. Anderson and 

Reeb (2003b), Ampenberger et al. (2013) and Croci et al. (2011). Thereby, we can 

investigate whether the existing theories presented earlier, can be used to answer our 

hypotheses. Our sample is an unbalanced panel data set, i.e. we use cross-sectional 

and time-series data where each observation carries the same weight and has been 

treated equally.  

3.2 Defining the Founding and Non-Founding Family Firm 
As our literature review reveals, there exist differences between founding and non-

founding family firms. To define these family owners, we identify, for each year, 

firms where the largest shareholder by voting rights is a family. Firms are then classi-

fied as founding if the firm’s largest shareholder is the original founder or his or her 

family. Firms are classified as a non-founding owner if the family owner has been the 

largest shareholder for at least five consecutive years. The rationale behind this time 

period is that they have the same long-term purpose with their holdings as founding 

family firms, and have come to known the firm. Thus, their abilities to monitor man-

ager should be more or less equal to those of founders. By using this distinction, we 

follow Hamberg et al. (2013) and Hamberg and Frank (2015).  

3.3 Dependent Variables 
3.3.1 Leverage 
As argued by Frank and Goyal (2009), scholars are divided on the most appropriate 

definition of leverage. Some argue that book leverage is the most appropriate defini-

tion, while some argue that market leverage provide more reliable results (Ibid). We 

choose to follow prior research on financial decision making in family firms and use 

the book leverage definition. The reasoning behind this is that managers consider the 

book value rather than the market value when making their decisions (Myers, 1977).  

We define leverage as the book value of total debt divided by the book value of total 

assets, in line with Croci et al. (2011).  

 

!"#"$%&" = !""#!!"#$%!!"!!"#$
!""#!!"#$%!!"!!"#$%!!""#$" 
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3.3.2 Risky Investments 
Research and Development (R&D) is a common proxy for risky investments  (see 

Croci et al., 2011; Bhagat and Welch, 1995; Coles et al., 2006; Kothari et al., 2002). 

The R&D investment carries an uncertainty of future benefits (Kothari et al., 2002) 

and outcome of the project (Block, 2012), high probability of failure and unpredicta-

bility due to the many contingencies that cannot be foreseen (Holmström, 1989). 

R&D expenditures are required to be expensed the same year as the costs occur. R&D 

is thus not associated with short-term benefits, rather, potential benefits appear later 

(Ibid.).  

 
We use R&D as a proxy for risky investments in line with e.g. Croci et al. (2011), 

Coles et al. (2006) and Kothari et al. (2002). Since all companies are listed on the 

Swedish stock exchange, they have to abide by the R&D definition provided by IFRS, 

which will be readily available on the firms’ income statement. We define R&D as a 

ratio of the firm’s research and development expenses, scaled by the total assets of the 

firm in accordance with Block (2012). This number is then normalized to adjust for 

industry effects; 

!&! = !&!!"#$
!"#$%!!""#$"!"#$

−
!&!!

!"#$%!!""#$"!!"#$%&'(

!  

 

3.4 Control Variables 
3.4.1 Omitted Variable Bias 
As our literature review entails, there are numerous factors that could affect the capi-

tal structure and investment decisions firms face. A regression model failing to ac-

count for these variables would be the victim of omitted variable bias. Such a bias 

would produce a spurious relationship between our dependent and independent varia-

bles and the results would thus not be trustworthy (Wooldridge, 2012, p. 91ff.). To 

avoid this, we make use of previous literature on the subject and add control variables 

to our model. Some of the control variables will be used to test both of our hypothe-

ses, but we also need to introduce control variables that are specific to each hypothe-

sis. Firstly, the control variables used to test both hypotheses are presented and dis-

cussed, followed by the ones that are specific to a certain hypothesis.  
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3.4.2 Founding Family as CEO or Chairman 
Involvement in the founding family firm has proven to be an important characteristic 

to control for (e.g. Ampenberger et al., 2013). The most common proxy for involve-

ment is when the founding family owner takes the position as a Chairman and/or CEO 

(Villalonga and Amit, 2006; Bennedsen and Nielsen, 2010; Croci et al., 2011; 

Ampenberger et al., 2013). However, we refine this proxy to separate the effects and 

thereby create two dummy variables that are interacted with our Founding variable. 

By doing so, we capture the full effect of each position in founding family firms, i.e. 

decision management by the CEO and decision control by the chairman (Fama and 

Jensen, 1983). In Sweden, the same person cannot hold both the position of CEO and 

Chairman. 

3.4.3 Wedge 
As we have argued previously, the potential entrenchment effect is likely to be severe 

in family firms (Claessens et al., 2002), increasing with ownership (Morck et al., 

1988) and with the use of control enhancing mechanism (Cronqvist and Nilsson, 

2003). In fact, Bennedsen and Nielsen (2010) find that the usage of dual class shares 

has a larger impact than pyramid ownership on the severity of the entrenchment ef-

fect. 

 

To capture the effect of private benefits of control we employ the variable Wedge that 

takes into account the difference between voting and cash flow rights of the ultimate 

family owner. This has been employed previously by e.g. Andres (2008), Bennedsen 

and Nielsen (2010) and Ampenberger et al. (2013). A larger wedge indicates that the 

family owner, to a larger extent, can run the firm at their own discretion and thus pur-

sue private benefits of control.  

 

Wedge is measured as the difference between the voting rights and the cash flow 

rights of the ultimate family owner (Croci et al., 2011); 

 
!"#$" = !"#$%&!!"#ℎ!" − !"#ℎ!!"#$!!"#ℎ!" 

3.4.4 Profitability 
As the Pecking Order Theory states, firms prefer to finance their investments with 

retained earnings (Myers and Majluf, 1984). Profitable firms generate more cash, 
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making their need for external financing smaller (see e.g. Croci et al., 2011). Also, 

firms tend to respond to past and current profits by investing more (Croci et al., 

2011). This is especially true for family firms, since they rely more on internally gen-

erated funds (ibid.). 

 

In line with Croci et al. (2011), we define profitability as follows; 

 

!"#$%&'!"#"$% = !"#$%&
!"#$%!!""#$" 

3.4.5 Firm Size 
Larger firms have better access to capital and could thus be expected to be more high-

ly levered (Marsh, 1982). Furthermore, larger firms have reached a more steady-state 

and are expected to have more sophisticated methods for evaluating risky investment 

projects (Schmid et al., 2008).  

 

In keeping with Frank and Goyal (2009), we define firm size as following; 

 
!"#$!!"#$ = !"#(!"#$%!!""#$") 

3.4.6 Investment Opportunities 
The market-to-book ratio is a common proxy for investment opportunities (Rajan and 

Zingales, 1995; Frank and Goyal, 2009) and has shown to be the most accurate proxy 

(Adam and Goyal, 2008). Firms with higher market-to-book ratios are said to large 

investment opportunities, but also higher costs of financial distress. 

 

We use the definition provided by Rajan and Zingales (1995) and define investment 

opportunities as; 

 

!"#$%&'$"&!!""#$%&'(%()* = !"#$%&!!"#$%!!"!!"#$
!""#!!"#$%!!"!!"#$  

3.4.7 Tangibility 
In line with Croci et al. (2011), we control for tangibility, since this can affect the lev-

erage and R&D levels. Fixed assets can be used as security and increase the lenders’ 

chances of receiving payment in case of a default (e.g. Rajan and Zingales, 1995).  

 

Following Frank and Goyal (2003), we define tangibility as follows; 
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!"#$%&%'%() = !"#$%"&',!"#$%!!"#!!"#$%&'()
!"#$%!!""#$"  

3.4.8 Cash Holdings 
The pecking order theory states that firms prefer internal financing before taking on 

debt or issuing equity (Myers and Majluf, 1984). Cash holdings reduce the financial 

constraints and can thus affect the investment levels of the firm. 

 

In line with Mishra and McConaughy (1999) and Croci et al. (2011) we control for 

Cash Holdings. We define Cash Holdings as; 

 
!"#ℎ!!"#$%&'( = !"#(!"#ℎℎ!"#$%&' +!"#$%&"'(%!!"#$%&'&"() 

3.4.9 Median Industry Leverage 
Different industries have different capital needs and thus the capital structures may 

differ. Frank and Goyal (2009) find median industry leverage to be one of the most 

important determinants for capital structure. Thus, we include a median industry lev-

erage variable to capture industry effects. This control variable will only be used to 

test our first hypothesis. We define median industry leverage as following (in line 

with Frank and Goyal, 2009); 

 

!"#$%&!!"#$%&'(!!"#"$%&" = !""#!!"#$%!!"!!"#$!
!!"#$!!""#$"!

 

3.4.10 Leverage 
Previous research has found leverage to act as a mechanism that protects investors 

from poor investments - so called overinvestment - by lowering incentives for such 

investments (see e.g. Kothari et al., 2002; Aivazian et al., 2005). This control variable 

will only be used to test our second hypothesis. 

 

Following Croci et al. (2011), we define leverage as; 

 

!"#"$%&" = !""#!!"#$%!!"!!"#$
!""#!!"#$%!!"!!"#$%!!""#$" 
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3.5 Summary of Variables 
 

TABLE I – SUMMARY OF VARIABLES 

VARIABLE NAME VARIABLE TYPE DEFINITION MODEL 

Leverage Dependent Variable 
!""#!!"#$%!!"!!"#$

!""#!!"#$%!!"!!"#$%!!""#$" Model 1 

R&D Dependent Variable !&!!"#$
!"#$%!!""#$"!"#$

−
!&!!

!"#$%!!""#$"!!"#$%&'(

!  Model 2 

Founding Family Test Variable A dummy that is assigned the value 1 if firm is 
owned by the founding family Model 1/2 

Founding*Chairman Control Variable A dummy that is assigned the value 1 if  the found-
ing family is the Chairman Model 1/2 

Founding*CEO Control Variable A dummy that is assigned the value 1 if the founding 
family is the CEO Model 1/2 

Wedge Control Variable !"#$%&!!"#ℎ!" − !"#ℎ!!"#$!!"#ℎ!" Model 1/2 

Profitability Control Variable 
!"#$%&

!"#$%!!""#$" Model 1/2 

Firm Size Control Variable !"#(!"#$%!!""#$") Model 1/2 

Investment Opportunities Control Variable 
!"#$%&!!"#$%!!"!!"#$
!""#!!"#$%!!"!!"#$  Model 1/2 

Tangibility Control Variable 
!"#$%"&',!"#$%!!"#!!"#$%&'()

!"#$%!!""#$"  Model 1/2 

Cash Holdings Control Variable !"#(!"#ℎℎ!"#$%!" +!"#$%&"'(%!!"#$%&'&"() Model 1/2 

Median Industry Leverage Control Variable 
!""#!!"#$%!!"!!"#$!

!"#$%!!""#$"!
 Model 1 

Leverage Control Variable 
!""#!!"#$%!!"!!"#$

!""#!!"#$%!!"!!"#$%!!""#$" Model 2 

 
3.6 Data Collection and Sample Mortality 
The data has been hand collected by our supervisor, Mattias Hamberg, and ourselves. 

The sample includes an unbalanced panel with family firms listed on the NASDAQ 

OMSX Stock Exchange between 2001 and 2013. By including only those companies 

that were listed during a given year, i.e. allowing firms to enter, exit and potentially, 

reenter our sample, we can avoid survivorship bias. This is important, since the time 

period stretches 13 years and includes at least two business cycles (including two cri-

ses). Thus, by not assuming a constant population, the reliability of our results in-

creases. Table II presents how we have reached our final sample. 
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TABLE II – SAMPLE MORTALITY 

EXCLUSION CRITERIA LOSS OBSERVATIONS 

Start – All Listed Companies 2001-2013  3 420 

Non-Family Firms -1 019 2 401 

Non-Long-Term Family Firms -492 1 909 

Financial Companies -354 1 555 

Foreign Firms -108 1 447 

Missing Data -14 1 433 

Final Sample  1 433 

 

We start of with 3420 firm year observations during the period 2001-2013. In the next 

step, 1019 observations are excluded since they do not fit the definition of a family 

firm. Furthermore, 492 observations that have been classified as family firms, do not 

fit the criteria of a long-term family owner, i.e. a family owner that has been the larg-

est owner for five consecutive years. Then, 354 observations that are classified as fi-

nancial firms are also excluded due to incomparability between their debt and the debt 

issued by non-financial firms (Rajan and Zingales, 1995). Financial firms often have 

to adhere to government regulation, which impacts their investment and financing de-

cisions (Anderson et al., 2012). Finally 14 observations account for missing data. In 

those cases we have done our utmost to collect this data, but the financial information 

is no longer available. Observations have been removed list wise in case of missing 

data. 

 

We acknowledge that there has been a change of accounting standards during the pe-

riod, i.e. with the introduction of IFRS in 2005 (IFRS, 2013). Considering that all 

firms are affected, we believe that the possible issues are limited. The benefits of a 

longer time period are believed to outweigh the risk of such possible issues. 

3.7 Removal of Outliers 
Our data set consists of hand-collected data and the reliability should thus be high. To 

assure this, we have also visually screened the data to detect any obvious errors, e.g. 

missing zeros or unrealistic changes in numbers over time. Further, we have manually 

checked 1 percent of the observations for inconsistencies, but none were found.1  

                                                
1 We used the “sample 1” command in Stata to randomly select 1 percent of the observations. The following annual reports have 
been checked for inconsistencies; Axfood 2005, Axis 2001, Cybercom 2013, Electra 2009, Fagerhult 2003, Fenix Outdoor 2009, 
Fingerprint Cards 2005, Getinge 2003, HL Display 2009, Meda 2012, Net Entertainment 2013, Net Insight 2002, Nolato 2008, 
Sectra 2001 and Studsvik 2010 
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The reliability assumption is of importance when dealing with outliers. If outliers are 

believed to be erroneous observations, trimming the data is preferred (Hawkins, 1980, 

p. 5). In such case, a certain number of the observations are removed completely and 

a loss of observations is experienced. Instead, if the outliers are believed to be actual - 

yet extreme - observations, winsorization is preferred to trimming (ibid.). When win-

sorizing, a set percentage of the observations are moved to the corresponding percen-

tile, i.e. a winsorization at the 1 percent level moves the 1 percent of observations in 

each tail to the 1/99 percentile. This way, the observations are kept, at the same time 

as the risk of facing distorted relationships due to a few outliers, is eliminated (ibid.). 

Further supporting our choice of winsorizing is that Leone et al. (2014) find it to be 

the most common method in our field of research and the fact that his has been em-

ployed by previous scholars researching the very same questions as we do (see e.g. 

Croci et al., 2011; Ampenberger et al., 2013). Trimming would also further decrease 

our already relatively (from an international perspective) small sample size.  

 

Conforming to e.g. Roberts and Sufi (2009) and Lang et al. (2003), we winsorize at 

the 5th and 95th percentiles. This is higher than e.g. Ampenberger et al. (2013) who 

winsorize at the 2.5th percentile. However, considering that the Swedish market is rel-

atively small, leading to a smaller sample size, the influence of outliers increase. In all 

empirical analyses, there is a tradeoff between creating an unbiased model and captur-

ing all observations. Winsorizing at a lower level did not remove the influence of such 

outliers and the results faced the risk of being distorted. When looking at the distribu-

tion of our variables at the different winsorization levels, we feel confident that our 

level of winsorization is needed to achieve the most reliable results.2 

 

                                                
2 See Appendix I for the effects of the transformations. 
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3.8 Descriptive Statistics 
 

TABLE III – DESCRIPTIVE STATISTICS OF VARIABLES 
 FULL SAMPLE FOUNDING FAMILY FIRMS NON-FOUNDING FAMILY FIRMS 

Variable N Min Max Mean Std. Skew. Kurt. N Median Mean N Median Mean 

Leverage 1 433 0.1811 0.7804 0.5138 0.1700 -0.3144 2.1508 849 0.5107 0.4945 584 0.5725 0.5418*** 
R&D 1 433 -0.1217 0.1049 -0.0091 0.0456 0.0409 4.9359 849 -0.0071 -0.0075 584 -0.0065 -0.0114 
Wedge 1 433 0.0000 0.3720 0.1356 0.1223 0.3251 1.8232 849 0.1820 0.1662 584 0.0515 0.0911*** 
Profitability 1 433 -0.2455 0.2651 0.0875 0.1211 -1.2110 4.4117 849 0.1122 0.0945 584 0.1023 0.0774*** 
Firm Size 1 433 2.0141 4.6464 3.1487 0.7804 0.4934 2.2434 849 2.9312 3.0794 584 3.1497 3.2493*** 
Investment Opportunities 1 433 0.2041 5.0867 1.3499 1.2345 1.7990 5.6891 849 1.0539 1.4578 584 0.8407 1.1929*** 
Tangibility 1 433 0.0093 0.6837 0.1925 0.1848 1.1760 3.6226 849 0.1352 0.1943 584 0.1378 0.1899 
Cash Holdings 1 433 0.6411 3.6312 2.0118 0.7587 0.2990 2.6963 849 1.9249 1.9786 584 2.0394 2.0600* 
Median Industry Leverage 1 433 0.1902 0.7822 0.5285 0.1130 -1.1147 4.0807 - - - - - - 

DISTRIBUTION OF FOUNDING FAMILY FIRMS 
 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 TOTAL 
Founding Family 85 82 73 69 64 67 62 62 60 54 58 57 56 849 
Non-Founding Family 34 34 35 36 43 46 51 52 53 55 48 48 49 584 
N 119 116 108 105 107 113 113 114 113 109 106 105 105 1 433 

INVOLVEMENT 
 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 TOTAL 
Involvement 59 51 44 42 35 38 39 38 36 33 31 29 27 502 
No Involvement 60 65 64 63 72 75 74 76 77 76 75 76 78 931 
N 119 116 108 105 107 113 113 114 113 109 106 105 105 1 433 

TYPE OF INVOLVEMENT 
 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 TOTAL 
Chairman 32 23 21 20 17 21 19 18 19 18 18 15 13 254 
CEO 31 31 25 25 19 19 22 21 20 19 15 15 15 277 

Note: *** p<0.01, ** p<0.05, * p<0.1, (two-sided test). The variables follow the definitions in sections 3.3 and 3.4, and have been transformed according to section 3.7. This explains e.g. the negative mini-
mum values for R&D. 
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Table III shows the descriptive statistics of our final sample. Of the 1433 family firms 

included, 849 firms were classified as founding family firms, while 584 were classi-

fied as non-founding family firms. The descriptive statistics show that there are dif-

ferences in the means of founding and non-founding family firms indicating that they 

indeed differ from each other.  

 

The Leverage variable differs in mean between founding and non-founding family 

firms (0.4945 vs. 0.5418). The difference in means is significant at the 0.01 level. 

R&D differs between founding and non-founding family firms (-0.0075 vs. -0.0114), 

suggesting that founding family firms have higher R&D investments. However, the 

differences in group means are insignificant. 

 

Family firms are among the most frequent users of dual class shares (DeAngelo and 

DeAngelo, 1985) and the Wedge variable shows that founding families rely on this 

type of security design to a greater extent than non-founding families (0.1662 vs. 

0.0911, significant at the 0.01 level). Profitability is higher in founding family firms 

(0.0945 vs. 0.0774) and the same holds for Investment Opportunities. Both are signif-

icant at the 0.01 level. Thus, despite a greater reliance on mechanisms to remain in 

control, founding family firms are more profitable. These results suggest, in line with 

previous research, that the incentive alignment effect dominates the entrenchment ef-

fect in the Swedish setting. Moreover, founding family firms are smaller (3.0794 vs. 

3.2493), and have lower Cash Holdings (1.9786 vs. 2.0600). Firm Size is significant 

at the 0.01 level, while Cash Holdings is significant at the 0.1 level. There are no sig-

nificant differences in Tangibility. 

 

The level of leverage that the firms employ varies between industries. The Median 

Industry Leverage variable has a minimum value of 0.1902 and a maximum value of 

0.7822. 

 

The number of founding family firms is decreasing throughout the sample period. In 

2001, 85 firms were defined as family firms, while the number for 2013 is 56. The 

same is true for the founders’ involvement in the firm, which decreases from 59 to 27 

throughout the period. Involvement through both CEO and Chairmen decrease equal-

ly.  
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TABLE IV – PEARSON CORRELATION MATRIX 

 1 2 3 4 5 6 7 8 9 10 11 12 13 

Leverage (1) 1.0000             

R&D (2) 0.0278 1.0000            

Founding (3) -0.1346*** 0.0630** 1.0000           

Founding*Chairman (4) -0.0179 -0.0172 0.3828*** 1.0000          

Founding*CEO (5) -0.1959*** 0.0150 0.3902*** -0.0984*** 1.0000         

Wedge (6) 0.0030 -0.0607** 0.3124*** 0.0563* 0.2058*** 1.0000        

Profitability (7) 0.0524* -0.0166 0.0642** -0.0383 -0.0095 0.1602*** 1.0000       

Firm Size (8) 0.3579*** -0.0419 -0.1107*** -0.1003*** -0.2726*** 0.1739*** 0.3176*** 1.0000      

Investment Opportunities (9) -0.4233*** 0.0552* 0.1080*** 0.0187 0.1318*** -0.0546* 0.0858*** -0.2160*** 1.0000     

Tangibility (10) 0.1144*** 0.0317 0.0114 0.1326*** -0.1244*** -0.0152 0.0939*** 0.2439*** -0.1308*** 1.0000    

Cash Holdings (11) 0.0676** 0.0295 -0.0581* -0.0938*** -0.1562*** 0.1167*** 0.2389*** 0.7232*** 0.0639** 0.0620** 1.0000   

Median Industry Leverage (12) 0.3740*** 0.3222*** 0.0848*** 0.0808*** -0.1414*** 0.0906*** 0.3458*** 0.3286*** -0.3410*** 0.2027*** 0.1275*** 1.0000  

Leverage (13) 0.8944*** 0.0372 -0.1380*** -0.0486* -0.1991*** 0.0099 0.0817*** 0.3897*** -0.4480*** 0.1237*** 0.0717*** 0.3964*** 1.0000 

Note: *** p<0.01, ** p<0.05, * p<0.1. Leverage (13) is the control variable in our second model. This variable is lagged, which explains the less than perfect correlation with the dependent Leverage variable 
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Table IV above depicts the correlational relationship of the variables that have been 

presented in the previous sections. It is important to stress that the correlations only 

gives us a hint on how the variables interact with each other. That is, the relationship 

can, and probably to some extent will change, when including them in a multivariate 

regression model.  

 

The Pearson Correlation Matrix indicates that the variable Founding is negatively cor-

related with Leverage (-0.1346, significant at the 0.01 level) and positively correlated 

with R&D (0.0630, significant at the 0.05 level). Furthermore, the variable Founding 

is positively, and strongly, correlated with Wedge (0.3124), and significant at the 0.01 

level.  

 

Furthermore, Median Industry Leverage (0.3740) and Firm Size (0.3579) are both 

positively correlated with Leverage and significant at the 0.01 level. Investment Op-

portunities has the strongest correlation on Leverage (-0.4233) and is significant at the 

0.01 level. R&D is correlated with Founding (0.0630) and Wedge (-0.0607). They are 

both significant at the 0.05 level.  

3.9 Regression Method and Regression Models 
3.9.1 Choice of Regression Method 
With our data arranged and with our sample in place, we can see which type of meth-

od is suitable to test our hypotheses. The phenomena we are investigating have previ-

ously been researched using a regression method and we see no reason to deviate 

from this tradition. However, the type of regression method employed in previous re-

search varies. Different methods fit different data sets and using the wrong method 

can lead to unreliable results. Thus, to ensure reliable results, we will employ a pooled 

Ordinary Least Squares (OLS) model3. OLS using pooled data is the leading method 

of estimation (Wooldridge, 2012, p. 474). For these reasons, we argue that an OLS 

regression in line with Croci et al. (2011) will serve as the preferred method in our 

case given that the assumptions below are met. 

                                                
3 Considering our dataset and the rather static variables, a fixed-effects model was the intuitive choice. A Hausman test indicated 
this, but when running the model, we found the results of the model volatile due to changing signs of the coefficients. Thus, to 
ensure reliably results, we employ an OLS model. 
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3.9.2 The OLS Assumptions 
In order for the OLS to be the Best Linear Unbiased Estimator (BLUE), some condi-

tions have to be fulfilled (Gujarati, 2004, p. 65ff). First and foremost, for the OLS 

model to be suitable the relationship between our investigated variables must be line-

ar. Also, the distribution of the error terms must be normal and the expected value 

must be zero. A failure to meet this criterion can lead to distorted estimation of our 

coefficients and confidence levels (ibid.). Presence of heteroskedasticity or autocorre-

lation can affect the significance levels (Mackinnon and White, 1985; Hayes and Cai, 

2007). Also, when implementing control variables, there is a chance of them explain-

ing the same phenomenon, i.e. multicollinearity. Absence of perfect multicollinearity 

is a prerequisite and presence of multicollinearity produce deceiving estimations of 

the regression coefficients (Gujarati, 2004, p. 65ff.).  

 

The coefficients in our correlation matrix (Table IV) suggest that perfect multicolline-

arity is absent. Further, a VIF test in Table V shows no signs of multicollinearity. 

However, when we test for various forms of heteroskedasticity, both a Breusch-

Pagan/Cook-Weisberg test and White’s test indicate the presence of heteroskedastici-

ty.  

 

TABLE V – TEST OF MULTICOLLINEARITY AND HETEROSKEDASTICITY 

MULTICOLLINEARITY 
VARIABLE VIF TOLERANCE 

 Leverage R&D Leverage R&D 

Founding 1.79 1.8 0.5593 0.5565 

Founding*Chairman 1.45 1.45 0.6881 0.6880 

Founding*CEO 1.54 1.53 0.6512 0.6516 

Wedge 1.33 1.33 0.7536 0.7499 

Profitability 1.57 1.57 0.6355 0.6369 

Firm Size 3.70 4.08 0.2705 0.2452 

Investment Opportunities 1.75 1.89 0.5726 0.5279 

Tangibility 2.19 2.19 0.4573 0.4566 

Cash Holdings 2.98 3.15 0.3353 0.3171 

Median Industry Leverage 8.23 - 0.1214 - 

Leverage - 1.67! - 0.6005!

HETEROSKEDASTICITY 

 χ2 SIG. 

Breusch-Pagan/Cook-Weisberg 12.16 35.71 0.0005 0.0000 

White’s test for Heteroskedasticity 747.38 830.62 0.0000 0.0000 

Note: A common threshold is a tolerance of > 0.10 and a VIF value of <10 (O’brien, 2007). 
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With the presence of heteroskedasticity, the regular OLS regression model is not 

BLUE according to the Gauss-Markov Theorem (Gujarati, 2004, p.69ff.). However, 

we can resolve this issue by including a sandwich estimator in Stata’s variance-

covariance matrix option, i.e. a heteroskedasticity consistent standard error estimator. 

By doing so we relax the assumption of homoscedasticity, and assume that that the 

error term is heteroskedastic. We use Huber White’s (1980) standard error estimator, 

which is preferred when samples are large (Curto et al., 2010). It is important to note 

that the sandwich estimator does not change the b coefficients, but rather it gives cor-

rect estimates for the standard errors, and significance levels. 

3.9.3 Final Regression Models 
With our variables in place and having found out which regression method will pro-

vide us with the most accurate results, we can now construct our regression models. 

Besides our dependent and independent variables, we create a dummy variable to 

check for time effects that can be due to e.g. the general state of the economy under a 

given year. We create a dummy for every year except for the first, which will serve as 

the base year. Including the first year would also lead to perfect collinearity (Gujarati, 

2004, p. 302ff.). Our second model also contains industry dummies. All of our inde-

pendent variables in all of our models will be lagged following e.g. Frank and Goyal 

(2009) and Croci et al. (2011). Ampenberger et al. (2013) also present their results 

with lagged variables. The notion behind this is that the financing and investment de-

cision (i.e. our proxies for our dependent variables) taken by management is based on 

the situation in time t and their expectations beyond time t. Thus, by lagging our inde-

pendent and control variables we more closely resemble the characteristic that leads 

to the financial and investment decisions, which in turn makes our model more pre-

cise. 

 

Our first hypothesis aims to investigate whether the type of family owner has any ef-

fect on the capital structure. The regression model to test our first hypothesis is pre-

sented below; 
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Model 1 
 
 
!"#"$%&" = !! + !!×!"#$%&$'!!! + !!×!"#$%&$' ∗ !ℎ!"#$!%!!! + !!×!"#$%&$' ∗ !"#!!!

+ !!×!"#$"!!! + !!×!"#$%&'(')'%*!!! + !!×!"#$!!"#$!!!
+ !!×!"#$%&'$"&!!""#$%&'(%()*!!! + !!×!"#$%&%'%()!!!
+ !!×!"#ℎ!!"#$%&'(!!! + !!"×!!"#$%!!"#$%&'(!!"#"$%&"!!! + !!!×!"#$
+ ! 

Where; 

!"#"$%&" is the dependent variable 

!! is the intercept 

!! − !!! is the b coefficient for the corresponding independent variable. 

! is the error term 

 

Model 2 tests the risky investments. Following Croci et al. (2011), in case our second 

hypothesis is true, we expect to find a negative relationship between risky investments 

and founding family firms. The model is presented below; 

 

Model 2 
 
!&! = !! + !!×!"#$%&$'!!! + !!×!"#$%&$' ∗ !ℎ!"#$!%!!! + !!×!"#$%&$' ∗ !"!!!!

+ !!×!"#$"!!! + !!×!"#$%&'(')'%*!!! + !!×!"#$!!"#$!!!
+ !!×!"#$%&'$"&!!""#$%&'(%()*!!! + !!×!"#$%&%'%()!!!
+ !!×!"#ℎ!!"#$%&'(!!! + !!"×!!"#"$%&"!!! + !!!×!"#$%&'( + !!"×!"#$ + ! 

Where; 

!&! is the dependent variable 

!! is the intercept 

!! − !!" is the b coefficient for the corresponding independent variable. 

! is the error term 

 

Thus, Model 1 will help us to determine whether or not we can reject our first hypoth-

esis, and Model 2 will serve the same purpose, but for our second hypothesis.   
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4. Results 
4.1 Leverage Results and Analysis 
The results from our leverage regressions support that founding family firms carry 

lower level of leverage than non-founding firms. Thus, we accept our first hypothesis. 

Table VI contains the results from our four regression models, designed to capture 

involvement and excess voting rights effects. Median Industry Leverage captures the 

industry effects and thus no industry dummies are included. We present the unstand-

ardized b coefficients, which are interpreted as, for each one-unit increment in the re-

gressors, the dependent variables increases or decreases with the value of the coeffi-

cients. Further, the adjusted R2 is reported to adjust for an increase in the value that is 

solely driven by including additional independent variables (Wooldridge, 2012, p. 

202). 

TABLE VI – LEVERAGE REGRESSION ANALYSIS 

MODEL 1 2 3 4 

Founding -0.0293*** -0.0331*** -0.0311*** -0.0268*** 

 (0.0082) (0.0086) (0.0094) (0.0095) 

Founding*Chairman  0.0133 0.0117 0.0118 

  (0.0112) (0.0117) (0.0116) 

Founding*CEO   -0.0057 -0.0031 

   (0.0102) (0.0103) 

Wedge    -0.0602* 

    (0.0328) 

Profitability -0.1183** -0.1142** -0.1136** -0.1068** 

 (0.0473) (0.0473) (0.0473) (0.0470) 

Firm Size 0.0906*** 0.0912*** 0.0905*** 0.0930*** 

 (0.0107) (0.0106) (0.0107) (0.0106) 

Investment Opportunities -0.0339*** -0.0339*** -0.0339*** -0.0344*** 

 (0.0043) (0.0043) (0.0043) (0.0043) 

Tangibility -0.0380 -0.0419 -0.0422 -0.0454 

 (0.0279) (0.0282) (0.0283) (0.0282) 

Cash Holdings -0.0521*** -0.0521*** -0.0520*** -0.0524*** 

 (0.0103) (0.0102) (0.0102) (0.0101) 

Median Industry Leverage 0.3280*** 0.3240*** 0.3220*** 0.3200*** 

 (0.0439) (0.0437) (0.0439) (0.0442) 

Constant 0.2521*** 0.2517*** 0.2486*** 0.2483*** 

 (0.0324) (0.0325) (0.0318) (0.0316) 

Industry Dummies No No No No 

Year Dummies Yes Yes Yes Yes 

R 2 0.340 0.339 0.339 0.338 

Prob. (F-test) 0.0000 0.0000 0.0000 0.0000 

n 1 209 1 209 1 209 1 209 

Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1, All independent variables are lagged one year. This 
leads to n deviating from the number presented in Table II. 
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Our results are robust throughout model 1-4 and in our fourth model, the coefficient is 

-0.0268, meaning that founding family firms carry 2.68 percent less leverage than 

non-founding family firms. The results are significant at the 0.01 level. 

 

The extent body of literature that has been put forth suggests that large shareholders 

may have different preferences than minority shareholders (e.g. Shleifer and Vishny, 

1986). More recently, scholars have found differences between different large share-

holders (Claessens et al. 2002). Family firms are among the most common users of 

dual class shares (DeAngelo and DeAngelo, 1985) and in our case founding family 

firms have substantially higher voting rights over cash flow rights compared to non-

founding family firms (see descriptive statistics in Table III). This kind of security 

design is the most important entrenchment proxy in the European setting (Bennedsen 

and Nielsen, 2010). We control for this using the Wedge variable. When doing so the 

strength of our Founding variable weakens, but the relationship holds. From this we 

can draw two conclusions.  

 

Firstly, in our sample, family firms make use of security design to accommodate their 

private interests. Secondly, these interests differ between our two groups, suggesting 

that personal interest vary between founding family firms and non-founding family 

firms. 

 

These results confirm the heterogeneity of family firms. In many aspects, these two 

family owners are alike and prior research has made little attempt to separate them. 

Family firms in general are risk-averse. We have argued that risk-aversion should be 

stronger within founding family firms due to under-diversification on a private wealth 

level and socioemotional aspects linked to the firm. Our model does not separate be-

tween the marginal effects stemming from under-diversification and socioemotional 

wealth, but together they provide an explanation for the results found.  

 

The socioemotional aspects are said to diminish over time as the original founder’s 

role decreases (Gomez-Mejia et al., 2007). It is interesting to note that in our regres-

sion model, the relationship does not change when the founding family has a position 

as Chairman or CEO, as both these variables are insignificant. This indicates that 

ownership rather than involvement is of importance in terms of non-monetary values 
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attributed to the firm. A possible interpretation is also that representation or not, own-

ers pose credible threats of action towards management if the owners preferences are 

not attended to (Denis, 2001). Further, the socioemotional aspects are, according to 

our study, stronger in founding family firms than non-founding family firms. These 

values seem to be more difficult to relate to when the family you are in has not found-

ed the firm.  

 

The agency construct is often used to explain why family firms differ from other 

types of blockholders and from widely held firms (Jensen and Meckling, 1976). How-

ever, in a setting such as ours, its importance can be questioned. Indeed, both found-

ing and non-founding family firms should have similar knowledge about the firm and 

about equal monitoring abilities. An indication of this is given by the fact that found-

ing family involvement does not reduce the level of debt employed. If greater levels 

of informational asymmetry were present within the founding family, involvement in 

the form of a founding family member acting as Chairman or CEO should have re-

duced the level of debt employed. Thus the monitoring benefits of debt (Easterbrook, 

1984) seem to be low in family firms, which indeed suggest a low agency conflict 

(Jensen and Meckling 1976; Chrisman et al., 2004). This is in line with the notion that 

this conflict should be of less importance in our setting (Burkart et al., 2003).  

 

The strongest predictor in our leverage model is the Median Industry Leverage, which 

relates positively to Leverage by 0.3200 and is significant at the 0.01 level. These 

findings are consistent with Frank and Goyal (2009) and most likely weaken the rela-

tionship between leverage and owner type. Firms have to adjust to industry condi-

tions, such as regulation, asset types and technology that have an impact on the lever-

age decision (Frank and Goyal, 2009). Discretion in the leverage decision can thus be 

– to some extent – bounded by the industry requirements. These boundaries could po-

tentially mitigate the agency costs stemming from a conflict of majority and minority 

shareholder interests. 

 

Both Profitability and Cash Holdings are significantly negatively related to Leverage 

(0.1068 and 0.0524, respectively). The results support the idea that family firms pre-

fer internal financing, consistent with the pecking order theory (Myers and Majluf, 

1984). Thus, the notion of family firms being risk-averse is supported. Firm Size 
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bears a positive relation by 0.0930 in accordance with the theory that larger firms face 

lower transactions costs and have better access to debt markets (Marsh, 1982). Tangi-

bility is insignificant and no support can thus be provided for the idea that firms with 

fixed assets utilize more debt. Investment Opportunities are negatively related to Lev-

erage by 0.0344. Investment Opportunities is measured by the market-to-book ratio, 

and a high market-to-book ratio indicates higher cash flow volatility (Frank and Goy-

al, 2009). Given that our model gives support for the pecking order theory, this could 

indicate that family firms are reluctant to taking on a financial risk when financing 

their risky investments. 

 

Concluded, founding family firms carry less leverage than non-founding family firms. 

However, the strongest predictor in our model is the Median Industry Leverage, sug-

gesting that both groups have to conform to industry requirements.  



36 

4.2 R&D Results and Analysis 
The results from the R&D regressions show a significant and positive effect for the 

Founding variable, leading us to reject our second hypothesis that founding family 

firms conduct less risky investments than non-founding family firms. We can also see 

that whenever the founding family is present as chairman the R&D spending is re-

duced. The regression models take year and industry effects into account. 

 

TABLE VII – R&D REGRESSION ANALYSIS 

MODEL 1 2 3 4 

Founding 0.0022 0.0060** 0.0053* 0.0059** 

 (0.0026) (0.0028) (0.0029) (0.0030) 

Founding*Chairman  -0.0138*** -0.0132*** -0.0132*** 

  (0.0029) (0.0030) (0.0030) 

Founding*CEO   0.0020 0.0024 

   (0.0036) (0.0035) 

Wedge    -0.0089 

    (0.0096) 

Profitability -0.1107*** -0.1148*** -0.1155*** -0.1148*** 

 (0.0184) (0.0182) (0.0181) (0.0182) 

Firm Size -0.0151*** -0.0153*** -0.0150*** -0.0146*** 

 (0.0024) (0.0023) (0.0025) (0.0025) 

Investment Opportunities 0.0117*** 0.0119*** 0.0120*** 0.0119*** 

 (0.0018) (0.0018) (0.0018) (0.0018) 

Tangibility -0.0063 0.0006 0.0007 0.0007 

 (0.0104) (0.0106) (0.0106) (0.0106) 

Cash Holdings 0.0150*** 0.0150*** 0.0149*** 0.0149*** 

 (0.0023) (0.0022) (0.0022) (0.0022) 

Leverage 0.0230** 0.0228** 0.0229** 0.0224** 

 (0.0095) (0.0094) (0.0093) (0.0093) 

Constant 0.0036 0.0051 0.0041 0.0045 

 (0.0094) (0.0092) (0.0095) (0.0095) 

Industry Dummies Yes Yes Yes Yes 

Year Dummies Yes Yes Yes Yes 
2 0.313 0.323 0.323 0.324 

Prob. (F-test) 0.0000 0.0000 0.0000 0.0000 

n 1 209 1 209 1 209 1 209 

Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. All independent variables are lagged one year. This 
leads to n deviating from the number presented in Table II. 
 

The Founding variable carries a value of 0.0059 indicating a weak – yet significant at 

the 0.05 level – relationship between founding family firms and R&D investments. 

Founding families conduct more R&D investments than non-founding firms. The re-

R
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sults hold when controlling for founding family involvement and for a wedge between 

cash flow and voting rights. 

 

The positive coefficient for the Founding variable in the R&D regressions, indicates 

that the entrepreneurial trait is stronger than the risk aversion effect. Despite suffering 

from an under-diversification on a private wealth level and having strong socioemo-

tional ties to the firm, founding families invest more in R&D. Considering that we 

look at founding and non-founding family firms, both with long term interest, the re-

sults are most likely not attributable to differing investment horizons. A possible ex-

planation for our results could be that founding families are more successful in their 

R&D investments. Our model does not control for R&D efficiency, but our t-test pre-

sented earlier in Table VII reveals that founding family firms are more profitable than 

non-founding firms. Thus, the higher levels could be due to a proven track record in 

terms of R&D investments. 

 

It is only when we control for the presence of a founding family chairman that the 

Founding variable becomes significant with R&D, highlighting the importance of 

controlling for such effects. Although, considering the interaction mechanism of the 

variable, we must be cautious when we interpret the coefficients of the Found-

ing*Chairman variable itself. The role of the chairman is to monitor managerial be-

havior and see to it that the owner’s interests are attended to (Fama and Jensen, 1983). 

The Founding*Chairman variable supports the view that the risk-aversive preferences 

of founding families are met. However, for the monitoring to be successful, owner-

ship alone is not sufficient, but being present on the board is required. These results 

are in line with Andres (2008), who finds that board presence is a prerequisite for 

family firms to perform better. The Founding*CEO variable is however insignificant. 

 

Although the results suggest that founding families make fewer investments when a 

family member is present as a chairman, it could also lead to better investments.  As 

mentioned, we do not control for R&D efficiency, but Block (2012) argues that 

founding families are better at monitoring the R&D process and there are benefits of 

having the family on the board. If that is the case, minority shareholders do not neces-

sarily suffer agency costs that are due to risk-aversion preferences of the owner, but 
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the net agency effect could be positive. Irrespective of this, the involvement through 

chairmanship creates an alignment with the firm’s debt holders, who are not entitled 

to the residual claims of the firm. 

  

Interestingly, our leverage regression showed no sign of that involvement matters. 

This could be due to that the R&D question is more complex than the issue of financ-

ing, and the deep firm-specific knowledge of the founding family only matters in such 

complex issues. The CEO variable is insignificant, which suggests that the R&D 

spending is unaffected by decision management and that the entrepreneurial traits is 

connected to the firm characteristics rather than to the founder presence. This contra-

dicts Block (2012) who states that R&D spending gets neglected over time once the 

founder has left the firm. 

 

The Wedge in our R&D regression is not significant, indicating that the usage of con-

trol enhancing mechanisms does not affect the R&D investment decision. Thus, from 

a control perspective, the type of controlling family owner, rather than excess voting 

rights, is of importance.  

 

In line with Croci et al. (2011), a negative relation of 0.1148 between Profitability and 

R&D is found. This is the strongest predictor in our R&D model. This could give 

support for that R&D projects in family firms fail to a greater degree, but another 

likely cause is that a reverse causality exists; less profitable family firms tend to in-

vest less in risky investments. The fact that investments seem to take place despite 

current negative earnings, could possibly be explained by the positive relation be-

tween R&D and Investment Opportunities. That is, family firms seem to apply a for-

ward-looking rather than a backward-looking approach when deciding on their R&D 

levels. 

 

In the R&D regression both our financing variables bear a positive coefficient. Cash 

Holdings has a coefficient of 0.0149, while the Leverage coefficient has a value of 

0.0224. Thus, R&D investments seem to be financed by both equity and debt. Firm 

Size is shown to be an important factor for R&D, relating by -0.0146. 
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Concluded, founding family firms conduct more risky investments than non-founding 

family firms. Thus the entrepreneurial trait outweighs the risk aversion effect. 

4.3 Robustness Tests of Leverage 
To increase the validity of our results, we use alternative variables to test the robust-

ness of our leverage regressions. Our results remain robust throughout five alternative 

regression models and the results are presented in Table VIII. 

 

In our first model we change the definition of our dependent Leverage variable from a 

book value based to a market based. Frank and Goyal (2009) note that scholars are 

divided on the appropriate definition of leverage. To capture a market driven defini-

tion of leverage we follow Berger et al. (1997)4. Furthermore we recalculate our pre-

viously used Median Industry Leverage variable to fit our market definition of lever-

age. 

 

In our second model we relax the assumption that the financing decision is taken by 

management in time t and their expectations beyond time t. Thus, this model is identi-

cal to our original model with the exception that the independent variables are not 

lagged.  

 

The third model captures the industry effects with industry dummies rather than with 

the Median Industry Leverage variable employed in our original regressions. Thus, 

other potential industry characteristics are included. 

 

Our fourth model includes inflation rather than time dummies to capture the time ef-

fects. Frank and Goyal (2009) find inflation to be one of the most important predictors 

for the capital structure decision5. We use annual historical inflation figures from the 

Swedish Riksbank for the period 2001 to 2013 to capture the effect on inflation.  

 

Lastly, Frank and Goyal (2009) argue that dividend-paying firms have lower leverage 

levels. We control for this by creating a dividend dummy variable.  The results from 

our regression are presented below in Table VIII.  

                                                
4 Berger et al. (1997) define leverage as Total Debt / (Total Debt + Market value of Common Equity). 
5 We intended to use inflation in our original model, however it was dropped due to collinearity with our time dummies. 
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TABLE VIII – LEVERAGE SENSITIVITY ANALYSIS  

MODEL  1 2 3 4 5 

 Original Mkt. Lev. No Lag Industry Inflation Dividend 

Founding -0.0268*** -0.0296*** -0.0243*** -0.0302*** -0.0267*** -0.0247** 

 (0.0095) (0.0010) (0.0093) (0.0106) (0.0101) (0.0010) 

Founding*Chairman 0.0118 0.0107 0.0018 0.0055 0.0110 0.0096 

 (0.0116) (0.0106) (0.0113) (0.0129) (0.0120) (0.0121) 

Founding*CEO -0.0031 0.0136 -0.0079 -0.0075 -0.0067 -0.0063 

 (0.0103) (0.0103) (0.0104) (0.0116) (0.0113) (0.0112) 

Wedge -0.0602* -0.0025 -0.0566* -0.0832** -0.0575* -0.0627* 

 (0.0328) (0.0323) (0.0307) (0.0336) (0.0332) (0.0338) 

Profitability -0.1068** -0.2343*** -0.1177*** -0.0635 -0.0990** -0.1178** 

 (0.0470) (0.0368) (0.0432) (0.0496) (0.0456) (0.0510) 

Firm Size 0.0930*** 0.0749*** 0.1042*** 0.0896*** 0.0946*** 0.0931*** 

 (0.0106) (0.0100) (0.0108) (0.0106) (0.0101) (0.0105) 

Investment Opportunities -0.0344*** -0.0890*** -0.0321*** -0.0397*** -0.0312*** -0.0341*** 

 (0.0043) (0.0038) (0.0041) (0.0047) (0.0042) (0.0043) 

Tangibility -0.0454 0.0427 -0.0435 0.0317 -0.0473* -0.0463 

 (0.0282) (0.0265) (0.0265) (0.0382) (0.0272) (0.0283) 

Cash Holdings -0.0524*** -0.0544*** -0.0660*** -0.0612*** -0.0546*** -0.0534*** 

 (0.0101) (0.0099) (0.0105) (0.0100) (0.0099) (0.0100) 

Median Industry Leverage 0.3200***  0.3721***  0.3246*** 0.3165*** 

 (0.0442)  (0.0419)  (0.0441) (0.0446) 

Median Industry Leverage (Market)  0.2701***     

  (0.0415)     

Inflation     -0.0052  

     (0.0038)  

Dividend      0.0063 

      (0.0110) 

Constant 0.2483*** 0.3462*** 0.2000*** 0.4376*** 0.2463*** 0.2524*** 

 (0.0316) (0.0274) (0.0307) (0.0342) (0.0295) (0.0325) 

Industry Dummies No No No Yes No No 

Year Dummies Yes Yes Yes Yes No Yes 
2 0.338 0.627 0.357 0.365 0.328 0.341 

Prob. (F-test) 0.0000 0.0000 0.000 0.0000 0.0000 0.0000 

n 1 209 1 209 1 433 1 209 1 209 1 209 

Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. The original model included to facilitate compari-
son. All models have passed the same tests of the OLS assumptions as the original model. 
 

When we employ a market based leverage definition in our first model the Wedge 

variable becomes insignificant. This is not surprising, since the market leverage is 

more volatile than the book leverage (Frank and Goyal, 2009) and thus leaves less 

room for discretion. Interestingly, the market definition of leverage increases the ex-

planatory power of our model to 62.7 percent. This suggests that managers to a great-

er extent rely on the forward-looking market leverage rather than the backward-

R
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looking book leverage. Further median industry leverage remains the strongest predic-

tor, but the importance of Profitability increases substantially.  

 

In the second model our results remain consistent when we do not lag our independ-

ent variables. The possible explanations are that the time of the decision does not mat-

ter or, more plausible, that leverage is rather static. 

 

When using industry dummies rather than Median Industry Leverage, Profitability 

becomes insignificant. Industry characteristics rather than profitability to some extent 

explains leverage, i.e. firms have to adjust leverage ratios according to e.g. their com-

petitors to be able to keep up, even if profitability is low. The Wedge also becomes 

stronger and significant at the 0.05 level. 

 

In the fourth and fifth model results remain consistent when we introduce Inflation 

and the Dividend variable. Both variables are insignificant.  

 

Concluded, the results remain robust, but the results from model one show that the 

type of leverage variable used has a large impact.  

4.4 Robustness Tests of R&D 
For our R&D robustness tests, our results remain robust throughout three of the four 

models. When not lagging the independent variables in our second R&D regression 

model our Founding variable becomes insignificant. 

 
In our first model, we normalize our R&D variable by the industry median rather than 

the industry mean. This should correct for potential wide distribution. 

 

In the second model we relax the assumption that the investment decisions are taken 

by management in time t and their expectations beyond time t. Thus, this model is 

identical to our original model with the exception that variables are not lagged.  

 

The third model in our robustness tests excludes the industry variables to control for a 

potential conflict due to the normalization of our variables.  
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In the fourth model, we control for dividends, in line with Anderson et al. (2012) 

since this can constrain the investments of the firm. To do this, we create a dividend 

dummy. 

 

TABLE IX – R&D SENSITIVITY ANALYSIS 

MODEL  1 2 3 4 

 Original R&D Median No Lag No Ind. Dividend 

Founding 0.0059** 0.0064** 0.0038 0.0126*** 0.0051* 

 (0.0030) (0.0029) (0.0027) (0.0035) (0.0030) 

Founding*Chairman -0.0132*** -0.0120*** -0.0115*** -0.0088*** -0.0123*** 

 (0.0030) (0.0029) (0.0029) (0.0032) (0.0030) 

Founding*CEO 0.0024 0.0031 0.0013 -0.0034 0.0024 

 (0.0035) (0.0033) (0.0032) (0.0037) (0.0035) 

Wedge -0.0089 -0.0117 -0.0019 -0.0249** -0.0027 

 (0.0096) (0.0092) (0.0090) (0.0111) (0.0100) 

Profitability -0.1148*** -0.1162*** -0.1216*** -0.0130 -0.0984*** 

 (0.0182) (0.0168) (0.0155) (0.0177) (0.0186) 

Firm Size -0.0146*** -0.0135*** -0.0120*** -0.0130*** -0.0156*** 

 (0.0025) (0.0023) (0.0022) (0.0031) (0.0025) 

Investment Opportunities 0.0119*** 0.0118*** 0.0117*** 0.0018 0.0115*** 

 (0.0018) (0.0016) (0.0015) (0.0018) (0.0018) 

Tangibility 0.0007 -0.0037 0.0031 0.0195*** 0.0046 

 (0.0106) (0.0092) (0.0096) (0.0071) (0.0107) 

Cash Holdings 0.0149*** 0.0137*** 0.01274*** 0.0108*** 0.0164*** 

 (0.0022) (0.0020) (0.0020) (0.0025) (0.0022) 

Leverage 0.0224** 0.0179** 0.0102 0.0345*** 0.0222** 

 (0.0093) (0.0088) (0.0079) (0.0102) (0.0092) 

Dividend     -0.0103*** 

     (0.0030) 

Constant 0.0045 0.0108 0.0046 -0.0232*** 0.0095 

 (0.0095) (0.0092) (0.0086) (0.0090) (0.0097) 

Industry Dummies Yes Yes Yes No Yes 

Year Dummies Yes Yes Yes Yes Yes 
2 0.324 0.279 0.323 0.045 0.330 

Prob. (F-test) 0.0000 0.0000 0.0000 0.0000 0.0000 

n 1 209 1 209 1 433 1 209 1 209 

Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. Model 0 is the original model, included to facilitate 
comparison. All models have passed the same tests of the OLS assumptions as the original model. 
 

The results remain robust when changing the definition of the dependent variable. 

 

Not lagging our independent variable makes our Founding and Leverage variable in-

significant. This could indicate that there is a time gap between decision and effect, 

R
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that is larger than in our leverage regression models, or that R&D is more volatile 

than leverage. 

 

Not adjusting for industry effects in our R&D regressions reduces the adjusted R2 

substantially, suggesting that industry effects are important. The strength of the 

Founding variable increases. The Wedge and Tangibility variables become significant 

and Profitability and Investment Opportunities become insignificant. These are most 

likely symptoms of omitted variable bias. Lastly, the Dividend variable does not yield 

any different results than our original model, but the variable is significant at the 0.01 

level. 

 

In conclusion, the R&D results are more volatile but hold in three of the four models.  
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5. Conclusions and Further Research 
This paper set out to investigate whether there are differences in capital structure and 

investment decisions between founding family firms and non-founding family firms. 

We conduct empirical research based on all Swedish listed companies between 2001 

and 2013. Our results give support that founding family firms carry less leverage than 

non-founding family firms. We cannot find support for that founding family firms 

conduct less, risky R&D investments. On the contrary, they conduct more. Thus, in 

terms of R&D, the entrepreneurial trait seems to outweigh the risk-aversion stemming 

from loss of socioemotional attachment and the under-diversification on a private 

wealth level. A noteworthy observation is that the effect is opposite when a founding 

family member severs as chairman of the board. No real conclusions can be drawn 

from this, but an interpretation is that the monitoring of the R&D process requires a 

deeper level of involvement than pure ownership.  

 

We contribute to the literature on how large shareholders impact the firm, by disen-

tangling the characteristics of different types of family firms. By digging deeper into 

different types of family owners we find substantial heterogeneity, suggesting that 

different family firms have different interests and preferences. With the differences 

we find, it is not unlikely that differences can be observed in other fields of family 

research as well. This paper should not only be seen as a contribution to family firm 

research, but considering the vast spread of family firms, we contribute to the topics 

of capital structure and investment decisions in general. Also, the study highlights the 

importance of the owner preferences in these matters. Further the research in non-

Anglo-Saxon markets has been scarce and these insights into the Swedish market 

should thus be welcomed. This study should be of interest to a variety of groups, such 

as, equity and debt holders, scholars and everyone affected by the ownership discre-

tion presented in our results. 

 

The results from our leverage regressions are consistent when put through a battery of 

robustness tests. We follow previous scholars in our field and use the book value of 

debt, although, the explanatory power in our robustness tests indicate that a market 

leverage definition could be a better indicator. The results from our R&D regressions 

are more volatile and some degree of cautiousness should be taken in the interpreta-
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tion. It could be argued that R&D is a measure of long-term commitment rather than 

risk. However, this should be less of an issue since we follow previous studies and 

considering that both our types of families are deemed to hold long-term interests. 

Other measures and thresholds of long-term commitment could always be discussed. 

Another argument that could be put forth is that founding families invest less in gen-

eral, which would explain the lower R&D levels. This is however not the case in our 

study6. Also, we do not control for R&D efficiency, which could help to explain the 

higher levels of R&D found within the founding family firms. Lastly, regarding the 

results, some caution regarding the generalizability must be taken due to the substan-

tial impact of the legal environment. 

 

To further validate our findings, cross-national studies between founding and non-

founding family firms on the same topic would be greatly contributing. Moreover, it 

would be fruitful to examine the R&D efficiency between these two types of family 

firms. Further investigation of the investment restraints that might be attributable to 

financing constraints, would also be of interest. On the topic of financing, examining 

when these family firms issue equity would help to explain how control motives dif-

fer. The areas we have investigated are only a small number of the different risk ele-

ments. Thus, it would be of interest to look at other aspects, such as product and geo-

graphical diversification. From knowing that the preferences of the two types of fami-

ly owners differ, other areas, not only related to finance, could benefit from the sepa-

ration employed in this study. Lastly, it is our firm belief that the field of family firm 

research would benefit greatly from further dividing the family firms into sub-groups 

and thereby further investigating the heterogeneity of family firms.  

                                                
6 In line with Croci et al. (2011), we find no significant difference between the CAPEX levels in the two groups investigated. 
See Appendix II for results. 
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7. Appendices 
7.1 Appendix I – Effects of Winsoring 

 
TABLE X – EFFECTS OF WINSORING  

 PRE WINSORIZATION POST WINSORIZATION 

Variable N Min Max Mean Std. Skew. Kurt. N Min Max Mean Std Skew Kurt. 

Leverage 1 433 0.0288 1.4808 0.5138 0.1844 -0.2282 3.1317 1 433 0.1811 0.7804 0.5138 0.1700 -0.3144 2.1508 

R&D 1 433 0 33584 279 2256 13.3537 187.0564 1 433 -0.1217 0.1049 -0.0091 0.0456 0.0409 4.9359 

Wedge 1 433 -0.1040 0.5000 0.1377 0.1307 0.5169 2.4350 1 433 0.0000 0.3720 0.1356 0.1223 0.3251 1.8232 

Profitability 1 433 -2.5218 1.0541 0.0829 0.1783 -3.5775 41.4219 1 433 -0.2455 0.2651 0.0875 0.1211 -1.2110 4.4117 

Firm Size 1 433 23 285684 8694 23475 7.0256 71.9576 1 433 2.0141 4.6464 3.1487 0.7804 0.4934 2.2434 

Investment Opportunities 1 433 0.0366 31.8318 1.5435 2.1772 5.3310 47.4572 1 433 0.2041 5.0867 1.3499 1.2345 1.7990 5.6891 

Tangibility 1 433 0 0.9312 0.1971 0.1993 1.4600 4.8417 1 433 0.0093 0.6837 0.1925 0.1848 1.1760 3.6226 

Cash Holdings 1 433 0 81624 1077 5630 11.1048 143.0739 1 433 0.6411 3.6312 2.0118 0.7587 0.2990 2.6963 

Median Industry Leverage 1 433 0.1902 0.7822 0.5285 0.1130 -1.1147 4.0807 1 433 0.1902 0.7822 0.5285 0.1130 -1.1147 4.0807 

Note: 5 percent winsor in each tail
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7.2 Appendix II – CAPEX Regression 
 

 

TABLE XI – CAPEX REGRESSION ANALYSIS 

MODEL 1 2 3 4 

Founding 0.000591 -0.000243 -0.000118 0.00199 
 (0.00141) (0.00151) (0.00165) (0.00178) 
Founding*Chairman  0.00306 0.00296 0.00299 
  (0.00204) (0.00217) (0.00213) 
Founding*CEO   -0.000342 0.00118 
   (0.00204) (0.00203) 
Wedge    -0.0289*** 
    (0.00606) 
Profitability 0.0364*** 0.0373*** 0.0374*** 0.0406*** 
 (0.00803) (0.00805) (0.00798) (0.00797) 
Firm Size -0.00323** -0.00319** -0.00323** -0.00199 
 (0.00146) (0.00146) (0.00148) (0.00145) 
Investment Opportunities 0.00112 0.00106 0.00105 0.000703 
 (0.000904) (0.000901) (0.000900) (0.000896) 
Tangibility 0.0767*** 0.0752*** 0.0751*** 0.0752*** 
 (0.00767) (0.00778) (0.00779) (0.00780) 
Cash Holdings 0.00756*** 0.00758*** 0.00759*** 0.00738*** 
 (0.00134) (0.00134) (0.00134) (0.00133) 
Leverage -0.0168*** -0.0168*** -0.0168*** -0.0184*** 
 (0.00540) (0.00537) (0.00539) (0.00536) 
Constant -0.0210*** -0.0213*** -0.0211*** -0.0198*** 
 (0.00620) (0.00615) (0.00633) (0.00624) 
Industry Dummies Yes Yes Yes Yes 
Year Dummies Yes Yes Yes Yes 

2 0.250 0.251 0.251 0.265 

Prob. (F-test) 0.0000 0.0000 0.0000 0.0000 
n 1209 1209 1209 1209 

Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. All models have passed the same tests of the OLS 
assumptions as the R&D model. 
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